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ACTION MEMORANDUM 8 JuL 80

TO : The Commission
FROM : The Division of Investment Management.ﬁ&Eﬂ/’

SUBJECT : Temporary Exemptive Rule for Money Market
Funds.

That the Commission issue the attached release
adopting Rule 6c-5(T) under the Investment
Company Act of 1940 ("Act"), on an emergency
basis, in order to. provide money market funds
affected by the rescission of credit control
regulations with exemptions from Sections 17(a),
12(d) (1) and 13(a)(3) of the Act and thereby:

RECOMMENDATION

(1) permmit "clone" money market funds to
generate liquidity by transferring, or selling
their portfolio instruments to certain affiliated
persons, and

(2) enable other money market funds to acquire,
pursuant to offers of exchange, securities issued
by "clone" funds.

ACTION REQUESTED BY : Seriatim consideration.

OTHER DIVISIONS OR

OFFICES CONSULTED : None.

RESPONSIBLE STACF MEMBERS: Kenneth S. Gerstein — 23023
Jeffrey B. Bailey - 23033

SUNSHINE ACT STATUS : Closed meeting.

NOVEL, UNIQUE OR

CQYPLEX ISSUES : None.

DISCUSSION

‘ On July 21, 1980, the Commission issued a general statement of policy expres-
sing its views with respect to various issues arising under the federal securities
laws that should be considered by boards of directors of money market funds as a
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result of the rescission of credit control regulations by the Board of
Governors of the Federal Reserve System ("Board®). 1/ One conseguence of
the Board's action, which eliminates the need for money market funds to
maintain "reserves®" after August 11, 1980, will probably be that "clone®
funds organized to minimize the effect of the Board's regulations upon
previcusly existing money market funds may experience signif:i.cam_: net
redamptions of their shares. The basis of this concern and its implica-
tions are set forth fully in the general statement of policy. In addi-
tion, that document outlines several procedures that boards of directors
of money market funds might wish to consider utilizing in order: (1) to
transfer pramptly and efficiently the interests of shareholders from "clone”
funds to "nonclones,” and (2) to satisfy the high level of anticipated net

redemptions.

In reality, the use of these unusual procedures would result in de

* facto mergers of “"clones" into other money market funds without the time and
expense ordinarily associated with effecting a statutory merger or a reorgan—
ization. Although the Cammission did not endorse or mandate the use of these
procedures in the general statement of policy, in situations where a fund's
board of directors properly determines to utilize such methods, certain
provisions of the Investment Campany Act of 1940 ("Act") could prove to be
obstacles. As a result, the general statement of policy indicated that the
Camission expected to consider the adoption of certain temporary exemptive
rules designed to facilitate certain transactions. The Division continues to
believe that the adoption of an exemptive rule would be appropriate under the
unusual circumstances confronting the money market fund industry.

Accordingly, the Division recammends that the Cammission adopt Rule 6c=~5(T)
under- the Act, on an emergency basis, to provide &ertain temporary exemptions
from the provisions of Sections 17(a), 12(d)(1l) and 13(a)(3), to money market
funds. These exemptions would, subject to a variety of protective conditions:
(1) permit "clone" funds and other new money market funds to transfer or to
sell portfolio instruments to affiliated persons, including affiliated money
market funds, in order to assist such companies in meeting redemptions, and
(2) permit "nonclone” money market funds to acquire securities issued by
“clone" funds and other new money market funds pursuant to offers of exchange,
in order to facilitate the prompt transfer of shareholder interests from
“clones” (and other new money market funds) to "nonclones."”

The release which the Division recommends be issued by the Commission
(Attachment A hereto) discusses in detail the necessity and appropriateness
of the rule, and outlines its operation and applicability. Although money

1/ gn\[:estment Campany Act Release No. 11263 (July 21, 1980). Attachment
ereto. ’
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market funds may be utilizing a variety of unusual procedures to respond
appropriately to the rescission of credit controls, the exemptions that would
be provided by Rule 6c—-5(T) are neither extraordinary nor extreme. The
exemption from Section 17(a) of the Act provided by the rule would be
similar to the exemption now provided by Rule 17a—8 with respect to mergers
of affiliated investment companies, and that which would be provided if the
already proposed amendment to Rule l7a-7 were adopted. However, the rule
would impose certain additional requirements. Pinally, the exemptions
provided from the provisions of Section 12(d)(1l) and 13(a){(3) will remove
certain "technical™ limitations which the Act would otherwise place upon the
making and effecting of offers of exchange by registered investment campanies.

CONCLUSION

In view of the extraordinary circumstances now being faced by money market
- funds, the Division recommends that the attached release be issued adopting

Rule 6c-5(T).

ATTACHMENTS



SECURITIES AND EXCHANGE COMMISSION

17 CFR Part 270

[Release No. IC- ]

Télporaty Rule Providing Exemptions to Certain Money Market Punds
AGENCY: Securities and Exchange Cammission.

ACTION: Final rule,

SUMMARY: The Cammission is adopting, on an emergency basis, a temporary
rule under the Investment Campany Act of 1940 ("Act®): (1) to pemmit
certain registered investment companies and other persons to acquire
portfolio instruments of_ a money market fund of which they are
affiliated persons, and (2) to exempt certain registered investment
conpénies from the provisions of two sections of the Act which might
otherwise prohibit such campanies from purchasing securities issued by
another investment campany. Now that the Board of Governors of the
Federal Reserve System ("Board™) has announced the rescission of its

. credit control regulations, the adoption of this rule should assist
boards of directors of money market funds, organized after the adoption
of credit control regulations by the Board on March 14, 1980, m
taking various actions to address the implications of rescission with
respect to the operations of such money market funds. The purpose of
“the temporary rule is to provide appropriate exemptive relief to
minimize the undue disruptions of the operations of certain money
market funds and other unnecessary hardships that might otherwise

occur as a result of the termination of credit controls.
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EFFECTIVE DATE: July 24, 1980.

FOR FURTHER INFORMATION CONTACT: Kenneth S. Gerstein, Special Counsel
(202-272-3023), or Jeffrey B. Bailey, Esq. (202-272-3033), Division
of Investment Management, Securities and Exchange Commission, Washington,
D.C. 20549.

