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'Ihat 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) , 
l2(d)(1) and l3(a)(3) of the Act and thereby: 

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

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

Seriatim co.lsideration. 

N:me. 

Kenneth S. Gerstein - 23023 
Jeffrey B. Bailey - 23033 

Closed meeting. 

N::me. 

Co July 21, 1980, the Comnission issued a general statement of policy expres
sing its views with respect to various issues arlSlng under the federal securities 
laws that should l:::e considered by boards of directors of money market funds as a 



-2-

result of the rescission of credit ocntrol regulaticns by the Board of 
Governors of the Federal Reset:Ve System (RBoardll ). 1/ one oonsequence of 
the Board's actim, which eliminates the need for DOney market funds to 
maintain • reserves II after August 11, 1980, will pn>ba.bly be that ·clooe" 
fWlds organized to minimize the effect' of the ~rd's regulations upon 
previously existing nuney marlcet fW'lds may experience significant net 
redemptions of their shares. The basis of this ooncem and its implica
tioos are set forth fully in the general statement of policy. In addi
tion, that doalment outlines several procedures that boards of directors 
of DOney market funds might wish to consider utilizing in order: (1) to 
transfer pranpUy and efficiently the interests of shareholders fran "clone" 
funds to "nonclones I W 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 nclonesw into other noney market funds withoot the time and 

expense ordinarily associated w~th effecting a statutory merger or a reorgan
ization. Although the Camdssion did not endorse or mandate the use of these 
p~res 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 Canpany Act of 1940 ("Actn) could prove to be 
omtacles. As a result, the general statenent of policy indicated that the 
camni.ssion expected to oonsider the adoption of certain terpora~ exemptive 
rules designed to facilitate certain transactions. The Division oontinues to 
believe that the adoption of an exemptive rule would be apprapriat~ under the 
unusual circumstances confronting the IlOney market fund irrlustt:y. 

Accordingly, the Division recanrrends that the Ccmni.ssion adopt Rule 6c-5(T) 
under the Act, on an emergency basis, to provide Certain t~at:y exemptions 
fran the provisions of Sections 17(a), 12(d)(1) and 13(a)(3), to noney market 
funds. These exemptions would, subject to a variety of protective conditions: 
(1) pennit "clonen funds and other new noney market funds to transfer or to 
sell portfolio instruments to affiliated persons, including affiliated noney 
market funds, in order to assist such oonpanies in meeting redemptions, and 
(2) pennit "nonclone" noney market funds to aCXjUire securities issued by 
"clonen funds and other new noney market funds pursuant to offers of exchange, 
in order to facilitate the prompt transfer of shareholder interests from 
·c1onesn (and other new noney market funds) to "nonclones. n 

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 ouUines its operation and applicability. Although IOOney 

11 Investment Company Act Release No. 11263 (July 21, 1980). Attachment 
B hereto. 



mamet fund$ IOa¥ be utilizing a variety of urusual procedures to respond 
app~iately to the rescission of credit. oontrols, the exeaptions that would 
be provided by Rule 6c-5(T) are neither extraordinat:y nor extreme. The 
exemptioo fnJn Sectioo 17(a) of the Act. provided by the rule would be 
simi Jar to the exemption now provided by Rule 17a-8 with respect to nergers 
of affiliat.ed investment CDlIPanies, am that whim would be provided if the 
already fUoposed amendrrent to Rule 17a-7 were adopted. However, the rule 
would impose certain additional requirements. Finally, the exemptions 
provided fran the provisions of Section 12(d) (1) and 13(a) (3) will rencve 
certain "t.echnicallt limitations which the Act woold otherwise place upon the 
making and effecting of offers of exchange by registered investment a:::JrPanies. 

CONCLUSION 

In view of the extraordinary cirOJIllStances ~ being faced by lTOney market 
funds, the Divisioo reamnends that the attached release be issued adopting 
Rule 6c-5(T). 

ATl'ArnMENl'S 



SWJ1<I1:I!S AND EXOJANGE CXJttMISSlOO 

17 em Part"270 

[ReJ.eaSe No. IC- ] 

TeupOra~ Rule Providin; Exerrptioos to certain Money Mcmtet Funds 

AGmCY: Sealrities am Exchange Camdssial. 

ACl'ICN: Final rule. 

SUMMARY: The camti.ssion is ad:>pting, on an energency basis, a temporaxy 

rule under the Investnent CO'Ipany Act of 1940 ("Act"): (1) to pem t 

certain registered investment a:>mpanies and other persons to aCXIUire 

portfolio instrl.lJ'lents of_ a noney mal:ket fund of which they are 

affiliated persons, and (2) to exE!lli>t certain registered investment 

conpanies fran the provisions of two sections of the Act which might 

otherwise prohibit such CClI'panies from purchasing securities issued by 

another investment cnrpany. NatI that the Board of Governors of the 

Federal Reserve System ("Bearo") has armc:unced the rescission of its 

" credit rontrol regulatiQ'lS, the adoption of this rule shoold assist 

boams of directors of m:mey market funds, organized after the adoption 

of credit oontrol regulatiCXlS by the Board on March 14, 1980 ~ in 

taking various actioos to address the implications of resciss ion with 

respect to the operations of such noney 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 unnecessaty hardships that might oth&Wise 

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

roR ~ INFORMATIOO CDNTACr: Kenneth S. Gerstein, Special CCUnsel 

(20c-Z7c-3023), or Jeffrey B. Bailey, Esq. (202-272-3033), Divisicn 

of Investment Management, SeaJrities and Exchange Ccmnission, Washingtcn, 

D.C. 20549. 

supp~ INFORMATION: On July 21, 1980, the Ccmni.ssion issued 

a general statement of policy expressing its views concerning the 

inplications urXIer the federal securities laws for registered invest

ment exmpanies, particularly llmoney market" funds, which have been 

subject to credit oontro1 regulations adopted on March 14, 1980, and 

thereafter amended, by the Board of Govemors of the Federal Reserve 

System ("Board"), as a result of the Board's decision to rescind such 

regulations. 1/ In addition to discussing sane of the matters that 

the Camnission believes should be oonsidered by boards of directors 

of noney market funds affected by the Board's action, the general 

statement of policy stated that the Carmission would institute a 
. . 

rulemaking proceeding to adopt a temporal:Y rule under the Investment 

carpany Act of 1940 (ifAct") [15 U.S.C. 80a-l et ~.J pennitting 

certain transactioos in order to enhance the ability of mney mal:ket 

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. 

