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Closed Seriatim Consideration. 

vmether it is appropriate for the Co~ission 
to iS3ue a general statement of t;:Olicy ·.,'hich 
would !."""rTIl.i t m:tey !ilarket funds to ta}-;:2 ce!:"tain 
extraordinarv act5.cns to assist such funds in 
adapting G~eir o~rations as a result of the 
rescission of credit control regulations. 

On July 3, 1980, the Board of Governors of the Fedet"al Res2rve SYS't0!'n 
("Board") announced the phase-out of its credit control regul.:ltions 2::~Jl:i..c.::;':'1-2 
to registered investrnent comnanies, there8v ~lini:1atinq tr-.8 cun:ent reC':uire­
ment to rna-~e special c8SD5 its with res?2ct~ to \".o2ekly ret:ortins Ferloes ~ 
beginning on July 28, 1980, and thereafter. j:...s a result of such action, the 
Division believes that it will be n>=:ccessar:v tor boards of directors 0:: TI'C!1ev 
market funds to consider various i;~~rtant - iss\.:es arii;i:-,l] under the f . .:.. ... jer2.l~ 
securities 103'.·.'s. T.1i..:; \lill t:-2 ~rticularly trt;2 · ...... ith resfect to SO-CiJ.l2.2j· 

"clone" funds· \·,hich M2n:: created to help ;r.ini~i::c inec:uities to sh<lretolc::crs 
of rnoncy mar-l:et funds \~xi:;t :19 .3.t C::c time of the imr:osi tion cf the crE;,~i t 
control regul.3.tions ("exi:c:t ng fur.ds"). 
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Acoordingly, for the reasons rrore fully dlscussed below, the Division' 
reoammends that the Oomrnission issue the attached general statement of 
policy concerning the llnplications of rescission of credit control regula­
tions ~n order (1) to provide guidance to bOards of directors of money 
market' funds and (2) to assist nnney market funds in taking certain 
extraordinary steps to achieve orderly and equitable transitions in their 
operations. 1/ 

BACKGROUND 

'!he credit control regulations were pranulgated by the Board on ~1arch 14, 
1980, and subsequently amended on March 28, and May 22, 1980, pursuant to the 
Board's authority under the Credit Control Act of 1969, as implemented l)\j 

Executive Order of the President. The regulaticns required eQch investment 
company subject thereto to maintain a non-interest bearing special deposit, 
with the Federal Reserve Bank in the district where such company had its 
principal place of business, equal to a specified p~rcentage of ~~e amount 
by \vnich the average daily a-r.ount of its "covered credit" during specified 
weekly periods exceeded a specified "base" amount. 

In response to the :imp:)sition of credit control regulations, the 
Commission issued a general statement of policy concerning some of the LT.plica­
tions of such regulations'~ider ~~e federal securities l~~s to provide 
guida"1ce to boards of directors of registered investment cOP.1p.3l1ies concerning 
various c'lisclosure obli<;?ations u.'ider the Securities t>.ct of 1933 \ "1933 ;"ct") 
and various regulato&:'y matters under the Invesbnent CCElpany Act. of 1940 
("1940 iJ.~tn). Consistent ':lith the Vie\'ls expressed in tl::at general stater;':ent 
of policy, ma."1y IT,oney market funds and their invest:-;\ent a.dvisers LT.ple:"e!'1t:::d 
a variety of actions, incluai:1g the fOrTI'3.tion of "c1or:e" flmd:::, to acco::~::-date 
the L'Pp2ct of the Board's regulations ";hile ninLllizir:g inequities to existir,g 
shareholders and iiwestors. 1:1 order to en~ance tc,e ability of investment 
co~a."1ies to tc:.ke a \rarietv of resmnsive actioiis r tr.::! Co:r.2i:3sion aC::Klted 
Rule 6c-4(T) under the 194'0 ,\ct [17 cm 270.6c-';(T)], ,-=·rovidir::: :ronev"''-lar:·~et. 
funds subject to the Eoard's regulations, and cQ~panies and pe~sons dealin; 
with such funds, with te:.1.,::x:n::a r'.T exe.r:r::>ticns on a'1 E..-:-,eF::en~v basis fJ:'o:u various 
provisions of the 1940 ACt. and- t..~e rules adc!?ted t.herel!nc1er. 

As noted ato-le, on July 3, 1980, t1;e B.:Jard illl.r.ouT'lced its cecision 
to rescind the credit control regulations ap91icable to i':10ney r.~ar}::,et fl.:P.ds. 

