NOTE: The guidance in this advisory regarding real estate funds was amended by Legal Advisory
LA-15-09. The guidance regarding funds invested in internet, computer, and information technology
companies was amended by Legal Advisory LA-19-06.
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Menor andum | ssued August 25, 2000,
fromF. Gary Davis, Acting Director,
to Designated Agency Ethics Oficials
Regarding Diversified and Sector Mitual Funds

The O fice of Government Ethics (OGE) is issuing this
nmenor andum t o provi de gui dance concerning the distinction between
di versified nutual funds and sector nutual funds. This distinction
is inmportant for purposes of certain regulatory exenptions issued
by OCE under the authority of 18 U S.C. 8§ 208(b)(2). OCGE has
received a nunber of requests from agency ethics officials for
advice in this area. Moreover, OCGE recently concluded a survey of
agency experience and satisfaction with the regul atory exenpti ons,
which are codified in subpart B of 5 C.F. R part 2640. It was
apparent from several of the responses that there was demand for
| egal and practical guidance concerning the application of the

rules pertaining to diversified and sector nutual funds. The
advice contained in this nmenorandum is an effort to neet that
demand.

We note at the outset that this nenorandumis intended only to
provi de general guidance. It is inpossible not to take notice of
the great nunber and variety of mutual funds on the market today.
Mor eover, one can easily imagi ne that new variations will continue
to appear in the future, as fund nmanagers respond to new i nvest nent
opportunities and ot her devel opnents in the econony. OCE s attenpt
in this nmenmorandum to list representative types of sector and
diversified funds is necessarily tentative and inconplete.
Mor eover, although OGE has been able to identify sone common
features of certain types of funds, we also have encountered
occasi onal exceptions where, for exanple, the name of a fund would
not be a conclusive indicator of the fund' s investnent
concentration, for purposes of part 2640. Consequently, enployees

and ethics officials always wll need to consider the
characteristics of any given fund, including the nature and scope
of any "sector” in which the fund manager nmay purport to

speci al i ze.

W al so want to nmake clear that nothing in this nenorandumis
i ntended as an endorsenent or disparagenent of any particular
mutual fund or type of nmutual fund. For this reason, the
di scussion below generally omts specific fund nanes. Feder a
enpl oyees remain free to invest as they choose, subject to any



prohibited financial interest restrictions, as described in
5 CF.R 8§ 2635.403, and any disqualification obligations, as
described in 5 C.F. R part 2640.

ExempTioNs UNDER 18 U. S. C. 8§ 208(B)(2)

Section 208(a) of Title 18, United States Code, prohibits an
enpl oyee from participating in any particular matter in which the
enpl oyee, or any other person specified in the statute, has a
financial interest. The prohibition has been interpreted as
applying to financial interests in official matters affecting the
underlying holdings of a nutual fund. See, e.g., OCGE Infornal
Advi sory Letter 93 x 27. OGE has authority, however, to promul gate
regul ati ons exenpting certain types of financial interests from
this prohibition, where OGE determnes that the interest is too
renote or inconsequential to affect the integrity of the services
of the Governnent enployees to whom the exenption applies.
18 U.S.C. 8§ 208(b)(2). Subpart B of part 2640 contains a nunber of
such exenptions, several of which are applicable to interests in
mutual funds.® The distinction between diversified and sector
mutual funds is particularly inportant for certain of these
exenpti ons.

A. Exenption for Diversified Miutual Funds

Subpart B contains a relatively broad exenption for any
disqualifying financial interest arising fromthe ownership of a
"diversified nutual fund." 5 C F. R § 2640.201(a). Provided that
the fund neets the definition of "diversified," set out in section
2640. 102(a), an enployee nmay participate in any matter affecting
any of the underlying holdings of the nutual fund, w thout regard
to the magnitude of the enployee's interest in the fund. Such an
expansi ve exenption was deened justified because, anobng other
reasons, diversified funds hold "securities of issuers who are
engaged in a variety of businesses or industries.”" 60 Fed. Reg.
47207, 47211 (Septenber 11, 1995) (preanble to proposed rule).
Under such circunmstances, it is likely that any Governnent action
affecting a given issuer would have only a diffuse or negligible
effect on the enployee's financial interest in the overall fund.