11 Investment Company Act Release No. 11263 (July 21, 1980) [ FR 
1. The general statement of policy describes generally the 

nature of the regulations and t.he method by which such regulations 
will be eliminated. 
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Accordingly, the camd.ssion has adopted Rule 6c-5(T) , 117 CPR 

S210.6c-5(T)]. Because the rule is designed to minimize the disruptioo 

of the operations of lroney mat.'Ket funds which might othe~ise begin 

to occur on July 28, 1980, Rule 6c-5{ T) is being adopted on an emergency 

basis. On appropriate notice, am at such time as the exemptions 

provided by the rule are no, long necessaz:y, the rule may be rescinded 

in w~~le Or in part. 

'!BE ~ED FOR '!HE IULE 

As discussed rrore fully in the general statement of policy issued 

on July 21, 1980, noney market funds organized after f>larch 14, 1980 
• 

(nn~l ~~aniesn), may experience significant net redemptions of their 

shares by investors beginning on July 28, 1980. In addition, it is 

likely that Ii'any such investors will seek to purchase shares of IIOney 

market funds which were organized prior to March ~4r 1980 (nexisting 

companies" ), and have, therefore, been affected to a lesser degree by 

the Board's reguiations. As a result, anong other things, boards 

of directors of new companies may find it necessat:y and appropriate to 

consider 'J.arious me~,ods of transferring the interests of shareholders 

from nG\'l canpanies to existing companies in a pranpt and eff icient 

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 

statenent of policy were: (1) the use of offers of exchange made to 

shareholders of new canpanies, am (2) the sale of portfOliO instru

ments by new coopanies to affiliated existing CXlIipanies. Subject to 

various conditions, Rule 60-5 (T) will perrni. t these transactions to 

be effected. HcMever, prior to iJrplementing such actioos, boards of 

directors of each of the registered investment ccmpanies involved 

should satisfy themselves that such actions are appropriate and in 

the best interests of shareholders, and should consider carefully each 

of the concerns expressed ~I the Commission in the general statement 

of policy respacting the types of transacticns oontE!ttplated by the 

rule. 

OPERATION OF THE !ULE 

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 Ca) of the rule defines the tenns "Board's 

regulations," "existing company, n and nnew canpany. II 

Y Although the rule nay be available to a C'OItpany, as noted above and as 
discussed rrore fully in the general statment of policy, certain 
matters should be oonsidered by the boards of directors before electing 
to effect the transactions permitted by the rule. 

11 Transactioos 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 cert.;lin n··11 companies may wish to transfer 

portfolio securities to affiliated persons of such companies as one way 

of enhancing liquidity and meeting redemPtions. Such transactions 

''lOUld nOl:illally be prohibited crt the provisions of Section l7(a) of the 

Act [15 U.S.C. 80a-17(a)]. 4/ Ho,.lever, under certain circ\;ffiStances, 

the ability to effectuate these transactions might be an efficient 

and econanical method to assist meeting the rede'iiptions of shares 

anticipated to occur with respect t.o new co.1lpa."1ies. Such ability 

might also enable the cx::r.panies and persons involved in the transaction 

to transfet" and to obtain assets vlithout sane of the transactions 

costs no'r!1'lally associated \·lith .sales and purchases of portfolio 

instruments. The rule penr.i ts neoN canpanies to transfer or to sell 

portfolio instruments to aEfiliated invest:ment corrpanies, vlhether 

or not such affiliated company is a roney market. fund, and to other 

affiliated persons, where t~e five conditions of the rule are met. 

Y Regist.ered .i.nvestrnent .::::-:rpan:o.e3 tbat are part of the saTJle "coir.?lex"· 
of investment ccrr.::)ani~s are Generallv affiliated oerscns of each 
other. Sect ioo 2 ( a) ( 3) (C,. o£ t..l1e Act. ~'lc!:'eover,'" as here rc1e' .. ant, 
each series of sha:ces of a rL:gi3l:erC':l C'?e!1-end invEst.ment c'Ompany 
meetir:J the )?rDvisions of Section 18(£)(2) of tile Act [15 u.s.c 
80a-18( f) (2) 1 would be deemed to be separate ccrr~arlies \vhich 
are affiliated ?erso~s of each other. See Section 2(a)(8) of tbe 
Act [15 U.S.C. 80a-2(a)(8)). 
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Paragraph (b) of Rule 6c-S(T) is designed to pennit lOOney .mat:ket 

funds which commenced the public offerings of their shares subsequent 

to March 14, 1980, ¥ to transfer, sell or exchange their portfolio 

instruments for appropriate consideration to affiliated persons of 

such cc:trpanies. 6/ In order to protect the interests of eadl of the 

invest.ment cx:mpanies involved, paragraph (b) (1) of Rule 6c-5{T) 

requires boards of directors of such companies, including a rrajority 

of the directors who are not interested persons of such companies, to 

make 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 \,lhich instru-

rnents f!lay be sold in reliaIlce u:pon the rule. 6/ Parag-caph (b) (3) oi: 

Rule 6c-5{T) re~uires the board of directors of a new company to con-

sider tlle potential financial impact upc~ shareholders when detetminL."1g 

5/ Such oorrpanies, termed "ne:.v ccnpanies," ar~ defined by paragraph 
(a)(3) of the rule to include any r2giste~ed c?e~end .manag~~ent 
investment CC:tt;)311y '."hicj '.-lould be a "covered creditor" ur.dar the 
Board's regulCltior.s and '."lhicn C'8;:,~:'.enced the Fublic offering of its 
shares sub3equent to :larch 14, 1980. 

§/ The t.erm "affili2.ted J?2::"Sc;;111 is d9~ined by SectiC1 2(a}(3) of the 
Act I15 U.S.C. 80a-2(a)(3).J. 

Y These fir..dir.gs are simi.lar to those which must be m:tde bj 
directors of registered inVeSL'l'.ent cc;T1?:.nies relying up.on 
Rule 17a-8 under the l\ct [17 CPR §270.1ia-8] in con!lection 
\yitb mergers of affiliated investment cc.-r.p::mies. 

In this reg~rd, the rule is si~ilar to Rule 
[17 cm §270 • 17a-71 as it has been prcposed 
InVestment Can;>any Act Release No. ( 
[FR }. 

17a-7 under the Act 
to be a.llendQd. S~ 

I 1980-)-
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which portfolio instruments are to be transferred; in effect,. ~t 

will have to consider the effect of t"!"CU1Sfers of portfolio instnnnents 

upon such oompany' s yield and overall portfolio quali t:j • Where such 

instruments are to be transferred to another rcg~stered investment 

COitpany, paragraph (b) (4) of the rule requires that such instruments 

co:ne within the investmen-i: limitations of such other oorn;;>any. 