Nl>.TL'RE OF THE PR02LS'1 

Ps a re~ult of the BoaL'c1 l s actio:1, it ".;ill t~ ilece~.sar'l for mcnev mc;i.·~·~et 
funds to make certain discl·:)sures to sharei-:olc<-::rs z.nd l:1vesto::s ::es:::2Z::ti:-:g 
various matters, including: (1) the effect U;::::C:1 tl~e bncs' yi21cis,- end (2) 
the effect of mo.li:ic<ltions of cny t,:Olic ies, such 3S restric'.:.ioI1s on sales of 
shares, \ .... hich may have been .iJ:-.pler.,ented as a resul t cf the acJoption of cr.::;iit 

Y Tne Division further reccr;I.T.ends that th0 COlTnis;.;i~):1 should ClIlr:Ol!.."1Ce th3t it 
intends to a.C:oC)t a teJi1r."·.J.''''J ,;,.,,-.,"".)1-; ... "" r·'l.:> c""'nr to Tul\' ~(:: lQ~O' ,.,:"" ~h 1;: t"'--l... ..... J. _ .... ,-1: 1< \.- __ • \.:: u 1.:: ... I... .J.. J "", _ >.J , -...... , \. ~ ~ _ ""-

,.,QuId P'2roit c~t:'tain af!:ilicttcd t~<:H1:;2..::ticiIS-, .::.::;; discus~d inEr:-t. f:'Jc~ld 
the Co:r.:nis:.:;ion .:lc1O!Jt this recann,mC:,-l.tion, \~2 vlUi PLc!'l~?tly Cr:lt~ a rul·~ fat­
its consider.:lticn. 
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oontrols. In addition, hmrever, the Board's rescission of credit control 
regulations ~~y precipitate large scale redemptions of shares of "clone" 
funds as shareholders of such funds redeem the ir shares anJ seek to purchase 
shares of an existing fund. These redemptions, coupled \'1ith an anticipated 
reduction of sales of shares of "clone" funds, would have serious implications 
respecting the future viability of such funds. 2/ 

TO avoid certain inequities to shareholders, it appears that boards of 
directors of "c l one l1 rU~lds will have to consider the appropriateness of: 
(1) terminating the business activities of the funds; (2) modifying their 
investnent objectives to provide a continued business purpose; (3) effecting 
mergers, consolidations or reorganizations with existing flli'os; and (4) 
creating rese~/e accounts or other protective devices to assure that, if 
significant net redernptions occur, remaining shareholders of "clone" funds 
will not bear a disproportionate share of the e~~enses associated with 
liquidations of the funds. 'lhe tv.o most significant concerns immediately 
confronting boards of directors of "clone" funds appear to be: (l) the 
expected moVeRent of investors to e~~isting funds, and (2) the accompanying 
high level of rede;nptions tha t ~ay be experienced by II clones. 11 ·Thus, 
some boards of directors may wish to irrplernent a variety of rreasures 
to effectuate the prompt and orderly moverrcnt of investors from "clone" 
funds to 2xisting funds. 

OUR RECC:·::·:BTD2D APPRO.!'..CH 

In order to assist boards of directors of money market funds in their 
consideration -crf·-th"e ;natters ··discuss'=:d -abo\"'e, ~\'e -believe -that-the·-Co!l~:tission---·­
should issue tte attached general stat~~ent of policy outlining the obliga­
ticns of b:Jar~s of directors under ti1e federal securities 13.·.1s. In addition, 
yle ~lieve that it \vculd b2 Cl?t?rcpriate for tl-:e CC!TLrnission to take certain 
positicns therein inter~rAting various provisions of the lS .. D Act, the 1933 
Act and of tr:e Cc:;:mission' s rules, to c:1a.t·le certain extrc.ordi!l.ary measures 
by money i:1arket funds to deal with be -::ctential exoous :rc:n the "clones." 
Our discussic::s "'lith repres8ntatives of t.~e industry at a r-~J.blic ~eeting 
conducted by the Division on July 11, 1980, i:as ~:'.3.de it c.?i;arent that, absent 
the :lexibility to take such extraor:1inary r:1easures, "clone" ::urlds rnay be 

2/ \'~ile 'Ne are, of course, unable to ~redict t2:.e magnicc.de of reee:"7 ticr:s, 
tLere are t'.-~ reasons \,':·lich leG-a us to t·."?li'2v.? ti1..' t !"eco:::::-:;)t:'ons :"::':'/ D2 
rather signif.icant: (1) the yi'21-is of "c1011'2s" <:ii11, i:1- :70St C'::':;2S, be 
less than tlle yields of existing fLL"lds, and (2) existilKl fu::ds \.:ill 
reop2n their doot"s to n2W sales on Jul'l 23, 1980, altl'.c:~C;h t.~,2 s::eci.31 
de?Jsits of "clcnes" 'dill Poet be '.:"~ft .. ":ded until August Ii, 1980, ~ under 
the phase-out announc2d by b~e 202rd. 



tmable to handle in an eff icient and orderly I'l\3nner the potential problems 
which they are likely to face. 3/ Although under ordinary circumstances 
we would be extremely reluctant to rea: .. .mend permitting many of the actions 
we-- are nCM suggesting that the Corrmission permit, we believe such actions 
would be appropriate in view of the unprecedented and potentially disruptive 
situation arising as a consequence of the Board's action. 