! For purposes of part 2640, “nutual fund” is defined as “an
entity which is registered as a nanagenent conpany under the
| nvest nent Conpany act of 1940, as anended (15 U. S.C. 8§ 80a-1 et
seq.).” 5 CF.R 8 2640.102(k). This includes open-end, closed-
end and exchange-traded nutual funds, and registered noney market
funds.



The definition of diversified, obviously, is of critical
i nportance. Basically, as OGE stated in the preanble to the final
rule, "the exenption for diversified nutual funds applies to al
mut ual funds except sector funds." 61 Fed. Reg. 66829, 66833
(Decenber 18, 1996) (enphasis added). Recognizing that sector and
di versified mght nmean different things in different contexts, OGE
specifically described the kind of sector/diversified distinction
it had in mnd: "D versified neans that the fund . . . does not
have a stated policy of concentrating its investnents in any
i ndustry, business, single country other than the United States, or
bonds of a single State within the United States . . . ." 5 CF.R
§ 2640. 102(a).

If a fund does have a stated policy of concentrating its
investnments in such a sector, OGE determned that the broad
exenption of section 2640.201(a) would not apply because of
hei ght ened conflict of interest concerns. The possible effect of
sone particular matters on certain sector funds is nuch nore
focused and potentially substantial than would be the case with a
di versified fund. Indeed, it is quite common for a sector fund
prospectus to include sone cautionary statenent indicating the
greater risk of volatility resulting from concentration in areas
af fected by Governnent regul ati on or spendi ng. A Federal enployee
could participate in an inportant rulemaking proceeding that
i mpacts many or all menbers of a given industry, thus affecting not
only a nunber of the underlying holdings of a relevant sector fund
but even the overall econom c outl ook for the sector in which the
fund speciali zes. Enpl oyees whose duties affect conpanies in a
di screte i ndustry, business, etc., can have an appreci abl e conflict
of interest if they invest heavily in nmutual funds that specialize
in that very sector

B. Exenptions Applicable to Sector Mitual Funds

Neverthel ess, OGE has pronulgated certain other exenptions
that nay apply to interests in sector funds. For those nutua
funds that do not neet the diversification standard, three
exenptions are especially inportant.?

2 Depending on the circunstances, other exenptions in
subpart B may apply to certain interests in sector funds, but the
t hree exenptions di scussed here are the nost commonly appllcable
Not e, however, that no regul atory exenption applies to any nutual
fund that is a prohibited interest, pursuant to 5 CFR
§ 2640. 204, although many agency-specific prohibitions nake sone
exception for the holding of funds not focused on a sector that is
problematic for the particular agency. See, e.g., 5 CFR
§ 3401.102(c)(1l) (Federal Energy Regul atory Comn ssion).
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First, section 2640.201(b) expressly applies to certain
interests in a sector nmutual fund. For purposes of this exenption,
sector mutual fund is defined essentially by contrast with the
definition of diversified fund: "Sector nutual fund nmeans a nutual
fund that concentrates its investnments in an industry, business,
single country other than the United States, or bonds of a single
State within the United States.” 5 C.F.R § 2640.102(q). Wth
respect to such funds, section 2640.201(b) pernmits an enployee to
participate in any particular matter where the disqualifying
interest arises solely fromthe "non-sector” hol di ngs of the fund,
i.e., those incidental holdings that are outside of the fund's
express area of concentration. Thus, for exanple, an enpl oyee who
owns a tel ecommuni cations sector fund nay participate in certain
energy matters, notwi thstanding the fact that the fund may hold
securities of an affected energy conpany.