SUPPLEMENTARY INFORMATION: On July 21, 1980, the Camission issued

a general statement of policy expressing its views concerning the
implications under the federal securities laws for registered invest-
ment companies, particularly "money market" funds, which have been
subject to credit control regulations adopted on March 14, 1980, and
thereafter amended, by the Board of Governors of the Federal Reserve
System ("Board"), as a result of the Board's decision to rescind such
fegulations. 1/ 1In addition to discussing same of the matters that
the Cammission believes should be considered by boards of directors
of money market funds affected by the Board's action, the general
statement of policy stated that the Commission would institute a.
rulemaking proceeding to adopt a temporary rule under the Investment
Company Act of 1940 ("Act") [15 U.S.C. 80a-1 et seq.] permitting
Acertain transactions in order to enhance the ability of money market
'funds which have been subject to the Board's regulations to take
certain steps to protect and to further the interests of shareholders

and investors,

1/ Investment Campany Act Release No. 11263 (July 21, 1980) [ FR
J. The general statement of policy describes generally the
nature of the regulations and the method by which such regulations
will be eliminated.
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Accordingly, the Cammission has adopted Rule 6c-5(T)- {17 CFR
§270.6c-5(T)]. Because the rule is designed to minimize the disruption
of the operations of money market funds which might otherwise begin
to occur on July 28, 1980, Rule 6c-5(T) is being adopted on an emergency
basis. On appropriate notice, and at such time as the exemptions
provided by the rule are no long necessary, the rule may be rescinded

in whole or in part.

THE NEED FOR THE RULE

As discussed more fully in the general statement of policy issued
on July 21, 1980, money market funds organized after March 14, 1980
("new companies"), may experience significant net redemptions of tt;eir
shares by investors beginning on July 28, 1980. 1In addition, it is
likely that many such investors will seek to purchase shares of money
market funds which were organized prior to March 14, 1980 ("existing
companies”), and have, therefore, been affected to a lesser degree by
the Board's requlations. As a result, among other things, boards
of directors of new companies may find it necessary and appropriate to
consider various methods of transferring the interests of shareholders
from new canpanies to existing companies in a prompt and efficient
manner, and of generating sufficient liquidity to satisfy the anticipated

high level of net redemptions.
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In this regard, two of the altematives discussed in the general
statement of policy were: (1) the use of offers of exchange made to
shareholders of new campanies, and (2) the sale of portfolic instru-
ments by new companies to affiliated existing companies. Subject to
various conditions, Rule 6c-5(T) will permit these transactions to
be effected. However, prior to implementing such actions, boards of
directors of each of the registered investment companies involved
should satisfy themselves that such actions are appropriate and in
the best interests of sha-reholders, and should consider carefully each
of the concerns expressed by the Camnission in the general statement
of policy respecting the types of transactions contemplated by the

rule.

OPERATION OF THE RﬁLE
Rule 6c-5(T) is exemptive in nature. 2/ It provides three basic
types of exemptions, for two types of transactions, each of which is
discussed below. 3/ Paragraph (a) of the rule defines the tenré “Board's

requlations," "existing company,"” and "new company."

2/ Although the rule may be available to a company, as noted above and as
discussed more fully in the general statment of policy, certain
matters should be considered by the boards of directors before electing
to effect the transactions permitted by the rule,

3/ Transactions in reliance upon Rule 6c~5(T) must be effected prior
to November 21, 1980.
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1. Sale of Portfolio Instruments.,
Boards of directors of certain nw companies may wish to transfer
portfolio securities to affiliated persons of such companies as cne way
of enhancing liquidity and meeting redemptions. Such transactions
would hormally be pronibited by the provisions of Secticn 17(a) of the
Act [15 U.S.C. 80a-17(a)]. 4/ However, under certain circumstances,
the ability to effectuate these transactions might be an efficient ~
~and econamical method to assist meeting the redemptions of shares
anticipated to occur with respect to new companies. Such ability
might also enable the ccmpanies and persons involved in the transaction
to transfer and to obtain assets without some of the transactions

costs normally associated with .sales and purchases of portfolio
instruments. The rule permits new ccmpaniés to transfer or tc sell
portfolio instruments to aifiliated investment companies, vhether

or not'such affiliated compahy is a money ﬁarket fund, and to other

affiliated persons; where the five conditions of the rule are met.

4/ Registered investment companies that are pact of the same "complex"”
of investment corpanies are cenerally affiliated perscas of each
other., Section 2{a)(2)(C) of the Act. “oreover, as here relevant,
each series cf chares of a regisiterced cpenr-end investment company
meeting the provisions of Section 18(£)(2) of the Act [15 U.S.C
80a-18(£)(2)] would be deemed to be separate ccwpanies which
are affiliated persons of each other. Ssze Section 2(a)(8) of the
Act [15 U.S.C. 80a~2(a)(8)]. T
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Paragraph (b) of Rule 6c-5(T) is designed to permit money market
funds which commenced the public offerings of their shares subsequent
to March 14, 1980, 5/ to transfer, sell or exchange their portfolio
instruments for approoriate consideration to affiliated persons of
such cc:npahies. 6/ In order to protect the interests of each of the
investment companies involved, paragraph (b)(1l) of Rule 6c-5(T)
requires boards of directors of such ccmpanies, including a majority
of the directors who are not interested perscns of such companies, to
‘maké certain specified findings. 7/ In addition, to further minimize
the potential for any material dilution, paragraph (b)(2) of the rule
specifies the method used to determine the price at which instru-
ments may be sold in reliance upon the rule. §/ Paragraph (b)(3) of
Rule 5¢c=5(T) reguires the board. of directors of a new company to con-

sicder the potential financial impact upon shareholders when determining

5/ Such corpanies, termed "nes comanies," arz defined by paraaraph
(a)(3) of the rule to include any registered coemrend management
investment ccmpany which would be a “eovered crediter" undasr the
Board's requlations and which comenced the public offering of its
shares subsejuent to March 14, 1980.

6/ The term "affiliated parsen™ is defined by Sectica 2(a)(3) of the
. act [15 U.5.C. 80a-2(a)(3)].
J/ These firdirgs are similar to those which must be made by

directors of registered investment comoanies rel ing uron
Rule 17a-8 under the Act [17 CFR §270.17a-3] in connection
with mergers of affiliated investment companies.