Accordingly, the Division recommends that, among other things, the 
general state-nent of policy: 

'(1) pennit the use of "automatic" offers of exchange (absent 
rejection by a shareholder) which \~uld be utilized to exchange 
sha~es of "clone" funds for shar<=s of existing funds; 4/ 

(2) permit, under certain circurostances, the forced redemption 
of the interests of those "clone" fund shareholders who reject 
offers of exchange; and 

(3) announce t.'1at a terrporary rule under the 1940, Act will be 
adopted next \,;eek to permit assets of "clone" funis to be sold 
to existing funds as a rr.€~~od of generating the cash necessa~1 
to rneet redem:?ticns ~lhile avoiding the transactions costs .... ,hich 
would ordinarily be associated with such sales in the sec~ldary 
market. 

It appears to us t.'lat, by' perrnitting these types of transactions as a 
method C£-enablin;' Ironey !f'.ar-i<etfuncs to fulfill ':heiroblisaticns t':),f:"t?et 
redel?tions under Sectic71 22(e) of the 1940 Act, "clone" funds '"ill in r.-ar.y 
cases be able to a-""Jid the t:L".e consllf!'.ming and costly n::quire.rr,ents u:;.·:!er st~te 
la',-, of see;~ing shareholder approval cf r-20rganizations or liquidatic:1s. In 
this regar,::, L;.e ,:t:,~~:::-;-?:5 g,=neral st~t2:'1'!e:1t of ;clic'j in:ii.cates b.-'at, '~-here a 
fu:-d f(l'Jst t:l.i:.::: t...~e ~oticr;s emlIneratsd above to e::.eect rece:r-pticns i:1 c . .:~li:: .. ,c2 
with federal law, such {ed-=rally ilT;POSed obligations may ta}~e precedenCe over 

, any state 13.\,1 req:uir8nents, '.vnich shculd be read liberally. 5/ 

}j !'!o doubt, t...'1e i;':'f'l.~-:,~nt=.tion of such measur~s '."ould at' m:)st, ter:'por:::.ri1y 
toll the de.3.t.1t ~~211 fen- a "clo:1e" fund. T:'us, ',.;e \,,'o'Jld r-:ot Sl.!SS;st t::'.at 
the Ccrrmissi.cn specif lC3.1ly n;,:c::w.end that. pa!:"':.icJlar cour::e of ~-1.c':.).cn. 
HOIl eve r , Le~)resent,:.t:j:'.'es of tl~e ir:custry present .'3.t t:1e public ::;:::~c.ing, 

W12.niIrousl\/ 2.qr,~ed t~1Z.t, bec,::us2 the ':;:r.o c: credit cs::trols ':,ill 
tnevital>l,/ c-=u' ~e "':1':> ,~("'i-,,:I'-~O-"'C' i'-'n 0'"'(.- "el.' .... ,:>" J..""''''c's it \_'0"1,,, . ',<> r..~S"L i_~ • • --_ ..... o.J '-4 ~ '-4'-...' __ .......... ~ ....... _....... _','_ ~l , • • \..4_ ............. _ ... ..10__ _ 

the Co.r::niss ion pro,/i(:2d dir2ctCt.-S \11 ':.11 ~ ::-'~_>J1S to ac;::.'~li.3h p::-.::::-::::.l, ... · 
that reslJlt. The'! b'2lieve t.."lat t.:'1ere is v'_ .. ',_.',ElJ.lv no ::e:lSOl1 ';It:~T ~r:-./ 
share-holder of a ~'clC'nerr \ .. o:-1ld not want to L."2CC!l':=: ir'.Stt2ad, a si:2.rei'lolder 
of an existing fund . 

.y \'iith resPect to offe~3 of exch(mge, thc= Cc:nnission should not !:0.1'.lire 
funcs to provice sh3.rebolders 'dith P~OS?0Ctuses of the existina :'::1;.15 
wnere tl1e use of "sti.C:~eL-s" to the prcsp.:::::tuses ot the IIclo:1es :l c"n be 
usej to provide all rJ.=ccssarj in£oO'.=. tiel). 

21 S~e Section 50 of tte 1940 Act. 
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Finally, it should be noted that the staff of the Board has advised the 
Division and representatives of the industry, that they would be prepared to 
recaranend the refund of special de~sits of IIclone" funds on July 28, 1980, 
rather than on August 11, 1980, if it aPr ~ars that such action is necessary to 
enable "clone" funds to meet redemptions. Such action by the Board ~JOUld, in 
our vie\'l, go a long \'lay in enabling the operations of "clone" funds to be 
suspended on July 28, 1980, avoiding certain. of the problems which yl'Ould 
otherwise exist if such funds had to wait two weeks for the return of their 
special de'fX)si ts. 

CONCLUSION 

In view of the foregoing, the Division recammends that the Oornrrdssion 
issue the attached general statement of fOlicy. 

A'ITACHHENT 



SWJRITISS AND ~awt;E roMMI$I~ 

17 CPR Parts 231 and 271 

[Release Nos. 33-6224 , and IC-112631 

Effect of the Temination of Credit Controls on the Operatioos of 
certain Registered Investment Catpanies Including Ma\ey Market Fun3s 

AGmCl: Seruri ties am Exchange Ccmnissioo. 