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

records in oonnection with the transactions perroi tted by the rule. 

2. Offers of Exc:=hange. 

As noted aOOve, boards of directors ITIZiy, in some instances, deter

rnir.~ to ~tilize 0ffer~ of exchange as one me~~od for transferring the 

interests of investors from ne~ cornp?~~es to existing compru,ies. 

In s ituaticns 'vlhere a mney market fund has determined it to be 

appropriate to Ii-ake such an offer of exchange to the shareholders of a 

ner.-l canpany, Rule 6c-5('r) provide.:; bio exei"TIptions to the rroney market 

f\!nd ,,,,hieh ivill te acquirir:g s~urities issued oJ t11e new company. 

These exe~tions will be necessary because: (1) the provisions of 

Se::tion 12(d}(1) of i:he Act [15 u.s.c. aOa-12(d)(l)] generally prohibit 

any re.)istered investment <XX:":?any ft-:::m purchasing se~rities issued l-.{ 

another investrr.ent (X):r.:?any in excess of cert.a.in p~rcentage limitc:cio;1S 1 

and (2) the funda~ental policies of the rroney rna~ket funds !iaJdng such 

acquisitions may preclude rhe purd1ase of securi~ie3 issued by ano~~er 

investnent ~mpany. In the latter case, the purchase of such securi-
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ties would ordinarily violate Section 13 (a) (3) of the Act [15 u.s.c. 

aOa-13(a) (3) 1, which prohibits a registered investment CXlT1party fran 

deviating from arrt investment policy which is changeable only if 

authorized by shareholder vote or fran any "fundamental n policy recited . : 

in it~ registration statement pursuant to Section 8(b) (3) of the Act 

[15 U.S.C. 80a-8(b}(3)}. 9/ 

Under the highly \musl.lal cirCllITstances na.·1 confronting noney 

market funds as a result of the Board's action, the Corrmission has 

detennined it to be appropriate to facilitate offers of exchange 'r.1J 

.gran;.ing certain exemptions to noney market funds which seek to acquire, 

pursua~t to offers of exchange, securities issued cry a n~N company. 

Such offers of exchange might be an effective method for the efficiEnt 

and orderly t~ansfer of tile interests of shareholders of n~N companies 

to other iT'.;:mey market funds. 

Paragraphs (c) and (d) cf Rule 6:::-5{T) eXe.J-:1pt certain !TOney rrar~~et 

funds ("existing company!;) from the provisions of Sections l2(d) (1) 

and 13(a) (3) 0:1: t..l-te Act, respectively. 10/ In each case, such eX~"1lptilJns 

arc coi:.ditioned upon: (1) the I::oard of directors of the e~:i5ting cc-:ipany 

Cndt;;r the circ'Jmst~mces, t...'1e Cc:rmission '11~~ld r.ot recruire a rroney 
market funj to lnJdify t..l-te st~t~l policies cont31ned In its r29is: 
tratic:1 statement where it t'=!8orarily aC"}uirE!s ;:md holes securities 
issued by another money ~~rkE!t fund pu~su~nt to an offer of exchange 
of the type discuSSEO herein. 

The !ID!1ey market funds so exennted rust meet the defin:i.ticn of 
"existir.;; co:>.;;>anyll set forth i11 Fi:n:3grz"!ph (el) (2) 'of the rule (Le., 
be il rrone-y market fund ffi.=ildng a ccntir.uc'..ls public offering of it:s 
shares before t11e i.rnpcsiticn Ot credit controls). 
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and of the new canpany approving the making of an offer of exchange 

(paragraph (c) (2): (2) the ability of the existing conpany to purchase 

and to hold serurities issued by another investment canp2'l.~J consistent 

with applicable Stat2 law (paragraph (c)(3» and (3) the existing 
j 

cornpa'1y disposing of tbe securi'=.ies issued by the new carnpa..iy prior to 

Nova~er 21, 1980 (paragr~ph (e)(l)). Finally, paragraph (e)(l) 

further requires that the iniTestment adviser, and administrator (if-

any), of the existing company not charge any investinent advisory fee 

or fee for administrative services to the existing cornp&ly on account 

of the> securities cf the new eort1?al'1Y being held. 

The Ccr..-mtssicn believes that it is necessary and appropriate to 

.adopt Rule 6c-5('1') iIr,m~.i.ately. In accordance ~·lit.h Secticn 553(d) of 

the Adninis·;:r2.ti'le PrC'C::1m~'e Act (nAPA") [15 U.S.C. 553(d)], because 

Rule 6c-5(T) is exemptive i;) nature, publicat.ion .30 days before the 

ru10's effective date is ulm€:~essary. In accordance "''litn Secticn 

553{b) cf the APA [5 U.S.C. 553(b)(B)], the C~ission for good cause 

finds'tllat notice and cp.?~rtunit:y [or public Cv·'7.ime·nt c:r~ si..1l1il-"irly 

not required because s'lch notice and op::ortunity for public O":):rmen;: 

\4ould be :ilr.practiC3.ble and contrary to the public interest. 

TEXT OF TIlE ruJLE 

Part 270 of Chapter II of Title 17 of the Code of Feeeral Regula

tions is herel.::rj 2.rnended as foller"ls: 

By adding §270 .6c-S(T) to re.'ld as fellc.is: 
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- §270.6c-S(T) Teltp:)rat:y exemptions for certain ncney IBaaet·funds 
and certain affiliated persons thereof.· 

Ca) Definitions. 

(1) "soard's regulations" shall rrean the credit oontrol regula

tions applicable t.o registered investment compa'1ies adopted by the 

BOard of Governors of the Federal Reserve System on March 14, 1980 [12 

eFR 229.11 et ~.] I and amended thereafter; 

(2) "Existing. oonpa.'1Y" shall mean any registered open-end, manage

ment investment <nnpany (or series of securities of such ~) which 

commenced the continuous offering of its shares to tile public on or 

prior to March 14 I 1980, and which ,-;ould be a "covered creditor" under 

the Board's regulations; and 

(3) tiNe., cOll1panyl1 shall mean any registered open-end, manage-

rnent investment company (or series of securities of such company) ~lhich 

ccmmenced the public offering of irs share=s subse::ruent to Harch 14, 

1980, and which ~,'Ould be a "covered creditor" under the Board' s 

regulations. 