Second, because part 2640 currently treats sector funds as
"publicly traded securities,” interests in such funds are covered
by the $5, 000 de minims exenption for particular matters invol ving
specific parties. 5 CF.R 88 2640.102(p) & (r); 2640.202(a).
Thus, for exanple, an enpl oyee owning up to $5,000 in a financi al
services sector fund may participate in the investigation of a bank
whose stock is held by the fund. The $5,000 |imt would apply to
the aggregated value of all affected sector funds held by the
enpl oyee, the enpl oyee' s spouse, and the enpl oyee's m nor chil dren.
5 CF.R § 2640.202(a)(2). Mreover, as with all of the de mnims
exenptions di scussed here, it should be noted that the value limt
applies to the value of the person's interest in the fund as a
whol e, not the pro rata value of any underlying holding of the
fund. See 61 Fed. Reg. at 66835- 36.

Third, by the sanme token, the current de m nims exenption for
particular matters of general applicability covers interests in
sector mutual funds. 5 CF. R 8§ 2640.202(b). An enployee may
participate in a matter of general applicability where the
disqualifying interest arises from aggregated holdings of up to
$25, 000 i n any one affected sector fund and $50,000 in all affected
sector funds owned by the enpl oyee, the enpl oyee's spouse, and the
enpl oyee' s mi nor children. Thus, for exanple, an enpl oyee who owns
$10,000 in one health sector fund and $20,000 in another health
sector fund nay participate in a Medi care policy decision affecting
a certain class of healthcare providers, including issuers of
securities held by the two funds.

Finally, in connection with the subject of de mnims
interests, we note that OGE antici pates proposing a newde mnims
exenption in the near future specifically for sector funds. The
exenption, if adopted, would create a higher limt of $50,000 for
all particular matters. The $50,000 de mininms |evel wuld apply
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to all interests in affected funds focused on the same sector,
whet her owned by the enployee, the enployee's spouse, or the
enpl oyee' s mnor children. OCGE believes that such an exenption
woul d be justified because interests in the underlying hol di ngs of
a sector fund are nore renote and inconsequential than direct
ownership by the enployee of securities in an affected issuer
Nevert hel ess, the basic distinction between diversified and sector
funds will remain, since OGE does not intend to propose an
unlimted exenption of +the type that currently exists for
di versified funds.

D STI NGUI SHI NG SECTOR AND D1 VERSI FI ED FUNDS

As indicated above, the distinction between sector and
diversified funds turns on whether the fund has an express policy
of "concentrating its investnents in any i ndustry, business, single
country other than the United States, or bonds of a single State
within the United States.” 5 CF.R § 2640.102(a) (enphasis
added) . This standard differs sonewhat from other rules that
establish the requisite degree of diversification for different
pur poses, and any guidance herein should not be confused wth
gui dance pertaining to those other standards of diversification.
Conpare 5 C F. R 8§ 2634.1003(c)(1) (permtted rollover property for
certificates of divestiture); 8 2634.310(c) (3) (excepted i nvest nment
funds); 8 2634.404(b)(2)(diversifiedtrusts). Unlike sone of these
ot her standards, the focus of part 2640 is not whether a fund

concentrates on a broadly defined "economc," "geographic" or
"regional" sector, but rather a sonmewhat narrower "industry,"
"busi ness,” "single country"” or "bonds of a single State."

A. Industry or Business Sector

Agencies occasionally have questions about whether a
particular fund really concentrates on an "industry" or "business,"
as opposed to a broader econom c sector that includes a significant
vari ety of independent industries or businesses. Det er mi ni ng what
is an industry or business sector, therefore, is crucial for
pur poses of the rel evant exenptions. Mreover, such determ nations
necessarily involve the exercise of sone judgnent, taking into
account the stated policies of the fund and any common features of
the conpanies in which it specializes.

