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Dear Mr Adéms:

This letter responds to your letter of September 24, 1996. In your letter, you ask
whether a fund must send a current prospectus to an existing shareholder if the shareholder
makes additional purchases. ’

The Securities Act of 1933 requires issuers, including mutual funds, to deliver a
"statutory" prospectus to each investor prior to or with confirmation of a sale.! This obligation
applies with respect to purchases made by both new investors and existing shareholders.

Many funds satisfy their prospectus delivery obligation with respect to purchases made
by new investors by including a statutory prospectus with the confirmation of the sale. With
respect to subsequent purchases made by shareholders, however, many mutual funds do not
deliver a statutory prospectus with the confirmation. Rather, they satisfy their prospectus
delivery obligation by delivering to each sharcholder an updated statutory prospectus on an
annual basis.> This satisfies the prospectus delivery requirement because the Securities Act o

' Section 5(b)(2). A “statutory prospectus” is a prospectus meeting the requirements of

Section 10(a) of the Securities Act.

2 The Securities Act requires a fund that is making a continuous offering of its securities
to maintain a "current" statutory prospectus. Specifically, Section 10(a) (3) of the Securities Act
requires that any prospectus used more than 9 months after the registration statement’s effective
date must contain financial and other information as of a date not more than 16 months prior to
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permits a fund to deliver the statutory prospectus before the confirmation. As long as the
statutory prospectus that the fund delivered to the shareholder is current when the shareholder
makes additional purchases, the Securities Act does not require the fund to deliver another
statutory prospectus with the purchase.® If the prospectus that was previously delivered to the
shareholder is not current at the time of the purchase, the fund must deliver to the shareholder
a copy of the latest prospectus before or at the time of the additional purchase.

The annual delivery of an updated statutory prospectus also permits a fund to send to
shareholders other communications during the year that might otherwise be prohibited. Sales
literature generally meets the definition of the term "prospectus” in the Securities Act, and so
must comply with Securities Act requirements relating to prospectuses. Sales literature sent
with or after the delivery of a statutory prospectus, or "supplemental sales literature, " however,
is excluded from the definition of prospectus.’ As a result, supplemental sales literature may
include any information that is not misleading -- it generally is not subject to specific
requirements as to content. Many funds rely on the exclusion for supplemental sales literature
to provide to investors a form, attached to periodic account statements, that may be used to
purchase additional shares. '

I hope that this answers your question. Please contact me at (202) 942-0660 [Fax: (202)
942-9659] if you wish to discuss this matter further or if you require additional information.

Sincerely,

Qm O Moo

ohn V. O’Hanlon
Assistant Chief Counsel

attachment

such use. A fund making a continuous offering of its securities can update its prospectus by
filing a post-effective amendment to its registration statement that contains updated financial
statements and other information.

>  See Letter to Registrants from Carolyn Lewis (Jan. 3, 1991) (attached).

4 Section 2(10) of the Securities Act generally defines the term “"prospectus” to include any

notice, circular, advertisement, letter, or communication, written or by radio or television, that
offers any security for sale or confirms the sale of any security.

% See Section 2(10)(a) of the Securities Act.
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Dear Mr O'Hanlon,

Mutual fund disclosure - Subsequent investments

I have spoken to a colleague of mine, Dianne Weinstein, who has suggested that 1 contact you
as you might be ablc to help me.

Would you please arrange for this facsimilc to be given lo someonc appropriate in your officc
so that they could provide me with a short reply to the question below. Any assistance that
you and your colleagues could provide would be greatly appreciated.

The Branch is involved in 2 number of projccts related to appropriate offer document
disclosure in relation to mutual funds (ie: in Australia, collective investment schemes). Onc of
these projects involves consideration of appropriate disclosure for subsequent investmoents by
existing investors of a mutyal fund (ie: the information requirements for investors who have
already invested in a mutual fund and who want {o make a subsequent additional investment
n that mutual fund or another mutual fund provided offered by the same investment
cotnpany).

Gencrally, without relief provided by administrative action by the ASC, the Corporations
Law of Australia requires both initial and exisling investors in collective investment schemes
to apply for an interest (ie: initial or further intercst) in the scheme by complcting an
application form attached to a copy of the current registered prospectus. The rationale is that
the investor should reccive all material information before each investnient decision,
. ! : i
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The information in this fucsimilc is confidontial, intended only for uso of the individual ur eafity named above, and may bo priviloged. IF

You arc not the intended recipient, aay dissomination, copying o' use of the information is § iedy peohibited. If you have recsived this
facsimily in error, pleaxe talophons me imtsdiatoly and remen'the original fawsitilo (0 mé at GPO Nox AR66, Sydncy NSW 2000,
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Presently, thc ASC is considering granting conditional relief from this requirement on the
basis. that management companies of collective investment schemes provide current

information to existing invcstors by other equally elTective means.

On our review of requirements in the United States, we are s}ill' not $ure how the provisions
of the Securifies Act 1933, Securities Exchange Act 1934 and Investment Company Act 1940
and any relevant rules of the SEC operale in relation to- offer document disclosure for

subsequent investments by existing investors in a mutual fund.

In esscnce, i3 jt the combined effect of these pravisions that an existing investor in a mutual

fund must receive, whether it be from an adviscr or the relevant investment company, a copy

of the current registered prospectus in relation to the mutual fulnd .at least before or at the time
]

of confirmation of the subsequent investmoent. o '

Or is it the case, that an existing investor is able to make subsequent investments in a mutual
fund without having to reccive a copy of the relevant current registered prospectus, If this is
the case, is this because, the investor receives telatively detailed annual information from the
investment company regarding the mutual fund under the US| securities legislation and SEC

rules,

For you information most investors in collective investment schemes in Australia apply for
intercsts in a collective investment scheme either via an investment adviser or directly, In
either case, that investiment is madec by complction and delivery of an application form

attached to a copy of the current registered prospectus.

Would you please arrange for someone appropriate to rcle] to this question as scon as

possible. A brief reply is more than sufficient.
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If the reply could be sent to:

Mark Adams

Regulatory Policy Branch

Office of the Chairman
Australtan Securities Cornmission
GPO Box 4866

Sydney NSW 2001

Australia. '

Facsimile number is as above.
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Any information that you or any of your colleagucs could provide on this issue would be

gteatly appreciated. : _ :

I am making a similar request the Investment Management Regi_u]atnry Organisation, United

Kingdom.

Your sincerely,

/A

Marck Adams :
Regulatory Policy Branch.

UARRGHOL\COMMONWORINMAR KAMPERCS\FREC T

The informatiott iu this facsimilo iy vonfidential, intondod only for usc of the individital oz enl
you ara nol the intonded revipiont, any disseminativn, opying or use of the information is &t
tacsinilo in crvoy, pl lolephone mo immodiately and return the original facsimile to ye

ty bamed above, aud may be privilaged. [f -
ictly prohibited, 1f you have receivod this
al GPO Box 4R66, Sydney NS'W 2000.

3