(b) Any transaction, occurring prior to Novemoer 21, 1980, wilereby 

a ne\., co:npany tt'dnsfers, sells or e~~changes portfolio instnnn::nts for 

app~opriate oo!'l!3ideraticn to an affiliated pe!:'Son of SUC~l cc;npany, 

shall Ce exe.~t f::orn. thp. provisions of Section 17 (a) of the Act; 

Provided, That: 
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(1) the beams of directors of each registered iIwestment 

canpany participating in the transaction, including a majority of the 

directors of each such registered mvestment canpany who are not 

interested persons of such conpany, detetmi.ne (A) that partiCipation 

in such transaction is in the best interest of their respective 

companies, and (B) that t..'1e 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 canpany are transferred, 

. sold ar exchanged at maz:ket value or, where narket quotations are not 

readily available, at a price determined by reference to current mar~et 

factors, e.'{cept that portfolio instruments may be sold at their am:>rtized 

cost values where, in the aggregate, the rr.al.~-(et value of all such instru-

ments involved in the transaction (or the price of such instruments 

determined by reference to current market factors) does not differ by 
. 

more t..'an 1/2 of 1 percent from the arrortized cost value of such 

ins trtlments; 

( 3) the tX:xll:U at: directo::-s of the new caTIpany, in selecti.!1Cj 

. those r~rtfolio instruments to be trdnsierred, sold or exchanged 

cons iders the potential f if!ancial irr.pact upon sharei101ders of the ner.., 

company; 

(4) where such instru.'Tlents are acquired by another registered 

investment ocmpany, the instrw~ents meet all applicable investment 

restrictions and poiicies of such other co.l':pany; and 



· - 12-

(5) each registered investment canpany involved in the tr~ 

action maintains, for a period of not less than five years (the first 

two years in an easily accessible place), a reoord of (A) its roard of 

directors r consideration of the It\3tters set forth in paragraphs 

(b){1)-(4)- above, including the l~is for the beard of directors' 

conclu~dons, and (B) the value of any portfolio instnunents sold and 

the reetllod by which such value was determined. 

{c} An existing ccnpany which, prior to Novet-noer 21, 1980, pur-

chases or otherwise acquires, pursuant to an offer of exchange, 

SeC"lH:-;. ties issued crt a ne'." canpany of \.;hich it is an affiliated 

perscn, shall be exe~t from the provisions of Se~tion 12(d)(1) of the 

Act to the extent nece3sary to permit such purchases or acquisitions; 

Provided, Thzt: 

(1) such securities are sold, e}~chanc;ed or otherwise disposed of I 

prio!" to ~'love;"be:c 21, 1980, and no invr:=str,ent ad'liso!'y fee, or fee fer 

adrrinistrative services, is charged to the existing company by its 

invast:m~nt c.dviser or administra.tor on ac::ount of tohe s&...--urities of 

a nE::"1\' canpany held by the existing coIT?ar:.y: 

(2) the ooards of direct:ors cf tl:a~ existing c,:)f:Qany and the n<2';1 

CO!lipany. including a ID.3.jcrity of t11e directors t.~ereof who are not 

i:"lter2st.ed persons of suc~ ooII?ill1Y, each have oonsidered .:.nd approved 

~le making of such offer of exchalgej and 
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(3) the existing cx:mpany, pursuant to applicable state 

law, has the authority tmder the circumstances to pur~e and to hold 

shares of anotheJ; registered investment company. 

(d) An existing oorrpany which, prior to Noveneer 21, 1980, 

purchases .or ot..'1enlise acquires, IUrsuant to an offer of exchange, 

s~~rities issued by a ne~ company of which it is an affiliated 

person, shall be exenpt fran the provisi.ons of Section l3(a) (3) of -the 

Act to the extent necessary to permit such purchas~s or acquisitions, 

where the oondi tions set fortb in paragraphs (c)( 1)-( 3) arove are 

sati~~: ied • 

STATJIDRY BASIS: Rule 6c-5(T) is adopted pursuant to Section G(e) 

[15 U.S.C. aOa-6(c)] and Section 38(a} i15 U.S.C. 80a-37(a)] of the 

Act. 

·By ~~e CCGmission. 

July 24, 1980. 

Georse ~~ FitzSL~ns 
Secretary. 
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Effect. of the Tamination of Credit Controls on the OperatialS of 
Certain Registered Investment Catpmies Including Maley MaJ:ket Fums 

AGE:«:f: Securities am Exchange Ccmni.ssiat. 

ACl'I~: General Statement of Policy. 

SUMMARI: 'l'he SeaJ.rities and Exchange Ccmnissiat announces a general 

statement of policy ccnceming iaq;llications under the federal seaJ.ri

ties laws of the rescissiat of credit oontrol regulations applicable to 

certain registered investment o:::mpanies, includin9 "nDney madtet" funds. 

The credit centrol regulations were pranulgated by the Board of Governors 

of the Federal Reserve System ("Board ") on March 14, 1980, and subse

quently amended on March 28, 1980, and May 22, 1980, pursuant to the 

Board's authority I.mder the Credit Centrol Act of 1969, as irrplemented 

by ExeOJtive Order of the President. on July 3, 1980, the Board 
-

announced that its credit oontrol regulations WOJld be eliminated with 

respect to the weekly reporting periods beginning on July 28, 1980. 

This general statement of policy expresses the Ccmni.ssion' s views 

concerning various disclosure obligations under the Securities Act of 

1933 and various regulatory considerations under the Investment 

canpany Act of 1940, which should pranptly be considered by boards 

of directors of registered investment CXlI1?anies which have been 

subject to the Board' 5 regulations. 

EFFEcrIVE DATE : July 21, 1980. 
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FOR EUR1ifER INFOm9d'ION CDN'mCl': Kenneth S. Gerstein, Special Ccunael 

(202-272-3023), Gene A. Gohlke, Examinatial Pl:Ogram COordinator 

(202-272-2024) or Jeff~ B. Bailey, E~. (202-212-3033), Division of 

Investment Management, Securities and Exchange Ccmni.ssial, Washingtal, 

D.C. 20549. 

SOPPID1Em'ARY INroaMATI<E: On July 3, 1980, the Board of Gover-

nors of the Federal Reserve System ("Board") annJunced its decisial to 

rescind its credit axltrol regulatioos {12 CFR §229 .U- .15] applicable 

to certain registered invest:l1lent CXIl'panies, including "Ircney madtet" 

funds and short-tenn unit investment trusts. '!he Board's regulatialS, 

whidl Wa'e adopted on March 14, 1980, am thereafter amended on March 

28, 1980, and May 22, 1980, required each investment a:Jrpany subject 

thereto to ItBintain a ooninterest bearing special deposit with the 

Federal Reserve Bank in the district where such investment ~any had 

its principal place of t:usiness ~al to a specified percentage of the 

aIIDunt by which the average of the daily ano..mts of its "covered 

credit" during . specified weekly periods exceeded a specified "base" 

anount, subject to certain adjust:nents. 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 regulatialS 
reduced fran 15 percent to 7.S percent the proportion of each 
investment cx:uq;>any's covered credit, in excess of its base, required 
to be deposited under the regulations. 