AC1'I~: General Stata'OOnt of Policy. 

SUMMARY: '!he Sealrities and Exchange Ccmnission aIU'lQlIlCeS a general 

statenent of policy concerning implications under the federal securi­

ties laws of the rescission of credit control regulations applicable to 

certain registered investment CCIIpanies, including "mney matKetn fuOOs. 

The credit oontro1 regulations were prooulgated by the Board of Governors 

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

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

Board's authority under the Credit Control Act of 1969, as inplemented 

by ExeOltive Order of the President. On July 3, 1980, the Board 

announced that its credit oontrol regulations wculd be eliminated with 

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

This general statEment of policy expresses the Ccmnission' s views 

concerning various disclosure obligations under the Seo.lrities Act of 

1933 and various regulatory considerations under the Investment 

Canpany Act of 1940, whim should pranptly be considered by t;x:,ards 

of directors of registered investment companies which have been 

subject to the Board's regulations. 

EFFECl'IVE DATE: July 21, 1980. 
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FoR l't/RlBER INroRMM'ION CDNTAcr: Kenneth S. Gerstein, special COUnsel 

(202-ZT2-3023), Gene A. Gohlke, Examinatial Program Coordinator 

(202-272-2024) or Jeffrey B. Bailey, Esq. {202-272-3033}, Division of 

Investment Management, securities and Exchange Caunission, Washington, 

D.C. 20549. 

SUPPID!ENl'ARY INroRMATI~: On July 3, 1980, the Board of Gover-

nors of the Federal Reserve Systen ("Board") anoounced its decision to 

rescird its credit oontrol regulations [12 CFR §229 .11-.15] applicable 

to certain registered investment cx:upanies, including "noney madtet" 

funds and short-tern unit investment trusts. The Board's regulations, 

which were adopted on March 14, 1980, am thereafter amended on March 

28, 1980, and May 22, 1980, required each investment cc:mpany subject 

thereto to maintain a ooninterest bearing special deposit with the 

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

its principal place of business equal to a specified percentage of the 

anount by which the average of the daily am::lUnts of its "covered 

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

ancunt, subject to certain adjustm:mts • .!I 

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 regulaticns 
reduced fran 15 percent to 7.5 percent the pt'O[X)rtion of each 
investment c:x:lI1l>any's covered credit, in excess of its base, required 
to be deposited urrler the regulations. 

The Board's action provides that the week ending July 27, 1980, 
shall be the last reporting period for whim special deposits 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 adoptiat of the Board's regulatiOns, the Ccmnie-

sian issued a gene~ statEment of polic.y ooncerning sane of the inp1ica­

tioos of such regulations urder the federal securities laws in order to 

provide the boards of directot:S of registered investment <XIlt'anies 

• with guidance respectin:] various disclosure ob1iCJa,tions under the Securi-

ties Act of 1933 ("1933 Actn) [15 U.S.C. 77a !!:. ~.] and various regu­

latory matters under the Investment Catpany Act of 1940 (n194O Act") [15 

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

general statement of policy, and in recognition of their resp:msibili­

ties, many rroney market funds and their investment advisers implemented 

a variety of actions designed to rrodify the q:>erations of such investment 

companies to aCCX)l(arodate the impact of the Board's regulations 

while minimizing inequities to existing shareholders and investors. 

In partirular, a number of so-called "clonen funds (nnew funds n ) 

were organized by invesbnent advisers to duplicate already existing 

rroney 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 ar!Ount of its special deposit and, thus, 

adversely affected dividends payable to shareholders of the existing 

fund. 3/ In order to enhance the ability of investment o::xnpanies to 

~ Investment Company Act Release No. 11088 (March 14, 1980) [45 FR 
17954, March 20, 1980]. 

11 Because the credit control regulatioos i.rrpJsed a special deposit, 
generally, only on assets in excess of the Oltstanding "covered 
creditn on March 14, 1980 ("base"), existing furrls would have to 
make special depooits only if their assets (covered credit) 
increased above their base arrounts. 
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take a variety of respollsive actioos, the Cannissial. adopted Rule 

6c-4(T) [17 em §270 .6c-4(T)], which provides nrmey Ilw:uxet fun:1s 

subject to the Board's regulations, am conpanies and persons dealing 

with sum funds, with ts[ipOrat:y exenptioos en an emergency basis from 

various provisions of the 1940 Act am the rules adopted thereumer. 4/ 

The Camri.ssion believes that rescission of the Board's regulations 

will have various inplications with respect to the operations of certain 

lOOney rnaJ:ket funds. Y Acoordingly, this general statement of policy 

is intended to provide guidance to the directors of registered investment 

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

canpliance and disclosure resp:::>nsibilities of such investment a::rnpanies 

under the federal securities laws arising from termination of credit 

control regulations. In addition, it will outline 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 

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

of liquidity necessat:y to meet redemptions. It is rot, however, 

~ Investment Company Act Release No. 11137 (April 22, 1980) [45 FR 
28307, April 29,1980]. 

