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The Emerging Popularity Of Interval Funds 

By Steven Boehm, Harry Pangas and Payam Siadatpour 

Law360, New York (May 30, 2017, 11:57 AM EDT) -- In the past few months, there has 
been a considerable upsurge in interest in interval funds by money managers in light of 
the investor demand and appetite for them. The purpose of this article is to provide a 
brief overview of interval funds and explore the reasons why investors and money 
managers alike may continue to flock to them. 
 
What are Interval Funds? 
 
Interval funds are closed-end investment companies registered under the Investment 
Company Act of 1940 (1940 Act). Like all closed-end funds, the securities issued by 
interval funds are not redeemable by shareholders, meaning that they cannot be sold 
back to the fund upon the shareholder’s demand. Although the shares of interval funds 
typically do not trade on a securities exchange or other secondary market, interval 
funds are required to offer to repurchase their shares, at a price equal to net asset 
value (NAV), from shareholders at periodic, predetermined intervals in accordance 
with Rule 23c-3 under the 1940 Act. It is this regulatory “guarantee” of liquidity, 
including with respect to the sale price (i.e., at NAV), that differentiates interval funds 
from other closed-end funds. 
 
Specifically, Rule 23c-3 requires an interval fund to adopt a “fundamental policy” 
regarding the frequency at which it will offer to repurchase its shares. Under Rule 23c-
3, an interval fund’s periodic interval between repurchase offers must be every three, 
six or 12 months. In other words, an interval fund must offer to repurchase its shares 
either once per year, twice per year or four times per year. In addition, Rule 23c-3 
requires each repurchase offer to be for no less than 5 percent and no more than 25 
percent of the fund’s outstanding shares. It also provides that the purchase price at 
which shares are repurchased must be at the NAV of the fund’s shares. The obvious 
purpose of these requirements is to ensure that each repurchase offer represents a 
meaningful liquidity opportunity for the interval fund’s shareholders. Importantly, 
Section 13 of, and Rule 23c-3 under, the 1940 Act work in tandem to prohibit an 
interval fund from changing the “fundamental policy” with respect to its repurchase 
obligation unless approved by vote of a majority of its outstanding voting securities. 
 
In addition to any repurchase offer made under Rule 23c-3 of the 1940 Act, we have 
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been advised by the staff of the Division of Investment Management of the U.S. Securities and Exchange 
Commission that interval funds may also conduct tender offers to repurchase shares from its 
shareholders in accordance with the requirements of Rule 13e-4 of the Securities Exchange Act of 1934 
(1934 Act). As tender offers are completely discretionary, an interval fund can enhance the frequency of 
repurchase offers it has adopted as a “fundamental policy” by offering additional repurchase 
opportunities if, at the discretion of the interval fund’s board of directors, such a tender offer would be 
in the best interest of the interval fund’s shareholders. The ability to conduct repurchase offers pursuant 
to both Rule 23c-3 under the 1940 Act and Rule 13e-4 of the 1934 Act provides interval funds with 
greater flexibility than similar products offer. 
 
How Do Interval Funds Raise Capital? 
 
Interval funds typically offer their shares for sale to the public on a continuous basis at a price based on 
the net asset value of their shares. As a result, interval funds register the public offer and sale of their 
shares with the SEC pursuant to Rule 415(a)(1)(ix) under the Securities Act of 1933 (1933 Act), which 
subjects their registration statements to review and comment by the SEC staff. Once the SEC review and 
comment process has been completed and the registration statement has been declared effective by 
the staff, the interval fund may commence sales of its shares. If any material events occur after the 
effective date of its registration statement, the interval fund will need to file a prospectus supplement 
with the SEC to update the information contained in the final prospectus included in its effective 
registration statement and deliver the prospectus supplement, together with the final prospectus, to 
potential investors. 
 
Are There Any Novel Aspects About the Interval Fund Offering Process As Compared to the Offering 
Process for Other Nontraded Products? 
 
As it relates to the SEC staff’s review, the interval fund offering process is largely the same as the 
offering process for any registered security, including nontraded registered closed-end funds, nontraded 
business development companies (BDCs), and real estate investment trusts (REITs). Interval funds do, 
however, enjoy significant regulatory benefits in connection with their offering process that are not 
available to other nontraded products. Some of those benefits include: 
 
“Covered Security”; Not Subject to Blue Sky Laws 
 
As a registered investment company, an interval fund’s securities are considered “covered securities” 
under Section 18 of the 1933 Act. As a result, an interval fund will not need to qualify the offering of its 
shares under the blue sky laws of the states in which it offers and sells its securities. Thus, unlike 
nontraded BDCs and REITs, interval funds are not subject to a substantive state review of their offerings. 
Instead, interval funds need to file a state notification filing only in states in which it intends to sell its 
securities. This is a significant advantage, from both cost and timing standpoints, that nontraded interval 
funds (as well as other nontraded registered closed-end funds) have over nontraded BDCs and REITs. 
 
Not Subject to Substantive FINRA Review, but Instead Subject to FINRA’s Sales Charge Rule 
 
The Financial Industry Regulatory Authority, which, among other things, regulates the compensation 
paid to underwriters in connection with public offerings, has issued guidance that specifically exempts 
interval funds from FINRA Rule 5510 (Corporate Financing Rule), which other nontraded products, such 
as other registered closed-end funds, BDCs and REITs, still have to contend with. The Corporate 
Financing Rule requires that underwriters file certain material with FINRA in connection with a public 



 

 

offering subject to the rule, and also requires FINRA to make a determination as to whether the 
underwriting compensation arrangements are “fair and reasonable.” An offering subject to the 
Corporate Financing Rule cannot proceed until the underwriting terms have been approved by FINRA. 
Interval fund offerings, on the other hand, do not require any such FINRA filing or FINRA determination. 
The fact that interval funds are not subject to the Corporate Financing Rule results in considerable cost 
and time savings. 
 