OCGE is aware of no universally accepted criterion for what
constitutes an "industry" or "business" that would be useful for
this purpose. Any conceivable classification of the econony by
i ndustry groupings would involve nunerous judgments about what
degree of simlarity in operations or interests anong firnms would
be sufficient to place them within a single industry. One can
di stingui sh anong conpani es on so many different levels, and wth
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such varyi ng degrees of detail, that it is possible to describe a
virtually infinite nunber of classes and subcl asses. For exanpl e,
the North American Industry Cassification (NAIC) system used by
the United States for a variety of statistical and other purposes,
now di vi des the econony into twenty broad "sectors,"” whereas the
Standard Industrial Cassification (SIC) system which was used
until recently, had only ten sectors. Even under NAIC, sone
sectors are defined very broadly (e.g., "Mnufacturing,” which
includes a great diversity of manufacturing operations), whereas
ot her sectors are seemngly nore narrow (e.g., "Health Care and
Soci al Assistance"). Mor eover, under both systens, there are
several |evels of subdivision within each sector, thus indicating
the possibility of ever nore refined distinctions anong industries
and sub-industries?. More inportant, sone ways of grouping
i ndustries and busi nesses, while relevant for certain statistical
and other purposes, may be wholly inadequate for conflict of
i nterest purposes. For exanple, according to NAIC, nedical
equi pnrent and pharnmaceuticals are not only separate "industries,"
but also they are in different "industry groups” and even different
manuf acturi ng "sub-sectors” altogether; froma Federal conflict of
i nterest perspective, however, drugs and nedi cal devices are not
only regulated by the sanme agency (the Departnent of Health and
Human  Servi ces) and subject to many related regulatory
requi renents, but also it has been recogni zed that certain nedical
devi ces and drugs may be conpl enmentary or even conpeting products
for the sane nedi cal condition

Therefore, in addressing the question of what constitutes an
i ndustry or business, for purposes of identifying a sector fund,
OCGE has attenpted to take a pragmati c approach. 1In doing so, OGE
has taken into account both the need for clarity and the need for
criteria that are relevant to the purposes of the executive branch
ethics program |In sonme respects, the best guidance in this area
woul d be exanpl es of deci sions OGE has al ready nade i n applying the
standard, rather than abstract statenments of general principle.
Nevert hel ess, before setting out a |Ilist of exanples of
representative types of sector and diversified funds (see bel ow),
we believe there is at least some utility in articulating the
gener al approach that governs OGE's application of t he
di versi fication standard.

3 NAIC uses six-digit codes breaking the econony down
according to sector, subsector, industry group, industry, and U S
i ndustry. SICused a four-digit systemindicating division, ngjor
group, industry group, and industry code.
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B. Basic Approach

Basically, OGE approaches such questions by exam ning the
degree of relatedness and overlapping interests and operations
anong the types of conpanies in which a given nutual fund
speci ali zes. As suggested above, this inquiry alsois perfornedin
the context of realistic conflict of interest considerations, as
well as the need for some neasure of commopn sense. G ven the
| atter considerations, OGE wll deem certain arguably discrete
types of conpanies to be part of one industry or business sector
i f, for exanple, they share a comon regul atory environnment or if
Governnment decisions affecting one type of conpany would be
expected to affect the other, given their interdependence or
conpetition with each other

Thi s approach is enbodied in part 2640 itself. In exanple 2
foll owi ng section 2640.202(b), OGE i ndicates that a particul ar fund
Is not diversified because "it is invested in health-rel ated
conpanies such as pharmaceutical s, devel opers  of nmedi cal
i nstrunments and devices, managed care health organizations, and
acute care hospitals." See also 61 Fed. Reg. at 66833 (preanble to
final rule cites "Vanguard Specialized Portfolios: Healthcare" as
exanple of sector fund). OGE acknow edges that, for certain
econoni ¢ and ot her purposes, one could argue that this fund does
not describe a single sector but rather a cluster of discrete types
of busi nesses, each occupying an identifiable niche within the
mul ti faceted sphere of health care and health science. Primarily
for conflict of interest reasons, however, OCE has chosen to focus
rat her on the conmon denom nator of health to describe the rel evant
sector. Despite their differences, the types of conpanies in which
this fund specializes are significantly interdependent, and

Governnent decisions affecting one type often will affect the
ot hers. For exanple, Governnent decisions concerning the
rei mbursenent of health care providers (e.g., hospitals) for

certain services can have an inpact on the manufacturers of the
nmedi cal products (e.g., drugs and nedical devices) specifically
used in connection wth those services.

