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DIVISION 01" 

UNITED STATES 

SECURITIES AND EXCHANGE COMMISSION 
WASHINGTON, D.C. 20549 

MARUT REGULATION 
December 12, 2006 

Mr. Jeffrey H. Long 
Vice Presiden~ Controller, and 

Assistant Treasurer 
John Hancock Funds, LLC 
601 Congress Street, 10t11 Floor 
Boston,MA 02210-2805 

RE: Request For No-Action Relief Under Rule 15c3-1Cc)(2)Cil(C) With Respect To Certain 
Deferred Tax Liabilities. 

Dear Mr. Long: 

This is in response to your letter, dated December 8, 2006 on behalf of John Hancock 
Funds, LLC, (the "Finnj in which you requested that the Division of.Marlcet Regulation of the 
Securities and Exchange Commission (''Division") provide No Action relief to the Finn pursuant 
to Securities Exchange Act of 1934 (the "Exchange Acf') Rule 15c3-l(c)(2)(i)(C)1 with respect 
to certain intangi"ble assets and pre-paid selling commiBBions that have related deferred tax 
liabilities. 

L Background 

You have represented the following information with respect to your request: 

Intangible Assets 

In connection with Manulife Financial Corporation's acquisition of the Finn's indirect 
parent, John Hancock Financial Services, generally accepted accounting principles ("GAAP")2 

required the Finn to 1) record an intangi"ble asset on its books representing the value ascn"bed to 
the Firm's retail distn'bution netw91'k as of the date of the acquisition as required by GAAP when 
using purchase accounting. 2) recognize a corresponding increase in additional paid-in capital, 
and 3) recognize a deferred tax liability to account for the income tax~ associated 
with the recognition of the "distn"bution network" asset. 

Pre-paid Commissions 

The Finn is the distn"bution agent for several affiliated registered mutual fonds. Some of 
these affiliated funds sell Class B shares, which do not charge the customer an up-front load, but 
instead 'charge the customer a contingent deferred sales charge if the customer sells the shares 
before a certain time period has elapsed. When another broker-dealer sells Class B shares in one 
of the Finn's affiliated funds, the Finn pays the selling broker-dealer a commission immediately. 

2 
17 C.F.R. § 240.17a-3(a)(l7)(i)(B)(l). 
Securities and F.xcbange Act of 1934 Release No. 18737 (May 13, 1982). 47 FR 23919 (June 2, 1982) 
specifically requires a broker-dealer to adopt the accrual method of aCCOUDting under GAAP for its 
financial reporting. 
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That commission is an expense for tax pmposes, but GAAP requires that the Firm defer 
recognition of the tax benefit because the Firm retains ongoing rights related to the sale of the 
mutual fund shares. Consequently, the Firm 1) records the amount it pays the selling broker­
dealer as an asset (e.g., prepaid commissions), and 2) records a corresponding deferred tax 
liability on its books. 

n. Request for Relief 

Rule 15c3-1 provides that a broker-dealer's net capital is net worth (or assets minus 
liabilities) adjusted for certain items, including a deduction for assets that are not readily 
converbble into cash. Pursuant to this Rule, the Firm is required to deduct both the deferred tax 
liability and the related intangible asset and prepaid commission asset when calculating its net 
capital. 

The FinD requests no-action relief from the Staff under Exchange Act Rule 15c3-
l(c)(l )(i)(C) if the Fiim, when computing net capital on a going-forward basis, adds-back the 
portion of its deferred tax liabilities that directly relate to the abovo-descnbed 1) non-allowable, 
"distnbution intangible network" asset, and 2) non-allowable prepaid commission asset. 

ID. Response 

Based on the facts and representations set forth in your letter, as set forth above, the staff 
of the Division will not recommend enforcement action to the Commission under Exchange Act 
Rule 15c3-l(c)(l)(i)(C) if the Firm, when computing net capital on a going-forward basis, adds­
back the portion of its deferred • liabilities that directly relate to 1) the non-allowable, 
"distribution network9' intangible asset, and 2) the non-allowable prepaid selling commission 
asset. 

