
 
 
 
 
 
 
 
 
 
 
 

A closer look 
Impact of the SEC’s AFFE Rule on BDCs  
What is the AFFE Rule? 

― The Securities and Exchange Commission’s (SEC) acquired fund fees and expenses rule (AFFE 
Rule) requires registered funds, such as mutual funds and index funds that invest in other 
funds, including business development companies (BDCs), to include a separate line item 
titled “Acquired Fund Fees and Expenses” (AFFE) in the “Fees and Expenses” table contained 
in their SEC disclosure documents.  

● The separate AFFE line item must include the registered fund’s pro rata share of the 
“acquired fund’s” (i.e., the BDC’s) expenses (including interest expense), which is 
then added to the registered fund’s overall expense ratio.  

― AFFE disclosure requirements have no impact on the financial statements of registered funds, 
including their net asset value per share calculations (i.e., it only impacts the disclosure in 
the “Fees and Expenses” table). 

 
The Impact of the AFFE on BDCs 

― In early 2014, S&P and Russell removed BDCs from the indices administered by them due to 
concerns cited by their clients (i.e., registered funds) regarding the impact of the AFFE Rule 
on the registered funds’ overall expense ratios as a result of the inclusion of BDCs. 

 
Consequences of the Exclusion of BDCs from Indices  

― Less institutional ownership in the BDC space  
― Reduced market depth and liquidity for all investors 
― Less independent third-party research coverage 
― Generally lower trading prices of BDC stocks  

 
What Could Be Done? 

― When the SEC approved the AFFE Rule in 2006, it stated its belief that the AFFE Rule would 
not have “an adverse impact on capital formation.”  

● This belief has been proven to be inaccurate in light of the 2014 actions by S&P and 
Russell and the resulting impact on the BDC capital markets. 

― Congress indicated in the 2017 House Appropriations Bill Report that it would like the SEC to 
revisit the AFFE Rule as it pertains to BDCs. 

― The SEC should issue interpretive guidance or engage in rulemaking to reverse the 
substantial negative impact of the AFFE Rule on BDCs.   

● Viable solutions include: 
o Permitting the removal of the AFFE line item from the expense table and 

instead allow it to be disclosed in a footnote to the expense table 
o Extending guidance in the SEC Staff 2007 Q&A related to structured finance 

vehicles to BDCs  
o Requiring that only the direct costs of investing in acquired funds be included 

in the AFFE line item   
o Permitting the omission of the AFFE line item if aggregate holdings of 

acquired funds are not a significant component of the acquiring fund’s 
investment portfolio 
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