In a simlar vein, exanple 2 followi ng section 2640.201(a)
indicates that a fund "that expressly concentrates its holdings in
the stock of utilities conpanies” is not diversified. OGEis aware
that utility funds may define their concentration as including
conpanies involved in such areas as electricity, gas, water,
sanitation systens, tel ecommunications (nmainly tel ephone service),
and cable television. As diverse as these areas nay be for sone
pur poses, OGE generally believes that utility funds are properly
treated as sector funds. Many of these types of utility conpanies
have common interests in the use of rights of way for transm ssion
and distribution, are sensitive to energy prices, and nmay even
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conpete with each other in sone respects. Mreover, according to
one prospectus OCE reviewed, "telephone and electric conpanies
dom nate the wutility stock market," thus indicating a further
degree of potential concentration within the sector. (See the
di scussi ons bel ow concerni ng "dual industry" funds and "real focus"”
vs. m scel |l aneous sectors.) OCE al so recogni zes the practical need
todrawa |l ine that can be easily understood and applied in various
situations; utility funds are fairly common, and OGE bel i eves t hat
historically they have been regarded as sector funds within the
ethics conmunity.

W want to enphasi ze, however, that a fund will not be deened
a sector fund where the manager describes essentially generic
categories of concentration. Rel atively general or superficial
simlarities anong a group of disparate industries or businesses
will not be sufficient to trigger the stricter treatnment OGE has
reserved for sector funds. Sever al exanples would be
"entertainnment,"” "leisure," "consuner products," "cyclicals," and
"venture capital" funds. Another conmon exanple woul d be generic
"science" or "technol ogy" funds. Most of the science and
technol ogy funds we have reviewed do not focus on any particul ar
scientific or technological industry, but rather a variety of
i ndustries, including bi otechnol ogy, conputers, tel ecomunicati ons,
envi ronnmental services, aerospace, etc., which have little in
comon except a conm tnent of resources to research and devel opnent
in scientific fields.?

In some cases, of course, the distinction between a sector and
a diversified fund can be difficult to draw because the
di stinctions anong certain industries may be blurred. The case of
"financial services funds" illustrates this problem On the one
hand, there is little question that "banking funds" should be
treated as sector rather than diversified funds; prospectuses for
such funds often indicate a fairly specific focus, such as
conpani es engaged i n accepting deposits and maki ng comerci al and
princi pal |l y non-nortgage consuner | oans, including state chartered
banks, savings and | oan institutions, and banks that are nmenbers of
the Federal Reserve System On the other hand, the question is
sonmewhat closer with respect to the broader category of financi al
services funds. Sone of the prospectuses for these funds define
the financial services sector as including, in addition to the

* We should caution, however, that we have reviewed the
prospectus for at |east one self-described “technol ogy” fund that
expressly focused on conputers and electronics, and another
prospectus for a “high technol ogy” fund that expressly focused on
conputer and related conpanies; we believe such funds are not
di versified, despite their nanes.
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types of banks descri bed above, such conpani es as: "brokerage and
advisory firns;" "l easing conpanies;" "insurance firms;" "publicly
traded, governnent-sponsored financial enterprises;"” "hone, auto,
and other specialty finance conpanies;” "electronic trading
networks;" "electronic transaction processors for financial
services conpanies;" and "diversified financial conpanies.”
Neverthel ess, OGE has determined that financial services funds
generally should be viewed as sector funds. See 60 Fed. Reg. at
47213. As one fund prospectus notes, "the financial services
industries . . . can be subject to relatively rapid change due to
increasingly blurred distinctions between service segnments,” and
all can be "significantly affected by availability and cost of
capital funds, changes in interest rates, and price conpetition.”
OCE believes that there is enough potential for conpetition anong
the types of conpanies within the sector, as well as potential for
certain particular matters to affect nore than one type, that funds
focused on financial services conpanies should not be treated as

bei ng diversified, for purposes of part 2640.

Al ong the sane |ines, OGE generally considers "dual industry"”
funds to be nondiversified. These funds are expressly marketed as
bei ng concentrated in two industry or business sectors, such as

"def ense and aerospace,"” "telecommunications and utilities,” or
"media and tel econmunications.” OCGE usually treats such dual
industry funds as being sector funds, under part 2640, for
essentially two reasons. First, rarely would two unrelated
i ndustries be yoked together arbitrarily. Usual ly, one would
assune that the fund nanager perceives that the two sectors are
related in some significant way. |Indeed, in many instances, one

could argue that the prospectus really describes only two aspects
of a single industrial sector. Second, we believe that a fund t hat
is expressly focused on tw sectors is still sufficiently
concentrated in each sector to pose the kinds of risks associ ated
wi th sector funds.