Y The rescission of the credit control regulations will also have an 
inpact en short-term unit investment trusts. However, the implica­
tions of the Board's action with respect to short-term unit invest­
ment trusts should s~ly be that special deposits of existing 
trusts will be refunded to the trustees of the trusts and then 
distributed to unitho1ders. Thus, this general statement of 
policy relates principally to open-end, management investment 
companies investing in short-term debt cbligations, camonly 
termed "money market" funds. 
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intended to address all of the issues which may arise fran the Board's 

actim,which issUes may nevertheless be app~riatefor directors to 

oonsider. 

DISCLC6:mi '!HE ELIMINATION OF SPECIAL DEPCSITS 

'nle primaty inplication of the Board's rescission of its credit 

control regulatialS will be that ltDney maI:ket funds no longer will be 

required to maintain special depa;its and that special deposits IDW 

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

~es are able to invest the assets previoosly constituting 

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

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

of IIDney maIitet funds currently disclose the existence and consequences 

of the special deposit requirerrent, IIDney market funds shoold amend 

their prospectuses as soon as practicable to reflect the invest-

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

special deposits. In this regard, the Carmission will not object to 

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

canpany to amend its prospectus. In addition, the Camrission will not 

object to oontinued 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 IIDney maIitet funds affected by the credit 
oontrol regulations in many cases may have elected to have 
dividends reinvested, the Camri.ssion expects that any disclosures 
made by investment canpanies will be furnished prcn;>tly to existing 
shareholders, as well as to all future investors. 
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In certain cases, pr:wet disclosure of other natters also will 
be necessaz:y ani appropriate. For exant>le, an existing fund whidl 

adopted certain restrictive policies respecting the sale of its shares 
to m.inimi.ze the in'pact of the special depcsit require:nent on existing 

shareholders should disclose a:IrJ revision of sudl policies. y 
Similarly, where any other nodifications of a noney maJ:ket fund's 

policies, objectives or services are made as a result of the elimination 
of credit oontrol regulatioos, the fund should pronptly make appropriate 

disclosure of such nodifications. '!be matters discussed hereinafter 

also may necessitate certain additional disclosures to investors. 

IMPLICATIONS FOR "NE.W" lrt)~ MARKET EUNDS 

As ooted above, certain new funds were organized after the 

adoption of the credit oontrol regulations by the investment advisers 

to existing funds for the purpose of minimizing the impact that 

a&:U tional sales of shares would otherwise have had on the existing 

funds. In mst cases, these new funds are rather similar, if oot 

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

yields aJrrent1y being earned by existing funds in mst cases exceed 

these being earned by new funds by aITOunts which exceed differences 

7/ As discussed at p. 19, infra, the Carrnission believes that certain matters should be considered by the boards of directors of rroney market funds before eliminating or nodifying restric­tive sales policies. 
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attributable solely to the larger special deposits maintained by the 

new funds. Y 
under these circumstances, many shareholders of new funds may 

decide to redeen their shares and to seek to purchase either (1) shares 

of the existing fund in the same "canp1ex" of investment c:x:mpanies (if 

available) or (2) shares of another m:>ney maaet fund (whose shares may 

previoosly have been unavailable because of sales restrictions aCbpted 

after the institution of the special depa3it requirement). In sane 

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

new shares of such funds, may have serious 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 rusiness 

activities of and to liquidate the new fuoo~ (2) to Il'Odify the fundamental 

investment objectives of the new fund to provide a continued business 

purpose: or (3) to enter into a merger, consolidation or reorganization 

with another m:>ney market fund. In sane instances, shareholder 

approval may be necessary, and certain of these alternatives could 

cause the new fund to incur significant expenses. 

'!bus, the Carmission 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 still 
hold in their portfolios sane higher yielding debt obligations 
which were aCX}Uired prior to the recent decline in short-teen 
interest rates. 
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practicable. Further, after that matter has been considered, it would 

be appLopriate for new funds then to disclose their boan3S' conclusiam 

as to any future oourses of action they are likely to recx:mnend that the 

new funds Plrsue. Mc.st inp:)rtantly, if the b::lard of directors Of a new 

fuOO detennines that it is likely to seek shareholder approval Of a 

furdamental change in the nature of a new fund I s wsiness or of a plan 

of liquidatioo or reorganization, or if the roard determines to use 

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

fund, the roam shoold carefully consider the apprq>riateness of 

creating a reserve account or sane other protective device to assure 

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

that inves t:ment vehicle each bear their fair share of any anticipated 

expenses, including unam::>rtized organizaticn expenses. Of particular 

concern to the Ccmnissicn is the pa:;sibility that, if a new fund were 

to suffer significant net redemptions, the remaining shareholders of 

the new fund would bear a disprcporticnate portioo of the expenses 

associated with liquidating, reorganizing or restructuring the fund. 9/ 

In the Commission's view, failure of an investment oampany to take 

these anticipated expenses pranpUy into account may, under certain 

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

.21 Of course, if the investment adviser or underwriter 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 necess~. 
The Comrnission would not view such agreerrent in these unusual 
circumstances to be a joint enterprise within the meaning of 
Section l7(d) of the Act [15 U.S.C. 80a-17(d)1 and Rule l7d-1 
thereunder (17 ern §270.17d-lJ. See Rule l7d-l(d)(8). 
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being priced prcperly 1!V am, depending upon all of the facts and 