'!he Board I s act ion provides that the week ending July 27, 1980 I 
shall be the last reporting pericx:i for which special de~ its will 
be required. Such special depc:sits are required to be made on 
August 4 I 1980, and will be refunded on August li, 1980. 45 FR 
46064 (July 9,1980). 
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Inresporsse to adoptiCX1 of the Beam' s regulations, the ecmm ... 
sian issued a general statement of policy concerning sail! of the ~llca

ti.cDI of such requ.lations urder the federal sec:uri ties laws in order to 

proYide the boards of directors of registered investment cx:apanies 
• 

with guidance re:Spectin; varicus disclosure obligatiCXlS under the SeaJri-

ties Act of 1933 (a1933 Act") {15 U.S.C. 17a ~ ~.] and various regu

latcxy matters under the Investment COlpany Act of 1940 ("1940 Act") [15 

U.S.C. 80a-l ~ ~.1 • Y Consistent with the views expressed in that 

general statenent of policy, arxi in recognition of their responsibili

ties, many ItDlley i11at:ket funds and their investment advisers implemented 

a variety of actia'lS designed to Il'Odify the operations of such investment 

while minimizing inequities to existing shareholders and investors. 

In particular, a number of ~alled nclone" funds ("new funds") 

were organized cy investment advisers to duplicate already existing 

ncney market funds (nexisting funds n). The purpose of each new fund 

was to absorb new sales of shares which, if sold by the existing fund, 

could have increased the anount of its special depos it and, thus, 

adversely affected dividends payable to shareholders of the existing 

fund. 3/ In order to enhance the ability of investment ~anies to 

Y Investment Canpany Act Release No. 11088 (March 14, 1980) [45 E'R 
17954, March 20, 1980]. 

]I Because the credit oontrol regulaticns impcsed a special deposit, 
generally, only on assets in excess of the Oltstanding "covered 
credit" on March 14, 1980 ("base"), existing funds would have to 
nake special deposits only if their assets (covered credit) 
increased above their base ancunts. 
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take a variety of responsive actials, the COImissial adopted Rule 

6c-4(T) [17 CFR §270 .6c-4(T) 1, which provides money madtet funds 

subject to the Board' s regulations, am o:.upanies and persons dealing 

with sum funds, with t.a&pJta~ exeD1?tiats a'l an emergency basis f%all 

varicus provisions of the 1940 Act am the rdles adopted thereunder. y 
The Catmissian believes that rescission of the Board' s regulatials 

will have varicus inplications with respect to the operations of certain 

IlDney madtet funds. ry Accordingly I this general statement of policy 

is intended to provide guidance to the directors of registered investlDent 

corrpanies which have been subject to the Board' s regulations respecting 

ccmpliance and disclosure responsibilities of such investment CXJnpanies 

under the federal serurities laws arising fl:ClD termination of credit 

control regulatioos. In additioo, it will outline ale possible methcd 

that boards of directors may wish to utilize to transfer efficiently the 

interes·ts of investors in new funds to existing funa;, and one possible 

method that may be available for new funds to achieve the high degree 

of liquidity necessa~ to meet redenpticns. It is rot, however, 

4/ Invest:lrent Cat¥?any 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 en short-tenn unit investment trusts. However, the in'p1ica
tions of the Board I S action with respect to short-tenn unit invest
ment trusts shoold siItply be that special depa;its 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 ~nd, management investment 
~anies investing in short-ter.n debt ooligations, camcnly 
termed "rooney maIXet" funds. 
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intended to adh:ess all of the issues which may arise fran the Board's 

acti.a1, which issues may newrtheless be appropriate for directors to 

consider. 

DISCLCl)Il~ ':tHE ELIMINA1'ICN OF SPECIAL DEPOOI'IS 
• 

'll1e prima~ inplication of the Board's rescission of its credit 

control regulatiau; will be that mney nal:Xet funds no longer will be 

required to maintain special deposits and that special deposits n:JW 

being held by Federal Reserve Banks will be refunded. When investlDent 

~es are able to invest the assets previoosly constituting 

special deposits, investors in these funds, generally, should receive 

saoewhat increased yields. Thus, to the extent that the prospectuses 

of lOOney marltet funds Olrrently disclose the existence and cons~ences 

of the special deposit requirement, rrcney marltet funds shcul.d amend 

their prospectuses as SCXln as practicable to reflect the invest-

ment and other iIrplications of the elimination of the need to make 

special depcsits. In this regard, the Ccmnission .will not cbject to 

the use of a Rule 424(c) [17 CFR §230.424(c)1 nsticker ft by an investment 

c:x:rtrpany to ameoo its prospectus. In addition, the Cormissia'l. will not 

object to contirued use of the Olrrent prospectus to sell se01ri ties 

during the time reasonably necessary to amend the prospectus to make 

appropriate disclosures. 6/ 

§/ Because shareholders of rooney market funds affected by the credit 
control regulations in many cases may have elected to have 
dividends reinvested, the Cannission expects that any disclosures 
made by investment cx::mpanies will be furnished prarrptly to existing 
shareholders, as well as to· all future investors. 
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In cartain cases, ptatpt disc:losure of other natters also will 

be nec::essEy an:! appropriate. For ~le, an existing fund which 

aOOpted certain restrictive policies respecting the sale of its shares 

to minimize the impact of the special deposit r:equirement at existing 

·shareholdem stn1ld disclose any revision of such policies. y 
Sjm; larly, where any other rrcdificatials of a rrcney madtet fund's 

policies, objectives or services are made as a result of the eliminatial 

of credit <XlI1trol regulatioos, the fund shalld Pl:CIIl'>tly make apptq)riate 

disclosure of such modifications. '!he matters discussed hereinafter 

also may necessitate certain additiaJal disclosures to investors. 

IMPLICATIONS FOR "NEW" z.DNE'l' MARKET roNI:5 

As noted above, certain new fuD3s were organized after the 

adoption of the credit a::mtrol regulatiCllS by the investment advisers 

to existing funds for the purpose of minimizing the impact that 

addi ticnal sales of shares would otherwise have had on the existing 

ftmds. In nest cases, these new furxis are rather similar, if not 

identical, to the existing funds which they duplicate. However, the 

yields currently being earned by existing flJlldcs in I'ICSt cases exceed 

these t:eing earned by new funds by anounts whim exceed differences 

Y A.s discussed at p. 19, infra, the Carmissim believes that 
certain matters should be considered by the roards of directors 
of IlDney market funds before eliminating or ncdifying restri~ 
tive sales policies. 