DETERM NING A FUND' S | NVESTMENT PoLl cy

Before providing a list of exanples of how OGE has applied
this general approach to several types of sector and diversified
funds, it is necessary to address one | ast issue that has generated
sonme confusion. Agency ethics officials conmonly ask what it neans
for a fund to have a "stated policy" of concentrating its
I nvestnments in a sector. In other words, where and how can one
find the concentration policy of a particular fund?

On one level, this involves the very practical question of
where to look for such a policy. The rule notes that whether a
nmutual fund nmeets the diversification standard "may be determ ned
by checking the fund's prospectus or by calling a broker or the
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manager of the fund.” 5 C.F.R 8§ 2640.102(a) (Note). Many fund
prospectuses are readily available to enployees and ethics

officials through various neans, including the Internet.
Typically, such prospectuses have statenents indicating the
"principal investnment strategy,” "fund objective,”™ or other

provi sions that nake reference to any sector concentration policy.
Mor eover, as we have advised in the past, "[o]ften, it is possible
to learn whether a fund is a sector fund sinply from the fund' s
nane (i.e., Vanguard Specialized Portfolios: Heal t hcare). "
61 Fed. Reg. at 66833. OGE al so has found that other convenient
resources, such as publications and certain online nutual fund
gui des, can provide qui ck and under st andabl e descri ptions of many
fund concentration policies, although such aids nmay not be as
current or reliable as the fund prospectus in sonme instances.

We nust enphasize that OGE's focus is on the stated policy of
the fund manager, not on the actual breakdown of fund hol di ngs at
any given point in tine.® The actual portfolio of investnments in
a particular fund is subject to change, including the relative
concentrations in certain sectors. Therefore, OGE has determ ned
that a nore reliable and consi stent neasure of concentration, for
pur poses of the exenptions in part 2640 anyway, is the fund's
express statenent of overall concentration philosophy. The
rel evant starting point, therefore, is not a printout of a fund's
recent holdings or even a list of the fund's top five or ten
hol di ngs, but rather the fund's statenent of basic concentration

pol icy.

OCGE is aware that ethics officials sonetines nmay note an
apparent "di sconnect” between the | evel of diversification espoused
in a fund's policy statement and the |evel of concentration
reflected in the fund's actual holdings at a given tine. For
exanple, OGE recently reviewed the prospectus of a particular
"science and technology fund," whose statenent of concentration
policy described a significant diversity of businesses and
i ndustries: "electronics; conmunications; e-comerce; information
services; nedia; life sciences and health care; chemcals and
synthetic materials; and defense and aerospace.” At the sane tine,
the fund's top ten hol di ngs seened di sproportionately weighted in
comput er and conputer-related industries. The ethics official who
brought this to our attention asked whether conputer procurenent
specialists at her agency could own such a fund w thout risking

°® This approach differs, for exanple, from the financial
disclosure rule applicable to excepted investnent funds, which
defines “widely diversified” according to the actual portfolio
conposition at a specific tinme in the reporting period. See
5 CF. R 82634.310(0) (3).
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problenms under 18 U S.C. 8 208; we advised that this fund was
covered by the exenption for diversified nutual funds. I n such
cases, the definitions of "diversified' and "sector nutual fund,"
in part 2640, require that the focus remain on the stated policy in
t he prospectus, not the actual fund portfolio at any historica
point. Not only is this result conpelled by the rule, but it is
consistent withthereality that rel ative sector concentrations nmay
change frequently and with l[ittle or no notice, within the limts
of the stated fund policy.

