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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)(1) A majority of the directors of
the investment company are not inter-
ested persons of the company, and
those directors select and nominate
any other disinterested directors of the
company; and

(2) Any person who acts as legal
counsel for the disinterested directors
of the company is an independent legal
counsel.

(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
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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]

§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:

(1) Net income for the current or pre-
ceding fiscal year, or accumulated un-
distributed net income, or both, not in-
cluding in either case profits or losses
from the sale of securities or other
properties.

(2) Accumulated undistributed net
profits from the sale of securities or
other properties (except that an open-
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end company may treat as a separate
source its net profits from such sales
during its current fiscal year).

(3) Paid-in surplus or other capital
source.

To the extent that a payment is prop-
erly designated as being made from a
source specified in paragraph (a) (1) or
(2) of this section, it need not be des-
ignated as having been made from a
source specified in this paragraph.

(b) If the payment is made in whole
or in part from a source specified in
paragraph (a)(2) of this section the
written statement shall indicate, after
giving effect to the part of such pay-
ment so specified, the deficit, if any, in
the aggregate of (1) accumulated undis-
tributed realized profits less losses on
the sale of securities or other prop-
erties and (2) the net unrealized appre-
ciation or depreciation of portfolio se-
curities, all as of a date reasonably
close to the end of the period as of
which the dividend is paid. Any state-
ment made pursuant to the preceding
sentence shall specify the amount, if
any, of such deficit which represents
unrealized depreciation of portfolio se-
curities.

(c) Accumulated undistributed net
income and accumulated undistributed
net profits from the sale of securities
or other properties shall be deter-
mined, at the option of the company,
either (1) from the date of the organiza-
tion of the company, (2) from the date
of a reorganization, as defined in clause
(A) or (B) of section 2(a)(33) of the Act
(54 Stat. 790; 15 U.S.C. 80a-2(a)(33)), (3)
from the date as of which a write-down
of portfolio securities was made in con-
nection with a corporate readjustment,
approved by stockholders, of the type
known as ‘‘quasi- reorganization,” or
(4) from January 1, 1925, to the close of
the period as of which the dividend is
paid, without giving effect to such pay-
ment.

(d) For the purpose of this section,
open-end companies which upon the
sale of their shares allocate to undis-
tributed income or other similar ac-
count that portion of the consideration
received which represents the approxi-
mate per share amount of undistrib-
uted net income included in the sales
price, and make a corresponding deduc-
tion from undistributed net income

§270.19a-1

upon the purchase or redemption of
shares, need not treat the amounts so
allocated as paid-in surplus or other
capital source.

(e) For the purpose of this section,
the source or sources from which a div-
idend is paid shall be determined (or
reasonably estimated) to the close of
the period as of which it is paid with-
out giving effect to such payment. If
any such estimate 1is subsequently
ascertained to be inaccurate in a sig-
nificant amount, a correction thereof
shall be made by a written statement
pursuant to section 19(a) of the Act or
in the first report to stockholders fol-
lowing discovery of the inaccuracy.

(f) Insofar as a written statement
made pursuant to section 19(a) of the
Act relates to a dividend on preferred
stock paid for a period of less than a
year, a company may elect to indicate
only that portion of the payment
which is made from sources specified in
paragraph (a)(1) of this section, and
need not specify the sources from
which the remainder was paid. Every
company which in any fiscal year
elects to make a statement pursuant to
the preceding sentence shall transmit
to the holders of such preferred stock,
at a date reasonably near the end of
the last dividend period in such fiscal
year, a statement meeting the require-
ments of paragraph (a) of this section
on an annual basis.

(g) The purpose of this section, in the
light of which it shall be construed, is
to afford security holders adequate dis-
closure of the sources from which divi-
dend payments are made. Nothing in
this section shall be construed to pro-
hibit the inclusion in any written
statement of additional information in
explanation of the information re-
quired by this section. Nothing in this
section shall be construed to permit a
dividend payment in violation of any
State law or to prevent compliance
with any requirement of State law re-
garding dividends consistent with this
rule.

CROSS REFERENCE: For interpretative re-
lease applicable to §270.19a-1, see No. 71 in
tabulation, part 271 of this chapter.

[Rule N-19-1, 6 FR 1114, Feb. 25, 1941. Redes-
ignated at 36 FR 22901, Dec. 2, 1971 and
amended at 38 FR 8593, Apr. 4, 1973]
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