8/ In this regard, the rule is similar to Rule 17a-7 under the Act
(17 CFR §270.172~7] as it has been proposed to be amended. See
Investment Camany Act Release No. ( » 1980)

{ FR 1.
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which portfolio instruments are to be transferred; in effect,. it
will have to consider the effect of transfers of portfolio instruments
upcn such company's yield and overall portfolio quality. Where'such
instruments are to be transferred to another reg%stered investment
company, paragraph (b)(4) of the rule reguires that such instruments
come within the investmeni limitations of such other company.

Finally, paragraph (b)(5) requires the maintenance of certain-®

records in connection with the transactions permitted by the rule.

2. Offers of Exchange.

As noted above, boards of directors may, ih écme instances, deter-
mine to utilize ~ffers of exchange as one method for transferring the
interests of investcrs from new companies to existing companies.

In situations where a money market fund has determined it to be
appropriate to make such an offer of exchange to the shareholders of a
new company, Ru}e 6c-5(T) provides two exemptions to the money market
furd which will be accuirirg securities issued by the new company.
These everotions will be necessary bzcause: (1) the provisions of
Secticn 12(d)(1) of the Act {15 U.3.C. 80a-12(4)(1)] generally prohibit -
any registergd investment company from purchasing securities issued by
arother investment company in excess of certain pesrcentage limitations,
and (2) the fundamental policies of the money mavket funds making such
acguisitions may preclude the purchase of securities issued by another

investment company. In the latter case, the purchase of such securi-



ties would ordinarily violate Secticn 13(a)(3) of the Act [15 U.S.C.
80a-13(a)(3)], which prohibits a registered investment company from
deviating from any investment policy which is changeable only if
authorized by sharehclder vote or from any "fundamental®™ policy recited
in its registration statemént pursuant to Secition 8(b)(3) of the Act
(15 U.5.C. 80a-8(b)(3)}. 9/

Under the highly unusnal circumstances now confronting money )
market funds as a result of the Board's action, the Commission has
determined it to be appropriate to facilitate offers of exchénge by
-grarting certain exemptions to money market funds which seek to acguire,
pursuant to offers of exchange, securities issued by a new company.
Such offers of egchange might be an effective method for the efficient
and orderly transfer of the interasts of shareholders of new companies
" to other monev market funds.

Paragraphs (c) and (d) cf Ruie 6c-5(T) exempt certain money marxet
funds ("existing company”) from the provisions of Sections 12(d)(1) )

d 13(a)(3) of the Act, respectively. 10/ In each.case, such exemptions

ars conditioned upon: (1) the board of directers of the existing cocmpany

9/ Under the c1rcumstancas, the Comission would rot require a monsy
market fund to mDGlLY the stated policies contained in its vegis-
traticn statement where it teTrorarily actuires and helds securities
issued by another monev market fund pursuant. to an offer of exchange
of the type discussed herein.

10/ The money market funds so exempted must meet the definition of
"existing comvany” set forth in ravagraph (a)(2) of the rule (i. il.e.,

- be a woney market fund making a contirucus public offering of its
shares Lefore the impcsiticn of credit controls),
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and of the new camwpany approving the making of an offer of exchange
(paragraph (c)(2)); (2) the ability of the existing company to purchase
and to hold securities issued by another invesiment company consistent
with applicable state law (paragraph (c)(3)) and (3) the existing
company disposing of the securities issued by the new company prior to
November 21, 1980 (paragreph (c)(l))}. Finally, paragraph (c)(1)
further requires that the investment adviser, and administrator (if~
any), of the existing company not charge any investinent advisory fee
or fee for administrative services to the existing company on account

of the securities cf the naw company being held.

PROCETDTRAM, MATTRRS

The Commissicn believes that it {s necescary and appropriate to
-adopt Rule 6c~3(T) immediataly. In accordance with Secticn 553(d) of
the Adninistrative Proczdure Act ("apPa") [15 U.S.C. 553(d)], because
Rule 6c~5(T) is exemptive in nature, publication 30 days before the
rula’s effective date is unnecessary. In accecrdance with Secticn
553(b} cf the APA {5 U.s.C. 553(k}(B)], the Commission for good cause
finds” that notice and cpportunity for public comment are similarly
Anot required because such notice and opportunity for public commen:

vould be impracticable and contrary to the public interest.

TEXT OF TiE RULE
Part 270 of Chapter II of Title 17 of the Code of Federal Regula—
tions is herelby amended as follows:

By adding 5270.6c~5(T) to read as fcllcws:
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§270.6c-5(T) Temporary exemptions for certain money market -funds
and certain affiliated persons thereof. -

(a) Definitions.

(1) *"Board's reéulations"' shall mean the credit control regula-
tions applicable to registered investment companies adopted by the
Board of Governors of the Federal Reserve System on March 14, 1980 [12
CFR 229.11 et seq.], and amended thereafter; )

(2) "Existing company" shail mean any registered cpen-end, manage-
ment investment company (or series of securities of such campany ) which
camnenced the continucus offering of its shares to the puklic on or
prior to March 14, 1982, and which would be a "covered creditor™ under
the Board's regulations; and

(3) “New company" shall mean any registered opemr-end, manage-
ment investment company (or series of securities of such company) which
ccmmenced the public offering of its shares subsequent to March 14,
1980, and which would be a "covered creditor" under the Board's
regulations. |

(b) Any transaction, cccurring prior to November 21, 1980, whereby
a new company transfers, sells or exchanges portfolio instrum=znts for
appropriate ccnsideraticn to an affiliated person of such company,
shall ke exempt from the provisions of Secticn 17(a) of the Act;

Provided, That:
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(1) the boards of directors of each registered investment .
campany participating in the transaction, including a majority of the
directors of each such registered investment company who are not
interested persons of such company, determine (A) that participation
in such transaction is in the best interest of their respactive
companies, and (B) that the interests of existing shareholders of
their respective companies will not be diluted as a result of such -

transaction;

