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Securities and Exchange Commission § 270.18f–3 

§ 270.18f–3 Multiple class companies. 
Notwithstanding sections 18(f)(1) and 

18(i) of the Act (15 U.S.C. 80a–18(f)(1) 
and (i), respectively), a registered 
open-end management investment 
company or series or class thereof es-
tablished in accordance with section 
18(f)(2) of the Act (15 U.S.C. 80a–18(f)(2)) 
whose shares are registered on Form 
N–1A [§§ 239.15A and 274.11A of this 
chapter] (‘‘company’’) may issue more 
than one class of voting stock, provided 
that: 

(a) Each class: 
(1)(i) Shall have a different arrange-

ment for shareholder services or the 
distribution of securities or both, and 
shall pay all of the expenses of that ar-
rangement; 

(ii) May pay a different share of other 
expenses, not including advisory or 
custodial fees or other expenses related 
to the management of the company’s 
assets, if these expenses are actually 
incurred in a different amount by that 
class, or if the class receives services of 
a different kind or to a different degree 
than other classes; and 

(iii) May pay a different advisory fee 
to the extent that any difference in 
amount paid is the result of the appli-
cation of the same performance fee 
provisions in the advisory contract of 
the company to the different invest-
ment performance of each class; 

(2) Shall have exclusive voting rights 
on any matter submitted to share-
holders that relates solely to its ar-
rangement; 

(3) Shall have separate voting rights 
on any matter submitted to share-
holders in which the interests of one 
class differ from the interests of any 
other class; and 

(4) Shall have in all other respects 
the same rights and obligations as each 
other class. 

(b) Expenses may be waived or reim-
bursed by the company’s adviser, un-
derwriter, or any other provider of 
services to the company. 

(c)(1) Income, realized gains and 
losses, unrealized appreciation and de-
preciation, and Fundwide Expenses 
shall be allocated based on one of the 
following methods (which method shall 
be applied on a consistent basis): 

(i) To each class based on the net as-
sets of that class in relation to the net 

assets of the company (‘‘relative net 
assets’’); 

(ii) To each class based on the Simul-
taneous Equations Method; 

(iii) To each class based on the Set-
tled Shares Method, provided that the 
company is a Daily Dividend Fund 
(such a company may allocate income 
and Fundwide Expenses based on the 
Settled Shares Method and realized 
gains and losses and unrealized appre-
ciation and depreciation based on rel-
ative net assets); 

(iv) To each share without regard to 
class, provided that the company is a 
Daily Dividend Fund that maintains 
the same net asset value per share in 
each class; that the company has re-
ceived undertakings from its adviser, 
underwriter, or any other provider of 
services to the company, agreeing to 
waive or reimburse the company for 
payments to such service provider by 
one or more classes, as allocated under 
paragraph (a)(1) of this section, to the 
extent necessary to assure that all 
classes of the company maintain the 
same net asset value per share; and 
that payments waived or reimbursed 
under such an undertaking may not be 
carried forward or recouped at a future 
date; or 

(v) To each class based on any other 
appropriate method, provided that a 
majority of the directors of the com-
pany, and a majority of the directors 
who are not interested persons of the 
company, determine that the method is 
fair to the shareholders of each class 
and that the annualized rate of return 
of each class will generally differ from 
that of the other classes only by the 
expense differentials among the class-
es. 

(2) For purposes of this section: 
(i) Daily Dividend Fund means any 

company that has a policy of declaring 
distributions of net income daily, in-
cluding any money market fund that 
determines net asset value using the 
amortized cost method permitted by 
§ 270.2a–7; 

(ii) Fundwide Expenses means ex-
penses of the company not allocated to 
a particular class under paragraph 
(a)(1) of this section; 
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(iii) The Settled Shares Method means 
allocating to each class based on rel-
ative net assets, excluding the value of 
subscriptions receivable; and 

(iv) The Simultaneous Equations Meth-
od means the simultaneous allocation 
to each class of each day’s income, re-
alized gains and losses, unrealized ap-
preciation and depreciation, and 
Fundwide Expenses and reallocation to 
each class of undistributed net invest-
ment income, undistributed realized 
gains or losses, and unrealized appre-
ciation or depreciation, based on the 
operating results of the company, 
changes in ownership interests of each 
class, and expense differentials be-
tween the classes, so that the 
annualized rate of return of each class 
generally differs from that of the other 
classes only by the expense differen-
tials among the classes. 

(d) Any payments made under para-
graph (a) of this section shall be made 
pursuant to a written plan setting 
forth the separate arrangement and ex-
pense allocation of each class, and any 
related conversion features or ex-
change privileges. Before the first 
issuance of a share of any class in reli-
ance upon this section, and before any 
material amendment of a plan, a ma-
jority of the directors of the company, 
and a majority of the directors who are 
not interested persons of the company, 
shall find that the plan as proposed to 
be adopted or amended, including the 
expense allocation, is in the best inter-
ests of each class individually and the 
company as a whole; initial board ap-
proval of a plan under this paragraph 
(d) is not required, however, if the plan 
does not make any change in the ar-
rangements and expense allocations 
previously approved by the board under 
an existing order of exemption. Before 
any vote on the plan, the directors 
shall request and evaluate, and any 
agreement relating to a class arrange-
ment shall require the parties thereto 
to furnish, such information as may be 
reasonably necessary to evaluate the 
plan. 

(e) The board of directors of the in-
vestment company satisfies the fund 
governance standards defined in § 270.0– 
1(a)(7). 

(f) Nothing in this section prohibits a 
company from offering any class with: 

(1) An exchange privilege providing 
that securities of the class may be ex-
changed for certain securities of an-
other company; or 

(2) A conversion feature providing 
that shares of one class of the company 
(the ‘‘purchase class’’) will be ex-
changed automatically for shares of 
another class of the company (the 
‘‘target class’’) after a specified period 
of time, provided that: 

(i) The conversion is effected on the 
basis of the relative net asset values of 
the two classes without the imposition 
of any sales load, fee, or other charge; 

(ii) The expenses, including payments 
authorized under a plan adopted pursu-
ant to § 270.12b–1 (‘‘rule 12b–1 plan’’), for 
the target class are not higher than the 
expenses, including payments author-
ized under a rule 12b–1 plan, for the 
purchase class; and 

(iii) If the shareholders of the target 
class approve any increase in expenses 
allocated to the target class under 
paragraphs (a)(1)(i) and (a)(1)(ii) of this 
section, and the purchase class share-
holders do not approve the increase, 
the company will establish a new tar-
get class for the purchase class on the 
same terms as applied to the target 
class before that increase. 

(3) A conversion feature providing 
that shares of a class in which an in-
vestor is no longer eligible to partici-
pate may be converted to shares of a 
class in which that investor is eligible 
to participate, provided that: 

(i) The investor is given prior notice 
of the proposed conversion; and 

(ii) The conversion is effected on the 
basis of the relative net asset values of 
the two classes without the imposition 
of any sales load, fee, or other charge. 

[60 FR 11885, Mar. 2, 1995, as amended at 62 
FR 51765, Oct. 3, 1997; 66 FR 3759, Jan. 16, 2001; 
69 FR 46390, Aug. 2, 2004] 

§ 270.19a–1 Written statement to ac-
company dividend payments by 
management companies. 

(a) Every written statement made 
pursuant to section 19 by or on behalf 
of a management company shall be 
made on a separate paper and shall 
clearly indicate what portion of the 
payment per share is made from the 
following sources: 
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