This is a position of the Division's staff concerning enforcement action with regard to 
Exchange Act Rule 15c3-l(c)(l)(i)(C) only, and does not pmport to express any legal 
conclusions with respect to the applicability of the statutory or regulatory provisions of the 
federal securities laws. Moreover, this response is based solely upon the facts you have provided 
and the representations you have made, and any different facts or conditions might require a 
different response. This position may be withdrawn or modified if the Division determines that 
such action is necessary in the public interest, for the protection of investors, or otherwise, in 
furtherance of the pmposes of the securities laws. 
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John Hanouck ~ LLC 

601 Conll'QS Sll'llC 
Bostol\ Maaacllu'8lta 0221Ga05 

I>ooombcr 8, 2006 

·Mr. Thomas McGowan 
Assist.ant Director 
U.S. Socmities and Bxd>.ange Commission 
Division of Market Regulation 
100 F SU., NB . 
Washlngton. DC 20549-6628 

Re: John Hancock Fmids ILC- SBC R.ulo 1So3-l(o)(2)(i)(C) 

Doar Mr. ~wan: 

NO. 597 P. 2 

This letter roquests that the staff of the Division of Market Regulation (the 
"Division") of the Secmities aud Exdump Commission (the "SBC") grant John Hancock 
Funds LLC (tho "Fiml'') a .. mm-action" position allowmg tho Firm to mt cm:tli1l dof=red. 
scDing comaUssiom and it¢angible assets with related defmrod tu liabilities when 
compllting net capital under R.ulo 1Sc3-1 ("Rule 15c3·1 ") pnmmlgated undar the 
Socmitiea Bxabange Act of 1934, as amended (the "1934 Aar'), as described iD this 
letter. 

ll1:J1e 15c3-1 

Rule 1Sc3-1 provides that a blt>kcr-dealer's net capital is net worth adjusted for 
certain.items. R.ule 1Sc3-l(c)(2)(iv) requires that abrokar-dcalerdedllQt asset.a that are 
not readily oonvcrti.ble into cash, (''Non-Allowable Assets") ii'om not worth to mive at 
net capital. Rule 1So3-l(c)(2)(iXC) provides for cata:in inat.ances where defeuod tax 
liabili1ics may be added back t.o net Worth bJ. com:putiq Dot oapital. This rule specifically 
allows a 'brolmr-dealar to add back those defmed tax liabilities that relato to ''inco!ne 
accrued" which is directly xelated to m asset otbcrwiae deduoted pursuant to the rule. 
Thus. to avoid a double charge to :net capital, to the extent that tho value of a Non­
Allowablo Asset is mluocd by certain ~es of deferred tax liabilities, the rule recopizes 
an adjustment to net capital for tbe D.et di:ffercaco betwoan tho Non-Allowable Asset and 
tho defmcd tax liability established for that asset. · 
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Non-Allowable Auets 

The firm has two types of Non-Allowable Assets which directly relate to dc:fcmd 
tax liabilities on the firm's books: imangiblo assots and prepaid seJJi:o.g commissions. 

Intangible A.ssetJ 

P. 3 

In connection with the acquisi1ion of its indirect~ the Pinn recorded an 
intaDgl"blc asset on its books representing the value ascn"bed to tho Finn's retail 
distn"bution network at the time of such acquisition, as required by G~, (SFAS #109) 
when mm& purchase acoounting. 1 GAAP also zequiros rcoonling a dt:fmed m lla'bility 
related to the distn"bution notwork•s hxtangible assets at the 1imo the asset is~ 
cm the books. 

T.bis intangjblc asset is amortized over its eJfimatablc li:fi: in an amoun:t that mflects 
~patten of economic benefit to bo derived from the use oftbe distn"bution network. · 
The hJtangi"ble asset rclmd to the Fmn •s distribution notwork bas idendfiebte mvenne 
sb:eaJ)1s associated with it from (1) the sale of the Funds raised by the wholcsaHng force; 
and (2) the associated net undmwriting income and 12b-l income eamod on those assets 
of the .Funds. 

The costs related to the acquisition and the ;nnmgi.1>1.e asset wero not dcduotiblc by 
the .Finn for tax purposes in the year~ nor arc the amortizmion expenses associated 
'With tho uaet dcduot:i'ble in future year as it is amortlzocl for book purposes. The dcfmed 
taX liability recopbed at incoption is taken .down over time through a shift from the 
dmmcd tax provision to the current tax provision and thoir related cmxciat and dcfmcd 
tax liability aooounts as the asset is amortized for book puxposes. This iransfer between 
the deterred aud cun:ent tax provision is ncocssary to ensure the non-deductl"ble expenses 
associmcd with the book amortization are not deductod from taxable income. 