(2) the portfolio instruments of the new company are tfansferred,
-sold or exchanged at market value or, where market quotations are not
readily available, at a price‘determined by reference to current market
factors, except that portfolio instruments may be sold at their amortized
cost values where, in the aggregate, the market value of all such instru~
.ments involved in the transaction (or the price of such instruments
determined by refefence to current markét factcrs) does not differ by
more than 1/2 of 1 percent from the amortized cost value of such
instruments;

f3) the board of directcrs of the new cargany, in selecting
- those portfolio instruments to be transierred, sold or exchanged
considers the potential firancial impaét upon sharenolders of the new
company;

(4) where such instruments are acjuired by another registered
investment company, the instruments meet all applicable investment

restrictions and pclicies of such other company; and
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(5) each registered investment campany involved in the trans~
action maintains, for a period of not less than five years (the first
two years in an easily accessible place), a record of (A) its board of
directors' consideration of the matters set forth in paragraphs
(b)(1)-(4) above, including the basis for the bcard of directors'
conclusions, and (B) the value of any portfolio instruments sold and
the method by which such value was determined. -

(c) An existing ccmpany which, prior to Hoveuber 21, 1980, pur-
_chases or otherwise acquires, pursuant to an offer of exchange, |
secur’ties issued by a new campany of which it is an affiliated
perscn, shall bé exempt from the provisions of Section 12(d)(1l) of the
Act to tﬁe extent nescessary to permit such purchases or acquisitions;
Provided, Thzt:

(1) such securities are sold, exchanged or otherwise disposed of,
prior to Hoverkter 21, 16830, and no inveétment advisory fee, or fee for
adrinistrative services, is charged to the existing company by its
investmant adviser or adninistrator on account of the securities of
a new company held by the existing cocmpany;

(2} the boards of directors cf the existing corpany and the new
company . including a majority of the directors thersof whe are not
interested persons of such company, each have concidered and approved

the making of such offer of exchange; and
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(3) the existing company, pursuant to applicable state
law, has the authority under the circumstances to purchase and to hold
shares of another registered investment campany.

(d) an existing company which, prior to November 21, 1980,
purchases or otherwise acquires, pursuant to an offer of exchange,
securities issued by a new campany of which it is an affiliated
person, shall be exempt from the provisions of Section 13(a)(3) of the
Act to the extent necessary to permit such‘ purchases or acjuisitions,
where the oconditions set forth in paragraphs (c)(1l)-(3) above are
satisfied.

STATUTORY BASIS: Rule 6c=5(T) is adopt‘ed pursuant to Section 6(c)
{15 U.S.C. 80a~6(c)] and Section 38(a) (15 U.S.C. 80a-37(aj] of the
Act.

‘By the Ccmissicn.

Georce A Fitzsimmons
Secratary.

July 24, 1980.



SECURITIES AND EXCBANGE QOMMISSION
17 CFR Parts 231 and 271
[Release Nos. 33-6224 , and IC~11263]

Effect of the Termination of Credit Controls on the Operations of
Certain Registered Investment Campanies Including Maney Market Funds

:

Securities and Exchange Camnission.

ACTION: General Statement of Policy.

SUMMARY: The Securities and Exchange Commission announces a general
statement of policy concerning implications under the federal securi-
ties laws of the rescission of credit ocontrol regulations applicable to
certain registered investment campanies, including "money market" funds.
The credit control requlations were promulgated by the Board of Governors
of the Federal Reserve System ("Board") on March 14, 1980, ard subse-
Quently amended on March 28, 1980, and May 22, 1980, pursuant to the
Board's authority under the Credit Control Act of 1969, as implemented
by Executive Order of the President. On July 3, 1980, the Board
announced that its credit control regulations would be eliminated with |
respect to the weekly reporting periods beginning on July 28, 1980.
This general statement of policy expi'&ssé the Camuission's views
concerning variocus disclosure obligations under the Securities Act of
1933 and various regulatory considerations under the Investment

Campany Act of 1940, which should pramptly be considered by boards

of directors of registered investment campanies which have been

subject to the Board's requlations.

EFFECTIVE DATE: July 21, 1980.
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FOR FURTHER INFORMATION QONTACT: Kenneth S. Gerstein, Special Counsel
(202-272-3023), Gene A. Gohlke, Examination Program Coordinator
(202-272-2024) or Jeffrey B. Bailey, Esq. (202-272-3033), Division of
Investment Management, Securities and Exchange Camnission, Washington,
D.C. 20549.

SUPPLEMENTARY INFORMATION: On July 3, 1980, the Board of Gover-

nors of the Federal Reserve System ("Board”) anmounced its decision to
rescind its credit control requlations {12 CFR §229.11~.15] applicable
to certain registered investment companies, including "money market”
funds and short~-term unit investment trusts. The Board's requlations,
which were adopted on March 14, 1980, and thereafter amended on March
28, 1980, and May 22, 1980, required each investment company subject
thereto to maintain a noninterest bearing special deposit with the
Federal Reserve Bank in the district where such investment campany had
its principal place of business equal to a specified percentage of the
amount by which the average of the daily amounts of its "covered
credit” during‘specified weekly periods exceeded a specified "base"

amount, subject to certain adjustments. 1/

1/ 45 FR 17927 (March 19, 1980), 45 FR 22883 (April 4, 1980), and 45 FR
37413 (June 3, 1980). The last amendment to the Board's requlations
reduced fram 15 percent to 7.5 percent the proportion of each
investment company's covered credit, in excess of its base, required
to be deposited under the regulations,

The Board's action provides that the week ending July 27, 1980,
shall be the last reporting period for which special depocsits will
be required. Such special deposits are required to be made on
August 4, 1980, and will be refunded on August 11, 1980. 45 FR
46064 (July 9, 1980).



In response to adoption of the Board's requlations, the Camnis—
gion issued a general statement of policy concerning same of the implica-
tions of such requlations under the federal securities laws in order to
provide the boards of directors of registered investment companies _
with quidance respecting variocus disclosure cbligations under the ‘Sec.xri-
ties Act of 1933 ("1933 Act") [15 U.S.C. 77a et seq.] and various requ-
latory matters under the Investment Campany Act of 1940 ("1940 Act®) [15
U.S.C. 80a-1 et seg.l. 2/ Consistent with the views expressed in that
general statement of policy, and in recognition of their responsibili-
ties, many money market funds and their investment advisers implemented
a variety of actions designed to modify the operations of such investment
companies to accommodate the impact of the Board's requlations
while minimizing inequities to existing sharehclders and investors.