CircuIlBtances, may raise questioos a::mcerning a breach of fiducicu:y 

duty 00 the part of tha;e persons responsible for such decisions. W 
'!be Ccmnission cannot predict the magnitude of net redemptioos 

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

possible that such funds may be faced with sufficient redenptions 

to require the sale of portfolio sealrities prior to maturity. In 

view of this pcssibility, the OOard of directors of a new furd should 

consider the appropriateness of maintaining an unusually high degree 

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

redeem shares can be satisfied pranptly, 12/ with minimum disruption 

of the fund's activities and operations. 

10/ Rule 22c-1 under the 1940 Act [17 CPR §270 .22c-1] requires that 
redeemable securities of investment o:::xrpanies be sold and redeemed 
at the Olrrent net asset value per share next oonputed after 
receipt of an order to bly or to redeem such securities. Rule 
2a-4 under the 1940 Act [17 CFR §270 .2a-4], ammg other things, 
requires that expenses be included in calculating an investment 
~anyrs current net asset value per share. 

11/ Sectioo 36(a} of the 1940 Act [15 U.S.C. 80a-35(a}], in pertinent 
part, authorizes the Ccmnission to seek injunctive or other 
relief where any officer, director, investment adviser, or 
principal underwriter of a registered investment oompany has 
engaged, or is al::cut to engage, in aI¥ act or practice constituting 
a breach of fiduciary duty involving personal misconduct. 

W 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 rroney market funds have undertaken to process shareholder 
PJrchase and rederrption reques ts Il'Ore expedi tiously • Unless those 
undertakings are qualified, or have been ItOdified with ample notice 
to all shareholders, it is expected that such funds will adhere 
to the rrore restrictive tirre periods which they have disclosed in 
their prospectuses. 
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As noted above, two significant ocncems inmediately confronting 

boards of directors of new funds appear to be: (1) the expected 

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

accatpanying high level of rederptioos that may be experienced by new 

funds. '!he Ccmnissioo recognizes that a variety of methods might be 

utilized to deal with these CXlIlcerns pranptly and efficiently to 

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

pranpUy for shares of existing fuOOs, and to enhance the liquidity of 

new funds. In this regard, ouUined below are certain methods whidl 

might be utilized to effect exchanges of shares of new fuOOs for 

shares of existing funds, and to meet rederptions, in instances where 

the roard of directors has determined that it is in the best interests 

of shareholders of the new fund to suspend its operations. 

1. Offers of EXcharyge. 

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 ITOney market funds involved, are permitted 
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under Sectia'l ll(a) of the 1940 Act [15 U.S.C. eOa-ll(a)] without 

orders of the ccmnission. W Such offers would no~lly have to be 

accx:mpani.ed by a statutmy prospectus to comply with the p~ 

delivet:y requirements of Sectioo 5 of the 1933 Act [15 U.S.C. 77(e)]. 

In these unusual cirQlIllStances where the existing fund and the new 

fund are for all practical purposes a.lnost identical in structural 

mak~up and operation, including having the same investment adviser 

and directors, to satisfy the requirement that a statutory prospectus 

be provided the camu.ssioo will not object to the use of a Rule 424 (c) 

prospectus which oonsists 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 

!¥ Anticipated liquidation expenses and unanortized organization 
expenses of a new fund Illlst 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 Ccmnission believes that, if 
these expenses are not reflected in this manner, Section ll(a) of 
the 1940 Act would require the investment a:mpany making such an 
offer to obtain an order of the Camri.ss ion 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 Ccmnission will not view such an agreement 
in these unusual circumstances as a joint enterprise within the 
meaning of Section 17(d) of the Act anJ Rule 17d-l thereunder. 
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the canplete prospectus of the existir¥] fund. W Investment ~es 

may rely on this Ccmnission position ally where the oojectives, 

services and features of the new fwxl am existing fund are essentially 

the same. Of course, the Caunissioo would not ooject if a statutory 

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

Offers of exchange may be useful in achieving a pratpt and 

orderly nr>vement of shareholders fran net 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 rot subject to the 

Ccmni.ssion's rules under the Serurities Exchange Act of 1934 [15 

U.S.C. 78a et seq.] respecting tender offers, which do not apply 

to equity seaJrities of registered open-end investment cx:mpanies. W 

However, because an offer of exchange is an offer of a sea.lrity as 

W The financial inforrration a:mtained in the currently effective 
prospectus of the existing fund, or any II'Ore recent financial 
infonnation contained in a periodic report to shareholders, may 
be utilized in the Rule 424(c) prospectus. In addition, share­
holders should be advised to request a prospectus of the existing 
fund if they have not retained their copies of the net 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 
incorpora tion to am, purchase or hold the shares of another 
registered investment oampany. 

l§/ ~ Secticris 14(d) (1) and 12(g) (2) (B) of the Serurities Exchange 
Act of 1934 [15 U.S.C. 78n(d)(I) and 781(g)(2)(B)]. 
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to wich the prospectus delivery requirements of Section 5 of the 

1933 Act apply, shareholders to whan offers of exchange are made should 

be furnished, in the manner described above, with all material infot:ma­

tion relevant to their investment decisions, and be given appropriate 

time and means to c:ammmicate their decisions respecting such offers. 

