in 8 561 with certain modifications). Sec-ogous requirements in the rules under the
tion 561 defines the deduction for divi-1940 Act. See Rule 18f-3(a), 17 CFR
dends paid and applies the rules of § 56270.18f-3(a), andxemptions for Open
to determine which dividends are eligibleEnd Management Investment Companie:
for the deduction for dividends paid. Sectssuing Multiple Classes of Stes In-
tion 562(c) provides that the amount ofestment CompanAct Release No.
any distribution is not considered a divi20,915, 60 Fed. Red.1,876 at11,878
dend for purposes of computing the divi{Mar. 2, 1995).
dends paid deduction under § 561 unless .01 Each Qualified Group shall have a
the distribution is pro rata, does not prefedifferent arrangement for shareholder ser
any share of stock of a class over anyices or the distribution of shares or both,
other share of stock of that same clasgnd shall be allocated and shall pay the
and does not prefer one class of stodiees and expenses of that arrangement.
over another class except to the extent -02 Each Qualified Group may be allo-
that one class is entitled (without refercated and may pay aftérent share of
ence to waivers of their rights by shareother fees and expenses, not including ac
holders) to the preference. visory or custodial fees or other fees anc
.02 Many RICs have issued groups ofXpenses related to the management c
shares that represent interests in the sati¢ RICs assets, if these expenses are a
portfolio of securities but have differenttu@lly incurred in a dferent amount by
arrangements for shareholder services §tat Qualified Group, or if the Qualified
the distribution of shares or both. BeGroup receives services of afféirent
cause the fees for these arrangements afffld or to a diferent degree than other
services may var shareholders with Qualified Groups.
equivalent investments in the same fund ‘03 Each Qualified Group—
may receive dferent distributions To (1) Shall be allocated and shall pay
permit open-end management investmef{? @dvisory fee and other fees and e
companies to issue these groups of shar@§NSes related to the management of th

the Securities and Exchange CommissioR|C's assets (inclu_ding custodial fees anc
(SEC) has adopted Rule 18f-3, 1F&. tax return preparation fees) on the basis o

270.18f-3, under the Investment 1@o the net asset value of the Qualified Grouf
pary Act of 1940, 15 U.S.C. 80a-1 to _g4in relation to the net asset value of the
(1940 Act). RIC, except as described in paragraph (2)

.03 Rev. Proc. 96-47, 1996-2 C.B. 338 2"
describes conditions under which distrib- . (2) May pe allocated and may pay a
fferent advisory fee to the extent that

utions made to shareholders of a RIC ma dff . t paid is th it
vary and nevertheless be deductible a y diference in amount paid 1S the resu
of the application of the same perfor-

dividends under 8§ 562. ReProc. 96-47 . : )
... mance fee provisions in the advisory con-
does not address the treatment of distriby- . .
. L ract to the diferent investment perfor-
tions to shareholders thatfféir in part as -
. ) mance of each Qualified Group.
a result of the allocation of the benefit of a . o
. . .04 The rights and obligations of the
R P 99-40 waiver or reimbursement of a fee or-e shareholders of each Qualified Group are
ev. Proc. 99- _
pense. Furthermore, ReProc. 96-47 set forth in the RIG aganizing docu-

SECTION 1. PURPOSE does not address variations in dISmbur'nents. Except as otherwise provided in

tions that arise as a result of the allocatio&is revenue procedure, each Qualified
This revenue procedure describes coef performance-based advisory fees. Group is entitled to dist’ributions calcu-

ditions under which distributions made to ;
lated under those documents in the sam
shareholders of a regulated investmerﬁECTION 3. SCOPE

manner and at the same time as all othe
company (RIC) may vary and neverthe- Thijs revenue procedure applies to gualified Groups. For purposes of this
less be deductible as dividends undeg|c described in § 851(a) and § 851(b)(1¢alculation, fees and expenses are allo
§ 562 of the Internal Revenue Code.  that issues groups of shares (Qualifiedated under those documents to eac!
SECTION 2. BACKGROUND Groqps) that meeF the requi_rem_ents of_thi@ualified G.r.oup at the same t'irpe as to al
section The requirements in this sectionother Qualified Groups. @anizing doc-

.01 Section 852(b)(2)(D) allows a RICare to be interpreted in a manner consisiments are documents of the RIC that fix

a deduction for dividends paid (as definetent with the SEG interpretation of anal- the rights and obligations between the