In particular, a mumber of so-called "clone®™ funds ("new funds™)
were organized by investment advisers to duplicate already existing
money market funds ("existing funds®). The purpose of each new fund
was to absorb new sales of shares which, if sold by the existing fund,
could have increased the amount of its special depcsit and, thus,
adversely affected dividends payable to shareholders of the existing

fund. 3/ In order to erhance the ability of investment companies to

2/ Investment Campany Act Release No. 11088 (March 14, 1980) [45 FR
17954, March 20, 1980}.

3/ Because the credit control regulations imposed a special deposit,
Jenerally, only on assets in excess of the acutstanding "covered
credit” on March 14, 1980 ("base"), existing funds would have to
make special deposits only if their assets (covered credit)
increased above their base amounts.
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take a variety of responsive actions, the Camission adopted Rule
6c-4(T) [17 CFR §270.6c~4(T)], which provides money market funds
subject to the Board's requlations, and companies and persons dealing
with such funds, with temporary exemptions an an emergency basis from
various provisions of the 1940 Act and the niles adopted thereunder. 4/
The Camnission believes that rescission of the Board's regulations
will have varicus implications with respect to the operations of certain
woney market funds. 5/ Accordingly, this general statement of policy
is intended to provide guidance to the directors of registered investment
companies which have been subject to the Board's requlations respecting
campliance and disclosure responsibilities of such investment campanies
under the federal securities laws arising from termination of credit
control requlations. In addition, it will cutline cne possible method
that boards of directors may wish to utilize to transfer efficiently the
interests of investors in new funds to existing funds, and one possible
methed that may be available for new funds to achieve the high deqree

of liquidity necessary to meet redemptions. It is not, however,

4/ Investment Campany Act Release No. 11137 (April 22, 1980) [45 FR
28307, April 29, 1980].

5/ The rescission of the credit control regulations will also have an
impact on short-term unit investment trusts. However, the implica—
tions of the Board's action with respect to short-term unit invest-
ment trusts should simply be that special deposits of existing
trusts will be refunded to the trustees of the trusts and then
distributed to unitholders. Thus, this general statement of
policy relates principally to cpen-end, management investment
companies investing in short-term debt cbligations, cammonly
termed "money market" funds.
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intended to address all of the issues which may arise from the Board's
action, which issues may nevertheless be appropriate for directors to
consider.

DISCLOSING THE ELIMINATION OF SPECIAL DEPOSITS

The primary implication of the Board's rescission of its credit
control requlations will be that money market funds no longer will be
required to maintain special deposits and that special deposits now
being held by Federal Reserve Banks will be refunded. When investment
companies are able to invest the assets previously constituting
special deposits, investors in these funds, generally, should receive
samewhat increased yields. Thus, to the extent that the prospectuses
of money market funds currently disclose the existence and consequences
of the special deposit requirement, money market funds should amend
their prospectuses as soon as practicable to reflect the invest-
ment and other implications of the elimination of the need to make
special deposits. 1In this regard, the Cammission will not cbject to
the use of a Rule 424(c) {17 CFR §230.424(c)] "sticker” by an investment
ccmpany' to amend its prospectus. In addition, the Camnission will not
object to continued use of the current prospectus to sell securities.
during the time reasonably necessary to amend the prospectus to make

appropriate disclosures. 6/

6/ Because shareholders of money market funds affected by the credit
control regulations in many cases may have elected to have
dividends reinvested, the Camission expects that any disclosures
made by investment companies will be furnished promptly to existing
shareholders, as well as to-all future investors.



In certain cases, prampt disclosure of other matters also will
be necessary and appropriate. For example, an existing fund which
adopted certain restrictive policies respecting the sale of its shares
to minimize the impact of the special deposit requirement on existing
‘shareholders should disclose any revision of such policies. 7/
Similarly, where any other modifications of a money market fund's
policies, objectives or services are made as a result of the elimination
of credit control regulations, the fund should promptly make appropriate
disclosure of such modifications. The matters discussed hereinafter

also may necessitate certain additianal disclosures to investors.

IMPLICATIONS FOR "NEW" MONEY MARKET FUNDS

As roted above, certain new funds were organized after the
adoption of the credit control regulations by the investment advisers
to existing funds for the purpose of minimizing the impact that
additional sales of shares would otherwise have had on the existing
funds. In most cases, these new funds are rather similar, if not
identical, to the existing funds which they duplicate.. However, the
yields currently being earned by existing funds in most cases exceed

those being earned by new funds by amounts which exceed differences

7/ As discussed at p. 19, infra, the Camission believes that
certain matters should be considered by the boards of directors

of money market funds before eliminating or modifying restric-
tive sales policies.
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attributable solely to the larger special depcsits maintained by the
new funds. 8/

Under these ciraumstances, many shareholders of new funds may
decide to redeem their shares and to seek to purchase either (1) shares
of the existing fund in the same "camplex®™ of investment campanies (if
available) or (2) shares of another money market fund (whose shares may
previcusly have been unavailable because of sales restrictions adopted
after the institution of the special deposit requirement). In same
cases, the level of such redemptions, coupled with reduced sales of
new shares of such funds, may have sericus implications respecting the
future viability of new funds. As a result, directors of a new fund
may have to consider seriously whether: (1) to terminate the business
activities of and to liquidate the new fund; (2) to modify the fundamental
investment cbjectives of the new fund to provide a continued business
purpose; or (3) to enter into a merger, consolidation or reorganization
with another money market fund. In same instances, shareholder
appmvél may be necessary, and certain of these alternatives could
cause the new fund to incur significant expenses.