-7-

attritutable solely to the larger special deposits maintained by the 

new funds. y 

Under these circumstances, 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 "canplex" of investment ~es (if 

available) or (2) shares of another mney narltet fund (whose shares may 

previously have been unavailable because of sales restrictions adopted 

after the institution of the special deposit requirement). In sane 

cases, the level of such redemptions, coupled with reduced sales of 

new shares of such funds, may have serious iIrq?lications respecting the 

future viability of new funds. As a result, directors of a new furx3 

may have to oonsider seriously whether: (l) to tecninate the business 

activities of and to liquidate the new fund~ (2) to m:xlify the fundamental 

investment oojectives of the new fund to provide a continued rosiness 

pw:pose~ or (3) to enter into a merger, calSolidatioo or reorganization 

with another m:::mey marlcet fund. In sane instances, shareholder 

approval. may be necessary, ard certain of these al ternati ves oould 

cause the new fund to incur significant expenses. 

'!bus, the Carmiss ion believes that boards of directors of new 

funds should consider the effect of rescission of the credit control 

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

Y These differences may, in part, be due to: ( 1 ) the higher expense 
ratios of new funds, and (2) the fact that. existing funds stUI 
hold in their portfolios sane higher yielding debt obligations 
which were a~ired prior to the recent decline in short-term 
interest rates. 
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practicable. FUrther, after that matter has been considered, it wculd 

be apptopz:!ate for new funds then to disclose their boards' ccnelusicms 

as to artf future aJUrse5 of action they are likely to re:caW&i''1d that the 

new funds pursue. Most import:antly, if the board of directors of a new 

fund detetmines that it is likely to seek shareholder approval of a 

funiamental change in the nature of a new fund' s rosiness or of a plan 

of liquidatioo or reorganizatioo, or if the t:Dard detennines to use 

an offer of exchange to transfer shareholders' interests to the existing 

fund, the board shOJld carefully consider the appropriateness of 

creating a resm:ve account or sane other protective device to assure 

that shareholders of the new fund who have benefited fran the use of 

that investment vehicle each bear their fair share of any anticipated 

exper1Ses, including unancrtized organization expenses. Of partiOllar 

concern to the Carmissicn is the pc::.ssibility that, if a new fund were 

to suffer significant net redemptioos, the remaining shareholders of 

the new fund would bear a disproporticnate partioo of the expenses 

associated with liquidating, reorganizing or restructuring the fund. 21 

In the Carmission' s view, failure of an investment a::mpany to take 

these anticipated expenses pranpUy into acoount may, uOOer certain 

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

Y Of course, if the investment adviser or undetwriter of the new fund 
agreed to bear all of such expenses, the creation of a reserve 
account or sane other protective device may not be necessary. 
'lbe Camrission would not view such agreement in these unusual 
circumstances to be a joint enterprise within the meaning of 
Section 17(d) of the Act [15 U.S.C. 80a-17(d)] and Rule 17d-l 
thereunder [17 ern §270.17d-l]. See Rule 17d-l(d)(8). 
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beiB) priced ~ly !Q/ and, depending upon all of the facts and 

circumstances, my raise questia1S cxmcerninq a breach of fiduciaz:y 

duty at the part of those peaons responsible for such decisions. W 

'lhe Carmissicn cannot predict the magnitude of net red~a1S 

of shares that may be experienced by new funds. HoweYer, it is 

possible that such funds may be faced with sufficient rederrptia1S 

to require the sale of portfolio seaJrities prior to l'lBturity. In 

view of this possibility, the board of directors of a new fund should 

consider the appLopriateness of maintaining an unusually high degree 

of liquidity so that an unusually high volume of shareholder orders to 

redeem shares can be satisfied pranptly, W with miniIrun disruption 

of the fund's activities and operations. 

Rule 22c-1 under the 1940 Act [17 em §270 .22c-l] requires that 
redeemable securities of investment a:xnpanies be sold and redeemed 
at the current net asset value per share next ~ted after 
receipt of an order to bJy or to redeem such securities. Rule 
2ir4 under the 1940 Act [17 ern. §270 .2a-41, am::mg other things, 
requires that expenses be included in calculating an investment 
catpany's current net asset value per share. 

Secticn 36(a) of the 1940 Act (15 U.S.C. 80a-35(a)], in pertinent 
part, authorizes the Carmission to seek injunctive or other 
relief where any officer, director, investment adviser, or 
principal uOOet:Wt'iter of a registered investment company has 
engaged, or is at::out to engage, in any act or practice constituting 
a breach of fiduciaty duty involving personal misconduct. 

Although Section 22(e) of the Act [15 U.S.C. 80a-22(e)] peLmits 
redemption requests to be satisfied within seven days of receipt, 
sane rroney matXet funds have undertaken to process shareholder 
p.lrchase and red~tion requests rtDre expEditiously. Unless those 
undertakings are qualified, or have been rodified 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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KSSIlLE ~ RJR ORDERLY 'mNSITICNS 

As l1Xed above, two significant caloerns imnediate1y oonfrooting 

boards of directors of new funds appear to be: (l) the expected 

DDvenent of investors fran new funds to existing funds, and (2) the 

ac.cmpanyinq high level of" red~tia'lS that may be experienced by new 

fuOOs. ']he Cannissiat recognizes that a variety of methods might be 

utilized to deal with these (X)[1cerns p~tly ard efficiently to 

provide investors :in new funds with a means to exchange their shares 

prarlPtly for shares of existin:J 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 redeDq?tions, in instances where 

the bJard of directors has detennined 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 undetwri ters and investment advisers 

of such funds, may wish to make offers of exchange to shareholders of 

new funds. Sudl offers of exchange, when based upon the relative net 

asset values per share of the ItDney mal:Xet funds involved, are permitted 



-11-

under Sectial U(a) of the 1940 Act: [15 u.s.c. aOa-Ilea)] without 

orders of the camnission. W Such offers WOlld normally have to be 

aca:upanied by a statutmy prospectus to calply with the prospectus 

delive~ requirements of Sectim 5 of the 1933 Act [15 U.S.C. 77ee)]. 