RIC and the shareholders and that are aby Clas A, and Class B shares are alloSECTION 6. EFFET ON OTHER
proved by a majority of the directors ofcated a transfer agency fee pursuant ®EVENUE PROCEDURES
the RIC. section 3.02 on the basis of the amount in- ]
.05 Each Qualified Group separatelcurred by Class B, the transfer agent may R&/: Proc. 96--47, 1996-2 C.B. 338, is

meets the requirements of § 67(c)(2)(Bjvaive all or part of the Class B transfefMPplified and superseded.
(defining the reguired characteristics ofigency fee. Because the Class B tran5f§ECTION 7 EEEECTIVE BTE
shares of a publiclyftered RIC). agency fee was allocated to Class B on

the basis of the amount incurred by Class This revenue procedure iffective Oc-
EEFI\;II-IIB?JI\I;;‘EVIQ//IAI\EI\I\/I'EFESAND B, the benefit of a waiver of the Class Bober 28, 1999.

transfer agency fee is allocated entirely to
Any waiver or reimbursement of a feeClass B, and no portion of the waiver mafp RAFTING INFORMATION

or expense incurred by the RIC shall medte allocated to Clag\. The principal author of this revenue
the following requirements: .03 Advisory fees and other expense rocedure is SusaThompson Baker of
.01 Fees and expenseelated to related to the management of the corpc{ghe Office of Assistant Chief Counsel (Fi-
arrangements for shiaholder services or ration's assets~(1) General rule The o5 o oo g Products). For
the distribution of shas The benefit of benefit of a waiver or reimbursement of 8 o ntormagion regarding this revenue
a waiver or reimbursement of all or parfee or expense that is described in.seCtiopnrocedure, contact Susan Baker at (202
of a fee or expense that is described i%03(1) of this revenue procedure is allog,,, 29,4 (not a toll-free call)
section 3.01 of this revenue procedure fgated to all shares by net asset value, re- ‘
allocated to the Qualified Group of sharegardless of Qualified Group, except as
on behalf of which the fee or expense wagrovided in paragraph (2) of this section.
incurred Thus, for example, if a RIC  (2) Performance feesA RIC whose
meeting the requirements of this revenuadvisory contract contains performance
procedure issues Cka& shares bearing afee provisions described in section
Rule 12b-1 fee of .50 percent of net ass@03(2) of this revenue procedure shall
value and issues Class B shares bearing@mply with the requirement in this sec-
Rule 12b-1 fee of .75 percent of net asséibn 4.03(2) instead of that contained in
value, a distributor may waive all or partsection 4.03(1) of this revenue procedure.
of the Class B Rule 12b-1 fee. Becausk, under these performance fee provi-
the Class B Rule 12b-1 fee was allocatesions, a Qualified Group is allocated an
to Class B on the basis of the amount iredvisory fee that exceeds the advisory fee
curred by Class B, the benefit of a waivethat would have been allocated to that
of the Class B Rule 12b-1 fee is allocate@ualified Group if its performance were
entirely to Class B, and no portion of theequivalent to that of the index or other
waiver may be allocated to Cas. measure of performance under these per-
.02 Other fees and expenseBhe ben- formance fee provisions, then the benefit
efit of a waiver or reimbursement of all orof a waiver or reimbursement of all or
part of a fee or expense described in segart of the excess shall be allocated to the
tion 3.02 of this revenue procedure is alQualified Group to which the excess is al-
located in accordance with the method gbcated The benefit of any waiver or re-
allocation of the fee or expense pursuamfbursement of any other portion of the
to section 3.02. If pursuant to sectiomdyisory fee shall comply with section

3.02 the fee or expense was allocated Qf103(1) of this revenue procedure.
the basis of the amount incurred on behalf

of each Qualified Group, the benefit of HSEECTION 5. PROCEDURE

waiver or reimbursement of the fee or ex- . o

pense described in section 3.02 iall If variations in distributions to shar
cated to the Qualified Group of shares off°lders of diferent Qualified Groups
behalf of which the expense was incurred@Xist solely as a result of the allocation
If pursuant to section 3.02 the fee or ex@nd payment of fees and expenses and
pense was allocated on the basis of ndie allocation of the benefit of waivers
asset value, the benefit of a waiver or reédnd reimbursements of fees and expenses
imbursement of the fee or expense is alldn accordance with the applicable provi-
cated by net asset valu&hus, for exam- sions of section 3 and 4 of this revenue
ple, if Clas A shares are allocated aprocedure, these variations do not pre-
transfer agency fee pursuant to sectiovent the distributions from being div
3.02 on the basis of the amount incurredends under § 562.