Thus, the Camission believes that boards of directors of new
funds shculd consider the effect of rescission of the credit control

regulations on the continued viability of new funds as soon as reasonably

8/ These differences may, in part, be due to: (1) the higher expense
ratios of new funds, and (2) the fact that. existing funds still
hold in their portfolics same higher yielding debt ocbligations
which were acquired prior to the recent decline in short-term
interest rates.



practicable, Further, after that matter has been considered, it would
be appropriate for new funds then to disclcse their boards' conclusions
as to any future courses of action they are likely to recammend that the
new funds pursue. Most importantly, if the board of directors of a new
fund determines that it is likely to seek shareholder approval of a
fundamental change in the natui'e of a new fund's business or of a plan
of liquidation or reorganization, or if the board determines to use

an offer of exchange to transfer shareholders' interests to the existing
fund, the board should carefully consider the appropriateness of
creating a reserve account or same other protective device to assure
that shareholders of the new fund who have benefited fram the use of
that investment vehicle each bear their fair share of any anticipated
expenses, including unamortized organization expenses. Of particular
concern to the Camnission is the possibility that, if a new fund were
to suffer significant net redemptions, the remaining shareholders of
the new fund would bear a disproportionate portion of the expenses
associated with liquidating, reorganizing or restructuring the fund. 9/
In the Camission's view, failure of an investment company to take
these anticipated expenses pramptly into account may, under certain

Circumstances, raise questions as to whether a new fund's shares are

9/ Of course, if the investment adviser or underwriter of the new fund

agreed to bear all of such expenses, the creation of a reserve
acoount or same other protective device may not be necessary.
The Camission would not view such agreement in these urusual
circumstances to be a joint enterprise within the meaning of
Section 17(d) of the Act [15 U.S.C. 80a-17(d)] ard Rule 17d-1
thereunder [17 CFR §270.17d-1]. See Rule 17d-1(d)(8).
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bei.ngpticedprcperlyl_t)/arﬁ, depending upon all of the facts and
circunstances, may raise questions concerning a breach of fiduciary
duty on the part of those persons responsible for such decisions. 11/
The Cammission cannot predict the magnitude of net redemptions
of shares that may be experienced by new funds. However, it is
possible that such funds may be faced with sufficient redemptions
tq require the sale of portfolio securities prior to maturity. 1In
view of this possibility, the board of directors of a new fund should
consider the appropriateness of maintaining an unusually high degree
of liquidity so that an umusually high volume of shareholder orders to
redeem shares can be satisfied pramptly, 12/ with minimum disruption

of the fund's activities and operations.

10/ Rule 22c-1 under the 1940 Act [17 CFR §270.22c-1l] requires that
redeamable securities of investment campanies be sold and redeemed
at the current net asset value per share next computed after
receipt of an order to buy or to redeem such securities. Rule
2a-4 under the 1940 Act [17 CFR §270.2a-4], among other things,
requires that expenses be included in calculating an investment
campany's current net asset value per share.

11/ Section 36(a) of the 1940 Act [15 U.S.C. 80a-35(a)], in pertinent
part, authorizes the Cammission to seek injunctive or other
relief where any officer, director, investment adviser, or
principal underwriter of a registered investment company has
engaged, or is about to engage, in any act or practice constituting
a breach of fiduciary duty involving perscnal misconduct.

12/ Although Section 22(e) of the Act [15 U.S.C. 80a—22(e)] permits
redemption requests to be satisfied within seven days of receipt,
sane money market funds have undertaken to process shareholder
purchase and redemption requests more expeditiously. Unless those
undertakings are qualified, or have been modified with ample notice
to all shareholders, it is expected that such funds will adhere

to the more restrictive time periods which they have disclosed in
their prospectuses.
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POSSIBLE ARRANGEMENTS FOR ORDERLY TRANSITIONS

As roted above, two significant concerns immediately confronting
boards of directors of new funds appear to be: (1) the expected
movement of investors fram new funds to existing funds, and (2) the
accompanying high level of redemptions that may be experienced by new
funds. The Cammission recognizes that a variety of methods might be
utilized to deal with these concerns pramptly and efficiently to
provide investors in new funds with a means to exchange their shares
pramptly for shares of existing funds, and to enhance the liquidity of
new funds. In this regard, outlined below are certain methods which
might be utilized to effect exchanges of shares of new funds for
shares of existing funds, and to meet redemptions, in instances where
the board of directors has determined that it is in the best interests
of shareholders of the new fund to suspend its operations.

1. Offers of Exchange.

In providing for an orderly transition, boards of directors of
existing funds, and the principal underwriters and investment advisers
of such funds, may wish to make offers of exchange to shareholders of
new funds. Such offers of exchange, when based upon the relative net

asset values per share of the money market funds involved, are permitted
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under Section 11(a) of the 1940 Act [15 U.S.C. 80a-11(a)] without
orders of the Cammission. 13/ Such offers would nommally have to be
accompanied by a statutory prospectus to comply with the prospectus
delivery requirements of Section 5 of the 1933 Act [15 U.S.C. 77(e)].
In these unusual circumstances where the existing fund and the new
fund are for all practical purposes almost identical in structural
make-up and operation, including having the same investment adviser
and directors, to satisfy the requirement that a statutory prospectus
be provided the Camuission will not cbject to the use of a Rule 424(c)
prospectus which consists of a document that: (1) incorporates by
reference the prospectus of the new fund already delivered, and

(2) includes such additional information as is necessary to constitute

13/ Anticipated liquidation expenses and unamortized organization
expenses of a new fund must be fully and accurately reflected
in the net asset value per share of that fund, regardless of
the method utilized to value such fund's assets or to price such
fund's shares. See p. 8, supra, concerning the establishment
of liquidation reserves. The Camnission believes that, if
these expenses are not reflected in this manner, Section ll(a) of
the 1940 Act would require the investment campany making such an
offer to obtain an order of the Camission prior to the making of an
offer of exchange. On the other hand, to the extent that the
investment adviser or principal underwriter of a new fund agreed
to bear such expenses it would not be necessary to reflect such
expenses in the new fund's net asset value per share. As noted
above at n. 9, the Comnission will not view such an agreement
in these unusual circumstances as a joint enterprise within the
meaning of Section 17(d) of the Act and Rule 17d-1 thereunder.
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the complete prospectus of the existing fund. 14/ Investment companies
may rely on this Camnission position only where the abjectives, .
services and features of the new fund and existing fund are essentially
the same. Of course, the Camnission would not cbject if a statutory
prospectus of the existing fund is sent with the offer of exchange..
Offers of exchange may be useful in achieving a prampt and
orderly movement of shareholders from new funds to existing funds. 15/
Thus, directors of new funds and existing funds may wish to consider
various methods, consistent with applicable state law, to effectuate
exchanges of shares. Such offers of exchange are not subject to the
Camission's rules under the Securities Exchange Act of 1934 [15
U.S.C. 78a et _seg.] respecting tender offers, which do not apply
to equity securities of registered open—end investment campanies. 16/

However, because an offer of exchange is an offer of a security as

14/ The financial information contained in the currently effective
prospectus of the exlstmg fund, or any more recent financial
information contained in a periodic report to shareholders, may
be utilized in the Rule 424(c) prouspectus. In addition, share-
holders should be advised to request a prospectus of the existing
fund if they have not retained their copies of the new fund's
prospectus.