In these unusual cirOlllBtances where the exist.ing fund and the new 

fund eRe for all practical purposes alm:>st identical in structural 

make-up and operatial, including having the same investment. adviser 

and directors, to satisfy the requirement that a statutory prospectus 

be provided the Carmissial will not object 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 informatiat as is necessary to constitute 

Anticipated liquidat.ion expenses and Ul'laIOOrtized organization 
expenses 9f a new fund TtIlst 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. ~ p. 8, supra, concerning the establishment 
of liquidaticn reserves. The Camli.ssicn believes that, if 
these expenses are not reflected in this manner, Section ll(a) of 
the 1940 Act would require the investment canpany making such an 
offer to obtain an order of the Camri.ssion 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 Carmission will not view such an agreement 
in these unusual cira.unstances as a joint enterprise within the 
meaning of Secticn l7(d) of the Act and Rule l7d-l thereunder. 
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the ~lete ptoSpel:tUa of the exi.s~ fund. W Investment CXIIIpanies 

may rely on this COIIDissl.a\ pcl$itia\ auy where the oojectives, 

services and features of the new fund and existing fund arP essentially 

the same. Of oourse, the Conn; ssiat would not d:>ject if a statutory 

prospectus of the existinq fund is sent with the offer of exchange. 

Offers of exchaDJe may be useful in achieving a prarpt and 

orderly IIDvement of shareholders fran new funds to existing funds. W 
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 

Ccmnission's rules under the SeoJrities Exchange Act of 1934 [15 

u.s.c. 78a et seq.] respecting tender offers, which do not apply 

to equity serurities of registered op~nd investment d::Itpanies • .w 
However, because an offer of exchange is an offer of a seo.1rity as 

W The financial information ~nta:Lned in the currently effective 
prospectus of the existing fund, or any rore recent financial 
infoz:ma.tion contained in a periooic report to shareholders, may 
be utilized in the Rule 424(c) prospectus. In additicn, share
holders should be advised to reques t a prospectus of the existing 
fund if they have not retained their cop ies 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 
inoorporation to own, purchase or hold the shares of another 
registered investment company. 

1.21 ~ Sectioos 14(d) (1) and 12(g) (2) (8) of the SeoJrities Exchange 
Act of 1934 [15 U.S.C. 78n(d)(1) and 781(g)(2)(8)]. 
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to which the prospectus delivery requiraaen~ of Section 5 of the 

1933 Act apply, shareholders to whcm offers of exchange are made sOOuld 

be furnished, in the manner descriJ::)ed above, with all material. infcmDa

tlonrel.evant to their investment decisions, and be given appr:opz:iate 

time and means to <XIIIl1Ilni.cate their decisions respecting such offers. 

Under such circumstances, the COnmission will not object to offers of 

exchange being made effective pursuant to metOOds chosen by directors, 

provided that in each instance the boards of directors of the new fund 

and the existiP] fund deter:mine that such procedures are fair and in 

the best interests of the shareholders of their respective funds. J:1I 

If shares of the new fund are acquired by the existing fund 
plrsuant to offers of exchange, the Cormnission will oot view such 
acquisitions as violating the provisions of Section 12(d) (1) of 
the 1940 Act [15 U.S.C. 80a-12(d) (1)], provided that the shares 
so acquired are pranptl.y redeemed. In this regard, the Coamission 
intends to institute rulemaking proceedings to propose a tenp:>rary 
rule which may becane effective on an emergency basis before July 
28, 1980, imnediate1y upon approval by the COImnission, to exempt 
existing funds, whose fundamental policies may not peonit the 
purchase of shares of other invest:ment canpanies, fran the ~ 
'Visions of Section 13(a) of the 1940 Act [15 U.S.C. 80a-l3(a)] 
to the extent necessazy to permit such purchases. In addition, 
the tenp:>rary rule ~d provide an exemption fran the provisions 
of section l2(d) (1) of the 1940 Act to permit the existing f1..1OO 
to hold shares of the new fund for not roore than 120 days where 
I'X) investment advisory fee, or fee for administrative services, 
is charged by the existing tum on accxx.mt of the shares so held. 

'!he Canmission will not view the offer of exchange, or the 
liquidation of assets which will follow of necessity, as having 
the effect of chang ing the nature of the business of the new fund 
so as to cease being an investJnent company without shareholder 
approval as required by Section l3Ca) (4) of the 1940 Act [15 
u.s.c. aOa-13 (a) (4)]. 
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Many ncney madtet funds are utilizing amortized cost valuation or 

"penny rounding" pricing pursuant to orders of the Camdssioo for 

pw:pcses of pricing their shares for sales and redenptioos. W Such 

prices ccnstitute "net. asset value" for purposes of Sectioo ilCa) 

of the 1940 Act. W This practice is not inherently objectiooable 

because the IlDSt basic assumption underlying the am::>rtized cost and 

"penny rounding" pricing methods is that all sealri ties purchased will 

be held to rraturity by the investment canpany as a "goi.ng concern." 

Nevertheless, under certain circumstances the use of exchange 

ratics reflecting relative net asset values based upon anortized 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 

~1e, where at the time of exchange the unrounded marKet based 

w ~,~., Investment Carpany Act Release Nos. 10451 and 10824 
(dated October 26, 1978, and August 8, 1979, respectively). 

W See Section ll(a) (B) of the 1940 Act. 



-15-

"net asset value per share of a new fund (less any reserve for liquida

tien and organizatien expenses) is less than the price per share of 

the net fund, the new fund \IiIOUld not in fact have sufficient assets to 

redeem all of its remaining shares at their cm:>rtized cost or -penny 

rounded- price. Such a result would be i:nequitable 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 fuM IS unromded market based net asset value per share 

(less liquidatien am organization expenses) at the time of exchange 

exceeds it:s anDrtized cost or .penny rcunded· price per share • .w 
Accordingly, in the Cannissic:n I 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 mal:Xet factors (withcnt 

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 

~ Assuming directors have cons idered all other relevant factors, 
this latter result could be avoided through the declaration of 
a dividend prior to the exchange in an arccunt equal to the 
excess of !1'Iarket based net asset value per share (less arccunts 
reserved) over the arccrtized cost orice oer share. " .. 
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effected in order to insure that such exchaD;es are equitable to all 

shareholders of the funds involved. 21/ 

Finally, in a:xu;idering the t.ilIlln3 and appropriateness of offers 

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

the fact that special deposits will not be refunded until August li, 

1980. Significant redemptic:ns of new fund shares prior to that date, 

absent appropriate emergency arrangements, will have the effect of 

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

deposit, am could :impair the ability of a fund to CXJntinue to redeem 

its remaining shares. W 

In fact, boarcm of directors of funds operating pursuant to 
Carmission orders permitting anortized cost valuaticn are r8:!uired, 
FUrsuant to the o:mdi tions of such orders, to adjust exchange 
ratios to reduce to the extent reasonably practicable any unfair 
result or material dilution. 