Prqald Selling Commustom (Deferred Selling Commissions) 

1 Tho Fhm aw>nnrecl tar the aoqufsition using the purcbue mer.hod under siatem.eDt of Pinmcial 
AccoUlltina Stmdlrds ('isFAS~ No. 141 "'.B11sfness Combinations,, and SF.AS No. 142 "Goodwill mid 
Orher l:aranp"ble AHt:t.a. • 
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The Finn pays an upfront selling commission to the selling broker-dealer for sales 
of the Funds' Class B shales. which also carry oontinsent deferred sales charps 
("CDSC''). Omc:tally accepted acoounting piinciplcs (''GA.AP") i:equire that thoso costs 
bo initially reccm:1ed as assets, and them amoztized over the time period for which the 
selling commfssio.u is cxpcct.ed to be.uofit the Firm. 2 OAAP also requi:la recording a 
deferred tax liability mlat.ed to the defeaed selliDg eommissiODB. The ben8tits provided 
by the defeaed solling commismons include two idontifiable revenue streams associated 
with the oommissiODS: (1) CDSC payments received from Fund sbarehoiders upon early 
redemption; and (2) fees eamed plD'SU8llt to Rulo 12b-1 promulpted under the 
Invcstmeo.t Company Act of 1940, as amended ('Rule 12b-l-'') on tho eligi"ble defeaed 
selling rommislions. · 

Although the selling eommission is deducti"blo in its entirety f'or tax purposes m tho 
year paid, G.AAP requires that the.Firm defer recognition oftbe tax ben~ owr the book 
amortization perlod. To acoompHsh that dofarra1 and :reflect tb.o temporary ~ 
resultJna from the differenco botwecn GAAP accounting and IRS ~ pronoum:ements, 
the Firm mcords a dcfimed tax liability on its books. 

EfJ'ect OD Firm 

Capitalizing costs and purobasing intaqfblo assets, as the Finn did. meatc amortizablo 
Non-Allowable Assets and deH:r recogoition of expenses resultiDa in moreased cuae.o.t 
earIDngs. and thus net worth on the Firm. 's boob. Tho rcsul:amt increase in net 'WOrth on 
the Finn's books is mluced by e1fect of income taxes, while tho deduction ofNon­
Allowable ~will not be idected OJ1 a tax-auljusted basis in the not capital 
computation unless the doforrcd tax liabilities me added bade. As a r~t the Firm's net 
capital is .teduced by an amount in excess of the increase in net worth created by the Non- . 
Allowable asset ICCOl'dod an the Firm's book. For axample, for Sl,000 of solliDg 
commission expense or distnbuuon intangi"ble expense capitalized, equity capital 
increases by $600 (the $1,000 prepaid soiling comm;Mfon or distn"bution imangible 
expense :reduced by the $400 in relat.ecl defarrcd tax .liabilities). However Rule lSc.1-1 
presently requkes the firm to deduct the eatbe $1000 as a non -6llowable asset with no 
compensating adjustment for the associated def med taxos. 

This occurs even though 1horo has been.no change ti1 cash flows, income 1IX liability or 
overall open.ting risk p.rofllo. GAAP treatment of the Non-Allowable Assets merely 

2 1934 ActRelcase No. 18737 ~Y 13, 1982). 47Pll~919 (Jwie 2, 1982) ap~ requires a bmbt· cte• to adopt the accmal:modiod of~ vndar GAAP for Its finmicfal reportma. 
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alters the timing under which expemos reiat.ed to those Non-Allowable assets recoguized 
in book net inoomo •. As tho Non-Allowable Assets and related dcfmred tax liabilities are 
amortized by journal entries and mflectcd in earnings, this impact OD not capital will be 
eliminated over the useful life of the Non--Allowable Assets without any additional outlay 
offbnds. 

The Division previously iDdicatecl in two separat.e --no"8Ction" letters that it would 
not recommend cnforcoment action~ whe.o. computing net capi1al, a rcgistc:rcd brokcr­
dcalcr adds baok. to its not worth the amount of its def'med tax liability dircotly rolatcd to 
a Non-Allowabl& Asset.3 

· Condntion 

The Fhm requests that the Division grant tho Firm a "no-action" position to net 
certain deferred selling commissions and imingihle assets with rclatcd deferred tax 
liabilities for purposes of computing net capital under Rulo 1Sc3-l. 

' Charles Schwab & Co. SEC No-Action 1eam' (Publiely Available NoVfJIDber 5, 1999) and A4gcm\ 
~ J:go. SBC No-.ActUm Letter (Publicly Available November S, 1999). 