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

exd'lan;e being made effective pursuant to nettxXis 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. 11/ 

If shares of the new fund are acquired by the existing fund 
pursuant to offers of exchange, the Corrmission will rot view such 
acquisitions as violating the provisions of Section 12(d) (1) of 
the 1940 Act [15 U.S.C. 80a-12(d) (1) 1, provided that the shares 
so aa}Uired are prcmptly redeemed. In this regard, the COmmission 
intends to institute rulemaking proceedings to propose a temporary 
rule which may become effective on an emergency basis before July 
28, 1980, i.nmediately upon approval by the Commission, to exempt 
existing funds, whose fundamental t,X>licies may not permit the 
purchase of shares of other invest:lrent canpanies, from the pro­
visions of Section 13(a) of the 1940 Act [IS U.S.C. 80a-13(a)] 
to the extent necessary to permit such purchases. In addition, 
the temporary rule would provide an exemption fram the provisions 
of Section l2(d) (1) of the 1940 Act to permit the existing fund 
to hold shares of the new fund for not rrore than 120 days where 
00 investment advisory fee, or fee for administrative services, 
is charged by the existing fum on account of the shares so held. 

'Ihe Commission will oot 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 
s::> as to cease being an investment company without shareholder 
apprOlTal as required by Section l3 (a) (4) of the 1940 Act [15 
U.S.C. 80a-13(a)(4)]. 
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Many nrmey marlcet funds are utilizin:J aIllJrtized cost valuatial or 

-penny ramdi.nq- pricing pursuant to orders of the camdssion for 

pur:poses of pricing their shares for sales and redemptioos. W Such 

prices constitute "net asset value- for pUqxlSes of Sectim ll(a) 

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

because the nest basic assumption underlying the anDrtized cost am 

"penny ramding" pricing methods is that all securities purdlased will 

be held to maturity by the investment o:mpany as a -going concern. n 

Nevertheless, under certain circumstances the use of exchange 

ratios reflecting relative net asset values based upon anortized cost 

prices or npenny roundedn prices of shares of the new fund and the exist-

i.ng 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 rnancet based 

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

.!.V See Section 11(a)(B) of the 1940 Act. 
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net asset value per share of a new fund (less i!l'¥ reserve for liquida­

tien and organizatim expenses) is less than the prioe per share of 

the new fund, the new fund would not in fact have sufficient assets to 

redean all of its remaining shares at their anDrtized oost or .penny 

rounded- price. Such a result would be inequitable to remaining 

shareholders of the new fund. Similarly, a windfall gain cxruld result 

to shareholders of the ner.i fund remaining after the offer of exchange 

if the new fund's W'lrounded marlcet based net asset value per share 

(less liquidatioo aOO organization expenses) at the time of exchange 

exceeds its anortized oost or .penny roondedn price per share • .w 
Acoordingly, in the Ccmnission's view, if offers of exchange are 

effected at relative net asset values per share calculated through the 

use of arry method other than by reference to marlcet factors (without 

rounding), boards of directors should, consistent with their fiduciary 

duties, give close and careful oonsideration to adopting the use of a 

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

~ Assuming directors have rons idered all other relevant factors, 
this latter result oould 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 arrounts 
reserved) over the arrortized 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. W 
Finally, in <X>nSidering the timin;J and appropriateness of offers 

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

the fact that special deposits 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 porticn 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. W 

In fact, boards of directors of funds operating pursuant to 
Carmission orders perm! tting am::>rtized oost valuation are required, 
Plrsuant to the o:ndi 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 
remain in new funds, directors may be asked to consider whether 
shareholders who remain in the new fund should be redeemed on 
an involuntaz:y basis. In that regard, directors should consider 
carefully the factors addressed in Rule l3e-3 under the Seo.lrities 
Exchange Act of 1934 [17 CFR §240 .13e-31. The staff of the 
Carmission has stated that it would not reoonmend action by the 
Carmission 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 acticn 
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 rrost circumstances, 
effectuation of involuntary redemptions could be viewed as a 
viola tion of shareholders I fundamental righ ts 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 rreasure. 
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1his discussiat is not intended to suggest that directors do not 

have the respollsibili ty to oonsider and to detemine whether other 

actia1S may not be equally appropriate. 