Although FINRA exempts interval funds from the Corporate Financing Rule, it subjects them to FINRA 
Rule 2341 (Sales Charge Rule), which governs, among other things, underwriting compensation paid in 
connection with the sale of shares of mutual funds, given that “the distribution of interval fund shares is 
conducted and financed in a manner more similar to that used by open-end funds than the method used 
by traditional closed-end funds ....” 
 
FINRA Rule 2341 prohibits “excessive” sales charges payable by investors to a broker-dealer in 
connection with a sale of shares of an interval fund. The rule governs aggregate front-end and deferred 
sales charges, as well as continuing asset-based compensation payable to broker-dealers. The Sales 
Charge Rule imposes a regulatory cap on the fees that can be charged to an investor, which is generally 
determined on a basis of the percentage of the offering price of each share of the interval fund. 
 
Under the Sales Charge Rule, the applicable limit on sales charges depends upon the fee structure of the 
interval fund’s shares and ranges from the high end of 8.5 percent of the offering price to the low end of 
6.25 percent of total gross sales. Interval funds may charge investors a front-end sales charge and/or a 
continuing asset-based fee that generally takes the form of either a “distribution fee” or a “service fee.” 
A distribution fee is an asset-based sales charge that compensates broker-dealers for effecting sales for 
the fund. Any such distribution-related asset-based sales charge may not exceed 0.75 percent of the 
average annual net assets of the fund. A service fee is a payment by an investment company for 
personal services and/or the maintenance of shareholder accounts and may not exceed 25 basis points 
of the average annual NAV of the shares. 
 
Automatic or Immediate Effectiveness of Certain Registration Statements 
 
Pursuant to Rule 486 under the 1933 Act, interval funds are permitted to update their registration 
statements by filing post-effective amendments that, in certain circumstances, become automatically 
(60 days after filing) or immediately effective. Rule 486, which is not available to other nontraded 
vehicles, including other registered closed-end funds, BDCs and REITs, affords significant benefits to 
interval funds with respect to complying with the updating requirements under the 1933 Act and 
provides more certainty that they will have a continuously effective registration statement in connection 
with the offering of their shares. 
 
Easier and More Efficient Distribution Methods 
 
It is said that in real estate the three most important factors are location, location and location. For any 
continuous offering in the retail investor channel, the three most important factors are distribution, 
distribution and distribution. Stemming from the view that interval funds are similar to open-end funds, 
the manner in which interval funds are distributed is considerably more efficient than the manner in 
which more traditional nontraded closed-end funds are sold. Unlike other nontraded closed-end funds, 
interval funds can be sold through an electronic platform, referred to as “point and click,” without the 
use of a written subscription agreement. In addition, many large brokerage firms have demonstrated a 
greater willingness to place interval funds on their selling platforms as compared to other nontraded 



 

 

closed-end funds, largely because of the predictable liquidity that interval funds offer to shareholders. 
 
What are the Key Operational Considerations in Managing an Interval Fund? 
 
From an operational standpoint, Rule 23c-3 of the 1940 Act requires interval funds to determine the 
current NAV of their shares no less frequently than weekly. However, interval funds must determine the 
current NAV of their shares on a daily basis during the five business days preceding a “repurchase 
request deadline,” which is the designated date by which interval funds must receive a repurchase 
request by a shareholder in response to their repurchase offers. As a practical matter, however, all 
interval funds that are currently in existence determine NAV daily because they are offering and selling 
their securities on a daily basis. The necessity to determine the fund’s NAV daily means that it must 
maintain the appropriate policies and procedures that provides for an accurate valuation of the fund’s 
assets. 
 
Moreover, while interval funds are not specifically limited to a particular investment strategy, both the 
requirement to conduct regular repurchase offers and the necessity to determine NAV daily in 
connection with their selling activities suggests that as a practical matter, an investment strategy that 
includes a meaningful component of liquid securities is most appropriate for interval funds. 
Notwithstanding the foregoing, so long as the portfolio manager maintains a sufficient level of liquidity, 
interval funds can invest in illiquid assets like real estate, equity investments in private companies, and 
directly originated loans. In that regard, Rule 23c-3 of the 1940 Act requires an interval fund to maintain 
assets that “can be sold or disposed of in the ordinary course of business, at approximately the price at 
which the company has valued the investment” in an amount that is equal to the total repurchase offer 
amount, and to generally do so for the period of time beginning on the date that the company first 
sends the repurchase request offer through the actual payment date. 
 
Why are Investors and Money Managers Flocking to Interval Funds? 
 
Given the unique attributes of interval funds, including the mandated repurchase requirement, the 
regulatory benefits associated with their exemption from a substantive state and FINRA review process 
and their ability to more efficiently maintain a continually effective registration statement, and their 
access to larger distribution platforms, interval funds offer significant benefits to both investors and 
money managers. Considering the regulatory and distribution-related benefits that interval funds offer, 
both asset management firms and investors will likely make them an ever-increasing investment vehicle 
of choice for the foreseeable future. 
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