To alleviate sane of the problems that could arise if shareholders 
retain in new funds, directors may be asked to consider whether 
shareholders who rema. in 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 Seo.Irities 
Exchange Act of 1934 [17 CFR S240.13e-31. The staff of the 
CCmnissicn has stated that it would not rea::mnend acticn by the 
camrission 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 ItCSt circumstances, 
effectuation of involuntary reden;>tions 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 inequitable, could justify the 
use of this highly unusual measure. 
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'Ihis discussial is not intended to suggest that directors do not 

have the teSponsibility to cxmsider and to determine whether other 

actia1s may net be equally cq;:p~iate. 

2. Sales of Securities Between Funds. 

Sectioo 17(a) of the 1940 Act [15 U.S.C. 80a-17(a)1 , in pertinent 

part, generally prdlibits an affiliated person of a registered invest

ment <XIllparly fran purchasing securities fran, or selling securities to, 

such t:egistered investment canpany. Registered investment canpanies 

that are part of the same wo:::mplex" of investment canpanies are 

ncmnally affiliated persoos of each other. 23/ In such cases, sea1rities 

held in the portfolio of the new fund could not be sold or othenlise 

transferred to the existing fund absent an exempticn fran the provisions 

of Secticn l7(a) of the 1940 Act. H<Yever, the rrost efficient and 

econanical method of generating the necessary cash to meet the redenp

tia'lS anticipated in new furos may be for the new fund to sell sane or 

all of its assets to the existing fund. 

Section 2(a)(3)(C) of the 1940 Act [15 U.S.C. 80a-2(a)(3)(C)1. 
For purposes of Secticn 17(a} of the Act, each series of shares 
of a registered open-end investment canpany llle€ting the provi
sions of Section 18(f)(2) of the 1940 Act [15 U.S.C. 80a-18(f)(2)1 
should be deerred to be separate canpanies '.-lhich are affiliated 
persons of each other. See Sect.i01 2(a){8) of the 1940 Act 
[lS U.S.C. 80a-2(a) (8)] .-
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'!he Caunission inten1s to institute rulenakin; proceedings 

pemitting such transactions to be effected; it expects, before 

July 28, 1980, to prtp:)Se a teiipO[a~ rule which may becaDe effective 

on an aDer:gency basis, immediately upon apploval by th~ Ccmnissicn. 

It is elCpected that this rulemaking will rEqUire that the boards of 

directors of the c:cn;>anies involved find the transactial to be in the 

best interests of the respective affiliated COfIt>Bllies, and find that 

the interests of the shareholders of the respective CCIIlpanies 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 previoosly has valued such instru-

ments at anortized cost, but will permit the sale of individual 

instruments at their arrortized cost values provided that in the 

aggregate the maz:k to market value of all such individual instruments 

being sold does rot differ materially fran the aIrOrtized cost value of 

such instruments. Solely for this purpose, t..~e rule will deem a 

deviation of man to market value fran anortized cos t value of less 

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

W The rule will permit the sale of 'fOrtfolio instruments of the new 
fund to the existing fund in several separate transactions. Hew
ever, in such cases and in cases '<\There 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 shareholders remain
ing in the new funds. 
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'l!1e adopticn of such a rule shalld enable new funds to generate 

sufficient cash, and existing funds to purchase assets, prarptly ard 

without sane of the transactions a:sts oocnally associated with sales 

and purdlases of portfolio securities. 

Before revising artf current policies presently restricting 

the sale of shares of an existing fund, the I::oard of directors of 

the fund should give careful consideratioo to the potential inpact of 

such policyrevisioo upon existing shareholders of the furrl. For 

example, if an existing fund previoosly has limited sales of its 

shares to existing accounts, the 00ard of directors should consider 

whether elimination of that sales restriction at this time would 

result in substantial new sales of fund shares, r8:lUiring the fund to 

purchase debt securities bearing lower yields and thereby rec,fucing 

significantly the dividends payable on existing shares of the fund. W 
Although under ordinary circtmlStances the Camtission would not expect 

iOOney marlcet 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 ~arrants directoral consideration of 

this issue. 

25/ Of course, this 9QSsibili ty should also be considered before 
making any offer of exchange pursuant to Section ll(a) of the 
1940 Act to shareholders of anot.~er rtDney market fund. 
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In additial, where a new fund Olrrently is relyiI¥} upon tetp:)tary 

Rule 6c-4(T) and the board of directors of that new tum is considering 

whether to ncdify its investment objectives, its features or its 

services, tl'le directors should recognize that such rtDdificatiats 

may deprive the new fund of its abili q to continue to rely upon the 

telifXJrary rule. 26/ Such IlDdifications cx:>uld also eliminate the 

availabiliq of the rule for use by other persons and caopanies 

associated or dealing with the new fund and now relying on the rule. W 

on the other ham, the rescission of the Board's regulations will not 

be considered by the Ccmnissicn as making a cc:npany or person ine~igible 

to rely on Rule 6c-4(T) solely because of the rescission of the 

Board's regulations. 'l11us, paragraphs (a)(3) (ii) and (iii) of the 

rule, which, aJIDng other things, require that a fund relying up'n the 

rule be a "covered creditor" under the Board's regulations, sh01ld be 

read for this purpose as though the soard's regulations remained in 

effect. 

W Arrong 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 canpany," and have cx:::nparable policies and 
objectives, in order to qualify for the exemptions provided 
by the rule. 

E.I Paragraph (c) of Rule 6c-4 ( T) extends certain ex~tions to persons 
and companies associated with or transacting business '.-lith a new 
fund to enable certain relationships and transacticns '.-lith respect 
to an existing fund to continue wit..'1 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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'!he Camnission expects to consider the continued appLopriateness 

of Rule 6c-4(T) in the near future, as investment ccmpanies react to 

rescission of the credit control requl.ations. As stated in the 

release adoptirJ;; the temp:lrary rule on an anergency basis, after 

~ropriate ootice, the catmission may detemine it to be appropriate 

to rescind the rule in wnole or in part. 

Finally, the COmnission expects to consider in the near future 

wnether Rule 24e-2 under the 1940 Act [17 CPR §270.24e-2] should be 

ameOOed to mitigate duplication of registration fees. 

CONCLUSICN 

'!he Ccmnission has instructed its Division of Investment Management 

to ronitor closely the manner in which mney market funds address the 

matters discussed herein, and to advise the camri.ssion with respect to 

its findings as developnents may requir~. 

Accordingly, 17 crn Parts 231 and 271 are hereby amended to incor-

p:>rate therein this general statement of policy. 

By the Commission. 

July 21, 1980. 

Geo~e A. FitzsiImons 
Secretary. 