2. Sales of Securities setween FUnds. 

5ecticn 17(a) of the 1940 Act U.S U.S.C. 80a-17{a)], in pertinent 

part, generally prohibits an affiliated person of a registered invest-

ment ccmpa.ny fran purchasing securities fran, or selling securities to, 

such registered investment <X%I1?any. Registered investment canpanies 

that are part of the same "o::znplex" of investment canpanies are 

normally affiliated persoos of each other. W In such cases, securities 

held in the portfolio of the new fund could not be sold or oth&Wise 

transferred to the existing fund absent an exenption from the provisions 

of Secticn 17(a) of the 1940 Act. However, the rrost efficient and 

econanical methoo of generating the necessary cash to meet the redemp-

tions anticipated in new funds may be for the new fund to sell some 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)] • 
For purposes of Section l7(a) of the Act, eadl series of shares 
of a registered open-end investment cx:mpany meeting the provi­
sions of Section 18(f)(2) of the 1940 Act [15 U.S.C. 80a-18(f) (2)] 
should be deemed to be sEparate cx:xnpanies which are affiliated 
persons of each other. See Sect ion 2 ( a) (8) of the 1940 Act 
[15 U.S.C. aOa-2(a)(8)].---
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'!he Ccmnission interm to institute rulemakinq proceedings 

pemi.tting such transactions to be effectedi it expects, before 

July 28, 1980 r to prqxJSe a teDipOL"aty rule which may becane effective 

on an emergency basis, il1Inediately upon approval by the Ccmnission. 

It is expected that this rulemaking will require that the boards of 

directors of the <Xl1panies involved find the transactim to be in the 

best interests of the respective affiliated ~ies, and fW that 

the interests of the shareholders of the respective cc:rnpanies 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 previously has valued such instru­

ments at anortized oost, but will pe:mit the sale of individual 

instruments at their aI'lDrtized oost values provided that in the 

aggregate the mark to market value of all such individual instrtnnents 

being sold does not differ materially fram the amortized cost value of 

such instruments. Solely for this purpose, the rule will deem a 

deviation of mat:k to market value fran arrortized cost value of less 

than 1/2 of 1 percent rot to be material. 24/ 

.w The rule will permit the sale of portfolio instruments of the new 
fund to the existing fund in several separate transactions. HeM­
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 oonsider 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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'the adcptial of such a rule should enable new fuOOs to generate 

sufficient cash, am existing funds to purchase assets, pIalptly and 

without sane of the transactions <nits ootmally associated with sales 

and purdlases of portfolio securities. 

Before revising arrt current policies presently restricting 

the sale of shares of an existing furx'l, the roard of directors of 

the fund should give careful oonsideratioo to the potential inpact of 

sum policy revision upon existing shareholders of the fuOO. For 

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

shares to existing accounts, the 1:x:>ard of directors should oonsider 

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. W 

Although under ordinaq circumstances the Ccmnission would not expect 

rroney market funds to alter their sales p::>licies merely because of 

declining interest rates, the extraordinary level of sales of shares 

of existing funds that may ooeur warrants directaral consideration of 

this issue. 

W 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 ooney matXet fund. 
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In additiat, whe~ anew fund currently is 

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

whether to no:3ify its investment cbjectives, its features or its 

services, the directors shOlld re<XJgnize that such nodifications 

may deprive the new fund of its ability to o:Jntinue to rely upon the 

temporary rule. 121 Such UDdifications oould also eliminate the 

availability of the rule for use by other persons and canpanies 

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

On the other hand, the rescission of the Board's regulations will not 

be considered by the carmi.ssion as making a o:xnpany or person ineligible 

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

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

rule, which, anong other things, require that a fund relying upon the 

rule be a "covered creditorn under the Board's regulations, shculd be 

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

effect. 

Anong other things, paragraph (a)(3) of Rule 6c-4(T) requires that 

the new fund provide essentially the same features and services 

as an nexisting canpany, n and have comparable policies and 

objectives, in order to qualify for the exemptions provided 

by the rule. 

Paragraph (c) of Rule 6c-4 (T) extends certain exenptions to persons 

and companies associated with or transacting business with a new 

fund to enable certain rela tionships and transactioos with respect 

to an existing fund to contirue with the ClE!IIi fund. However, that 

exemptive relief is conditioned upon the new fund meeting the 

requiranents set forth in paragraph (a) ( 3) of the rule. 
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'!he Commission expects to consider the continued appLopriateness 

of Rule 6c-4(T) in'" the near future, as investment canpanies react to 

rescission of the credit control regulations. As stated in thE! 

release adoptirJJ the tenporary rule on an emergency basis, after 

appropriate ootice, the Ccmnission may determine it to be appropriate 

to rescind the rule in \¥hole or in part. 

Finally, the Commission expects to consider in the near future 

whether Rule 24e-2 under the 1940 Act [17 CFR S270.24e-2] should be 

ameOOed to mitigate duplication of registration fees. 

CDNCLt:SICN 

The Cbmmission has instructed its Division of Investment Management 

to ItDnitor closely the manner in which IIDney market funds address the 

matters discussed herein, and to advise the Commission with respect to 

its findings as developments may require. 

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

fX)rate therein this general statement of policy. 

By the Ccmmission. 

July 21, 1980. 

George A. Fi tzsimm::>ns 
Secretary. 