15/ This assumes, of course, that the existing fund has the authority
under state law through its corporate charter or articles of
incorporation to own, purchase or hold the shares of another
registered investment campany.

16/ See sections 14(d)(1) and 12(g)(2)(B) of the Securities Exchange
Act of 1934 (15 U.S.C. 78n(d){1l) and 781(g)(2)(B)].
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to which the prospectus delivery requirements of Section S of the

1933 Act apply, shareholders to wham offers of exchange are made should
be furnished, in the manner described above, with all material informa—
tion relevant to their investment decisions, and be given appropriate
time and means to commmicate their decisions respecting such offers.
Under such circumstances, the Commission will not object to offers of
exchange being made effective pursuant to methods chosen by directors,
provided that in each instance the boards of directors of the new fund
and the existing fund determine that such procedures are fair and in
the best interests of the shareholders of their respective funds. 17/

17/ 1f shares of the new fund are acquired by the existing fund
pursuant to offers of exchange, the Commission will not view such
acquisitions as violating the provisions of Section 12(d)(l) of
the 1940 Act [15 U.S.C. 80a-12(d)(l)], provided that the shares
so acquired are promptly redeemed. In this regard, the Commission
intends to institute rulemaking proceedings to propose a temporary
rule which may became effective on an emergency basis before July
28, 1980, immediately upon approval by the Commission, to exempt
existing funds, whose fundamental policies may not permit the
purchase of shares of other investméent camwpanies, from the pro-
visions of Section 13(a) of the 1940 Act [15 U.S.C. 80a-13(a)]
to the extent necessary to permit such purchases. In addition,
the temporary rule would provide an exemption from the provisions
of Section 12(d) (1) of the 1940 Act to permit the existing fund
to hold shares of the new fund for not more than 120 days where
no investment advisory fee, or fee for administrative services,
is charged by the existing fund on account of the shares so held.

The Commission will not view the offer of exchange, or the
liquidation of assets which will follow of necessity, as having
the effect of changing the nature of the business of the new fund
S0 as to cease being an investment company without shareholder
approval as required by Section 13(a)(4) of the 1940 Act [15
U.S.C. 80a~13(a)(4)].
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Many money market funds are utilizing amortized cost valuation or
"penny rounding” pricing pursuant to orders of the Cammission for
purposes of pricing their shares for sales and redemptions. 18/ Such
prices-constiwte "net asset value® for purpcses of Section ll(a)
of the 1940 Act. 19/ This practice is not inherently objectionable
because the most basic assumption underlying the amortized cost and
"penny rounding” pricing methods is that all securities purchased will
be held to maturity by the investment campany as a "going concern.”

Nevertheless, under certain circumstances the use of exchange
ratios reflecting relative net asset values based upon amortized cost
prices or "penny rounded” prices of shares of the new fund and the exist-
ing fund could result in serious inequities due to the magnitude of the
exchanges, and consequential redemptions, which may occur. For

example, where at the time of exchange the unrounded market based

18/ See, e.g., Investment Campany Act Release Nos. 10451 and 10824
(dated October 26, 1978, and August 8, 1979, respectively).

19/ See Section 11(a)(B) of the 1940 Act.
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net asset value per share of a new fund (less any reserve for liquida-
tion and organization expenses) is less than the price per share of
the new fund, the new fund would not in fact have sufficient assets to
redeem all of its remaining shares at their amortized cost or “pemny
foundﬁ" price. Such a result would be inequitable to remaining
shareholders of the new fund. Similarly, a windfall gain could result
to shareholders of the new fund remaining after the offer of exchange
if the new fund's unrounded market based net asset value per share
(less liquidation and organization expenses) at the time of exchange
exceeds its amortized cost or "penny rounded® price per share. 20/
Accordingly, in the Commission's view, if offers of exchange are
effected at relative net asset values per share calculated through the
use of any method other than by reference to market factors (without
rounding), boards of directors should, consistent with their fiduciary
duties, give close and careful consideration to adopting the use of a

market based net asset value per share before exchanges of shares are

20/ Assuming directors have considered all other relevant factors,
this latter result could be avoided through the declaration of
a dividend prior to the exchange in an amount equal to the
excess of market based net asset value per share (less amounts
reserved) over the amortized cost price per share.
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effected in order to insure that such exchanges are equitable to all

shareholders of the funds involved. 21/

Pinally, Vin considering the timing and appropriateness of offers

of exchange, boards of directors of new funds should be cognizant of

the fact that special depcsits will not be refunded until August 11,

1980. Significant redemptions of new fund shares prior to that date,

absent appropriate emergency arrangements, will have the effect of

increasing the portion of a new fund's assets subject to the special

deposit, and could impair the ability of a fund to continue to redeem

its remaining shares. 22/

21/ In fact, boards of directors of funds operating pursuant to

Commission orders permitting amortized cost valuation are required,
pursuant to the conditions of such orders, to adjust exchange
ratios to reduce to the extent reasonably practicable any unfair
result or material dilution.

To alleviate some of the problems that could arise if shareholders
remain in new funds, directors may be asked to consider whether
shareholders who remain in the new fund should be redeemed on

an involuntary basis. In that regard, directors should consider
carefully the factors addressed in Rule 13e-3 under the Securities
Exchange Act of 1934 (17 CFR §240.13e~3]. The staff of the
Camission has stated that it would not recommend action by the
Cammission if shares held by shareholders who have not accepted
offers of exchange are involuntarily redeemed, provided the board
of directors of the new fund concludes that such mandatory action
is in the best interests of these shareholders. The offers of
exchange in such cases should disclose fully the consequences of
rejecting the exchange offer. Although, under mcst circumstances,
effectuation of involuntary redemptions could be viewed as a
violation of shareholders' fundamental rights to redeem shares,

as assured by Section 22(e) of the 1940 Act, in this situation
the need to assure the orderly suspension of the operations of
new funds, in a manner that is not inegquitable, could justify the
use of this highly unusual measure.



