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UWDER MANAGEMEWT IS AVERAGED

On July 12, 1972, the Securities and Exchange Commission published
nocire {Investment Advisers Act Release WNo, 323 (3% F. R, 15007)) that if
had under consideration the adoption of Rule 205-2 undetr the Lnvestment
Advigers Act of 1940 (MAct"), as amended by the Inwvestment Company Amendmenks
Act of 1970. All interested petrsons were invited to comment on the proposal.
The Commission has considezed all of the comments &nd suggestions received
and has determdned to adopt Rule 205-2 in the Earm set forth helaw, The Rule
1z adopted pursuant ta the authority granted the Commission in Sections 205,
2064 and 211 ¢f the Act.

Under Seccion 205 of the Act, as amended, performance fees are prohibiced
unless compensation besed on the asset value of the company or Eund under
nanagement is averaged over a specified period and increases and decreases
proportionately with iovestment performacce of the company over a specified
period in relation te the investment record of an appreopriate index of
securitics prices or such octher measure of iovestment performance as the
Commission by rule, repgulation or order may specify. The point from which
increases and decresses in compengation are measured must be the fee which is
paid or earned when the investment performance af the company is equivalent
to that of the index.

Section 211 of the Act gives the Commission duthority to issue zueh rules
and repulations as Are necessary or Appropridte Lo the exercizse of the fune-
tions and powers conferred upon it under the Act,

Section 2004 of the Act authorizes the Commission by rules and repulacions
to eonditinnally or wnconditionally exempr amy kransaction from any provision
of the act or of any rule or regulacion thereunder if and to the extent such
gxemption 5 necesSary or Appropriate in the public interest and consistent
with the protection of investors and the purposes failvly intended by ehe policies
and provisions of the Act.

The tiule reguires that, under a contract containing anm incentive fee
arrangement, dssers sheold be averaged osver the same pericd performance is
computed, An exempition from contracts providing for a "rolling pericd" is
contained in patagraph {¢) of the yule. It permits the specified peried over
which the asset value of the company or fund ic averaped for computing the
"fulepum fes™ ko differ fram the period over which asser wvalue ic averaused
for computing the performence related portion of the fee. Under this exemp-
tion the fulerum fee may be computed om the basis of asset values averaged
vver the most recent subperiod of the rolling pericd. For example, this
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days and daily computarion of the performance related portion of the fee and
of the fulerum fee, OF course, ag stated in Investment Company Act Releasc
Be. 7113, interim payments greater than the minimum fee are not permitted
under any incentive arrangements.

Although the tule would perwit the fulerum fee ko relate more ¢losely
to current assets than the interpretation contained in Investment Company
Act Release Mo. 7113, the rule, like the interpretation, reguires that the
performance partiom of the fee be hased upon rthe assers wpon which such
performance was achieved and that the amount of compensarion paid for
performance not be influenced unduly by the emount of sales (or redemptions).

The Commission action is as follows:

Bule 205-2 under the Investment Advisers Act of 1940 is adepted in the
form aset forth below:

Rule 205-2, Definition of "specified period" ower which the
asset value of the company or fund under manage-
ment is averaged.

{a} For purposes of this tule:

{1} "Fulerum fee' shzll mean the fee which is paid or earmed
vhen the investment company's performance is equivalent to
that of the index or other measore of pecformance,

{2} "Rolling pericd" shall mean a period consisting of a
specified number of subperiods of definfice length in which
the most recent subperiod I3 substiruted for the carliest’
subpariod as time passcs,

{by} The specified pericd ever which the asset value of the company or
fund under management is averaged shall mean the peried pver which the invest-
ment performance of the compeny or fund and the Investment record of an
appropriate index ¢f secerities priees or such other measure of investmentk
performance are computed.

(¢) Notwithstanding paragraph (b}, the specified period over which the
asset value of the company or fund is averaged for the purpose of computing
Lhe fulcrum fee may differ from the period orer which the asser walue is
averaged for computing the performance related partion of the fee, anly if

{1} 1he performance related portion of the fee is computed
over a rolling period and the total fee is payable at rhe
end of each subperiod of the rolling period; and

(Y the fulerum fee is computed on the hasis of rthe asset
value averaged over the most recent subperiod or subperiods
of the roelling period,

In order not to disrupt existing contractual velaticonships and to permit
an grderly change in existing ineentive fee arrangemenis censonent with this
rule and with Rule 205-1 under the dcr, the rule will become effective on
Decamber 1, 1973, or, with respect to asy particular invesiment company,
within 60 days afrer its next regular meeting of shareholders held afcer
December 1, 1972, whichever is sooner,

By the Commission. Bonald F. Hunt
Gecretary



