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with the Commission’s encouragement
of simplified prospectuses.

I. Background
Both the multiple class and master-

feeder structures may benefit
shareholders and fund sponsors. These
structures may increase investor choice,
result in efficiencies in the distribution
of fund shares, and allow fund sponsors
to tailor products more closely to
different investor markets. Fund
sponsors assert that multiple classes
may enable funds to attract larger asset
bases, permitting them to spread fixed
costs over more shares, qualify for
discounts in advisory fees
(‘‘breakpoints’’), and otherwise
experience economies of scale, resulting
in lower fees and expenses. They also
state that multiple classes avoid the
need to create ‘‘clone’’ funds, which
require duplicative portfolio and fund
management expenses. Furthermore,
fund sponsors state that a larger asset
base permits greater portfolio liquidity
and diversification.

Master-feeder funds may achieve
similar benefits of economies of scale,
thus potentially lowering expenses, and
also allow several different small funds
access to the same management and
compliance personnel. The master-
feeder structure allows a fund sponsor
to offer feeder funds that invest in
specialized portfolios, even though the
sponsor’s expected asset base may not
justify organizing a stand-alone fund for
that market or market segment.
Sponsors also use this structure to offer
off-shore and other unregistered feeder
funds.3

Investor understanding of sales and
service charges in both arrangements,
however, has been a subject of concern
to the Commission.4 Some
commentators have asserted that the
complexity generated by these
arrangements may confuse many
investors, who often may not
understand them or the effect that fees
have upon performance.5

On December 15, 1993, the
Commission proposed for public
comment rule 18f–3 and related
amendments to rule 12b–1 under the
Investment Company Act and
advertising and prospectus disclosure
requirements.6 Among other things, rule
18f–3 would have allowed funds to
issue multiple classes of shares without
the need to apply for and receive an
exemption from the Commission and
largely would have codified the
exemptive orders. The proposal also
would have made consistent the
disclosure requirements of Form N–1A
for multiple class and master-feeder
funds by imposing disclosure
requirements based on those in the
multiple class exemptive orders. These
requirements would have included a
prominent legend following the fee table
disclosing the availability of other
classes or feeder funds not offered in
that prospectus, and an undertaking to
provide investors with additional
information about other classes or
feeder funds. They also would have
required full cross-disclosure in the
prospectus about any other classes or
feeder funds that were offered or made
available through the same broker,
dealer, bank, or other financial
intermediary, and permitted investors to
choose among alternative arrangements
for sales and related charges. The
proposal also would have required a
line graph comparing the hypothetical
value of holdings of the classes or feeder
funds described in the prospectus upon
redemption at the end of each year
during a ten-year period. The proposal
would have made conforming changes
to advertising and sales literature rules
and Form N–14. A related amendment
to rule 12b–1 would have clarified that
a rule 12b–1 plan must treat each class
separately and required separate
director and shareholder approval.

II. Discussion

The Commission received 24
comments on the proposal.7 Most of the
commenters were fund groups, law
firms, and trade associations. Although
all commenters favored a rule allowing

multiple class structures without the
need for exemptive orders, most
strongly opposed the proposed
disclosure requirements. The
Commission is adopting rule 18f–3 and
related prospectus disclosure
requirements with modifications that
address the comments received. Rule
18f–3 allows funds flexibility in
tailoring many aspects of their multiple
class structures, overseen by the board
of directors, while preserving investor
protection conditions based on the
exemptive orders and derived from the
concerns underlying section 18. The
Commission has reconsidered the
disclosure aspects of the proposal in
light of the strong opposition of the
commenters, and is adopting much less
extensive requirements than proposed.
The rule and form amendments will
give investors the means to obtain
information about certain other classes
or other feeder funds investing in the
same master fund, but do not require
extensive cross-disclosure in
prospectuses and advertisements.

A. Rule 18f–3
The Commission is adopting rule 18f–

3 to create a limited exemption from
sections 18(f)(1) and 18(i) 8 for funds
that issue multiple classes of shares
with varying arrangements for the
distribution of securities and provision
of services to shareholders. Multiple
class funds relying on existing
exemptive orders would be allowed to
use the rule but would not be required
to do so.9 The Commission has made
several modifications to the rule in view
of the comments received.

The rule largely codifies the
exemptive order approach of addressing