2. sales of Securities Between Funds.

Section 17(a) of the 1940 Act {15 U.S.C. 80a-17(a)]l, in pertinent
part, generally prohibits an affiliated person of a registered invest-
ment campany from purchasing securities fram, or selling securities to,
such registered investment campany. Registered investment campanies
that are part of the same "coamplex®™ of investment companies are
normally affiliated persans of each other. 23/ In such cases, securities
held in the portfolio of the new fund could not be sold or otherwise
transferred to the existing fund absent an exemption from the provisions
of Section 17{(a) of the 1940 Act. However, the most efficient and
econcomical method of generating the necessary cash to meet the redemp-
tions anticipated in new funds may be for the new fund to sell same or

all of its assets to the existing fund.

23/ Section 2(3)(3)(C) of the 1940 act (15 U.S.C. 80a-2(a)(3)(C)].
For purposes of Secticn 17(a) of the Act, each series of shares
of a registered open—end investment company meeting the provi-
sions of Section 18(£)(2) of the 1940 Act {15 U.S.C. 80a-18(f)(2)]
should be deemed to be separate companies which are affiliated
persons of each other. See Section 2{a)(8) of the 1940 Act
[15 u.s.C. 80a~2(a)(8)].



- 18 -

The Camission intends to institute rulemaking proceedings
pemitting such transactions to be effected; it expects, before
July 28, 1980, to propose a temporary rule which may became effective
on an emergency basis, immediately upon approval by the Camission.
It is expected that this rulemaking will require that the boards of
directors of the companies involved find the transaction to be in the
best interests of the respective affiliated companies, and find that
the interests of the shareholders of the respective campanies will
not be diluted as a result of the transaction. The rule will re-
quire that all portfolio instruments of the new fund being sold to
the existing fund be sold at market value (i.e., marked to market),
regardless of whether the new fund previausly has valued such instru-
ments at amortized cost, but will permit the sale of individual
instruments at their amortized cost values provided that in the
aggregate the mark to market value of all such individual instruments
being sold does not differ materially from the amortized cost value of
such instruments. Solely for this purpose, the rule will deem a
deviation of mark to market value from amortized cost value of less

than 1/2 of 1 percent not to be material. 24/

24/ The rule will permit the sale of portfolio instruments of the new
fund to the existing fund in several separate transactions. How-
ever, in such cases and in cases where all of the assets of the
new fund are not sold, boards of directors of new funds will be
required to consider certain factors in selecting those assets to
be sold in order to protect the interests of sharenolders remain-
ing in the new funds.
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The adoption of such a rule should enable new funds to generate
sufficient cash, and existing funds to purchase assets, pramptly and
without same of the transactions costs normally associated with sales

and purchases of portfolio securities.

OTHER MATTERS

Before revising any curresnt policies presently restricting
the sale of shares of an existing fund, the board of directors of
the fund should give careful consideration to the potential impact of
such policy revision upon existing shareholders of the fund. For
example, if an existing fund previcusly has limited sales of its
shares to existing accounts, the board of directors should consider
whether elimination of that sales restriction at this time would
result in substantial new sales of fund shares, requiring the fund to
purchase debt securities bearing lower yields and thereby reducing
significantly the dividends payable on existing shares of the fund. 25/
Although under ordinary circumstances the Cammission would not expect
money market funds to alter their sales policies merely because of
declining interest rates, the extraordinary level of sales of shares
of existing funds that may occur warrants directoral consideration of

this issue.

25/ Of course, this possibility should also be considered before
making any offer of exchange pursuant to Section ll(a) of the
1940 Act to shareholders of another money market fund.
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In addition, where a new fund currently is relying upon temporary
Rule 6c-4(T) and the board of directors of that new fund is considering
whether to modify its investment cbjectives, its features or its
sexvices, the directors should recognize that such modifications
riway deprive the new fund of its ability to contimue to rely upon the
temoorary rule. 26/ Such modifications could also eliminate the
availability of the rule for use by other persons and campanies
associated or dealing with the new fund and now relying on the rule. 27/
On the other hand, the rescission of the Board's regulations will not
be considered by the Camnission as making a campany or person ineligible
to rely on Rule 6c-4(T) solely because of the rescission of the
Board's requlations. Thus, paragraphs (a)(3)(ii) and (iii) of the
rule, which, among other things, require that a fund relying upon the
rule be a "covered creditor" under the Board's regulations, should be
read for this purpose as though the Board's regulatiocns remained in

effect.

26/ Among other things, paragraph (a)(3) of Rule 6c-4(T) requires that
the new fund provide essentially the same features and services
as an "existing campany,” and have comparable policies and
objectives, in order to qualify for the exemptions provided
by the rule,

27/ Paragraph (c) of Rule 6c-4(T) extends certain exemptions to persons
and companies associated with or transacting business with a new
fund to enable certain relationships and transactions with respect
to an existing fund to continue with the new fund. However, that
exemptive relief is conditioned upon the new fund meeting the
requirements set forth in paragraph (a)(3) of the rule.
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The Cammission expects to consider the continued appropriateness
of Rule 6c~4(T) in the near future, as investment campanies react to
rescission of the credit control requlations. As stated in the
release adopting the‘teuporary rule on an emergency basis, after
appropriate notice, the Commission may determine it to be appropriate
to rescind the rule in whole or in part.

Finally, the Commission expects to consider in the near future
whether Rule 24e—2 under the 1940 Act [17 CFR §270.24e~-2] should be

anended to mitigate duplication of registration fees.

QONCLUSION
The Commission has instructed its Division of Investment Management
to monitor closely the manner in which money market funds address the
matters discussed herein, and to advise the Commission with respect to
its findings as developments may require.
Accordingly, 17 CFR Parts 231 and 271 are hereby amended to incor-
porate theﬁein this genéral statement of policy.

By the Commission.

George A. Fitzsimmons
Secretary.

July 21, 1980.