Cccasionally, there also may be i ssues concerning the central
focus of a fund, as described in the prospectus. For exanple
agenci es sonetines nmay question whether references in a prospectus
to "other" or m scell aneous sectors are sufficient to render a fund
di versified when it woul d ot herwi se appear to be a sector fund. In
this connection, OGE recently reviewed the prospectus of a
self-described "internet fund" that included a fairly typical
description of an Internet sector concentration policy: "conpanies
. engaged in the research, design, developnent or
manuf acturing, or engaged to a significant extent in the business
of distributing products, processes or services for use wth
Internet or Intranet rel ated busi nesses.” However, the prospectus
then went on to state that the fund "nmay al so i nvest in other 'high
tech’ conpanies,” which it defined as "firns in the conputer,
comuni cations, video, electronics, office and factory automation
and robotics sectors.” OCGE determ ned that the main thrust of the
stated concentration policy of this fund remai ned Internet-rel ated
conmpani es, notw thstanding the discretion of the fund manager to
"mnor" in other areas of technology that are nore or |ess
tangential to the core Internet focus. bviously, such questions
are matters of degree, and a fund should be regarded in Iight of
the overarching investnent strategy articulated in the prospectus
and any other statenments from the fund manager. Mor eover, as a
practical matter, the name by which a fund is marketed (e.g., "ABC
I nternet Fund") sonetinmes nay help to settle close questions as to
t he core focus.
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ExavPLES OF SECTOR AND Di VERSI FI ED FUNDS

As stated above, the best guidance in this area probably is
OCGE's experience with specific types of nutual funds. Subject to
the caveats expressed earlier, particularly the need to consider
any peculiarities of a given fund and its prospectus where
appropriate, the following |ists provide exanples of commobn types
of funds with respect to which OGE generally has been able to
discern a policy of sector concentration or diversification.
Pl ease note that these lists are not intended to be conprehensive
or static.

A. Sector Fund Exanpl es

OCGE' s general experience has been that nutual funds pronoted
as having the followi ng areas of concentration are likely to be
sector funds:

Uilities

Tel ecomruni cati ons

Ener gy

Heal t h Care/ Heal th Sci ences
Li fe Sciences

Fi nanci al Servi ces

Banki ng

Br okerage & | nvestnment Managenent
Preci ous Metals

Ccol d

Bi ot echnol ogy

Food & Agricul tural Products
Medi a

Aut onot i ve

Chemi cal s

Conput ers

El ectronics

I nt er net

Japan/ Mexi co/ et c.

Cali fornia/ Maryl and/ etc. Bonds
GNVA

Real Estate

REI'T

Def ense & Aerospace
Transportation

Housi ng & Construction

Not e t hat sonme of the above sectors are not nutual | y excl usive
but may overlap to a significant degree or even subsune others,
dependi ng on how t he fund manager defines the concentration policy.
For exanpl e, depending on the focus described in the prospectus, a
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bi ot echnol ogy fund mght significantly overlap with the health
sciences or life sciences sector, or a utilities fund m ght
significantly overlap with either the energy or tel ecommuni cations
sector. In sone cases, therefore, ethics officials and enpl oyees
still may need to | ook beyond the fund nane to the prospectus, in
order to determ ne whether there is a conflict between the sector
fund's actual focus and an enpl oyee's expected duti es.

B. Diversified Fund Exanpl es

The foll owi ng types of funds generally have been found by OGE
to be diversified for purposes of the exenptions in part 2640:

Lei sure/ Ent ert ai nnent

Resear ch

Generic "Sci ence"/"Technol ogy"®

Venture Capit al

Paci fi c/ Eur opean/ Sout h Asi an/ et c.

Generic "lIndex"/"S&P"/etc.

Generic "Gowth"/"Income"/"Capital Appreciation"/"H gh
Yi el d"/"Val ue"/etc.

Generic "Equity"/"Bond"

Generic "Municipal "

Generic "Tax-Free"

Emer gi ng Markets

Cyclicals
Smal | Cap/ M d Cap/ Large Cap
Bal anced

Consuner Products/ Services

Nat ural Resources

Basic Material s/Industrial Materials
Mboney Market’

U S. Treasury

6 But note the caution at footnote 4 above.

" This includes only noney market nutual funds, not bank
deposit noney market accounts, which are not nutual funds. See
60 Fed. Reg. at 47213.
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