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Money market funds are investment canoanies which are registered 
and regulatc'{] under the Investment Ccrnpa.ny-Act of 1940 ("1940 Act"). 1/ 
As open-em, management investment canpanies, 2/ rroney rnarket funds 
make continuous offerings of redeemable shares to the public arc 
stand ready to sell and to redeem these shares daily. In issui~ thei= 
shares to the public, t.'ese funds must also cemply '.vi th the disclosure 
am antifraud orovisions of the Securities .!l..ct of 1933 ("1933 .;\ct"). 3/ 
These statutes~are administered by the Securities and Exchang~ C~mmis3i0n 
(nCanmi.ssion" ) • 

OVer the past six years, rroney market funds have gro.'/I1 dra.::n tiCr-J.lly 
and, in terms of share ownership, are now the mst F-Opula."C ~'?2 cf bV'2st
ment company in the United States. A recent survey indicates t.r.2t tt-.er-e 
are currently 99 such funds with over $86 billion b r.et assets Wico:::r 
management. 4/ These funds offer investors the oP?Jrtu.,'!ity to i:west in a. 

professionally managed diversified pJrtfolio of soort-tec:l debt 0'01:;-2.
tions (rroney mar-ket instruments) such as U.S. Treast..:L".i oi.lls a,,(j net-2s, 
certificates of de;:osit, ban.1.c.ers' accept3.nces 2.1 .. -] CClTtE!2t·ci31 .?2.~~:E::·r. 
The redeemable shares issued by t.l-tese investrrent cCi:9a"i-3s r(:I:)l.-£'S-='~t 
pro rata interests i:l the assets of the funds ar;.~ are solei a:-D r.:::·~:e::::,=(: 

Y' 
2/ 

15 U .S.C. 80a-l et ~. 

Section-3(a) of the 1940 Act defines an "invest..7:e:"l.t ecc,:>'.':''-'' t.) 
include any issuer which is engaged prL~rily in ~~e 8usi~e2s cE 
investing, reinvesting, or trading in securities. SectiGo ·1;::)) -=::: 
the 1940 Act defines "rrana.gement ccr:\pany" to include all i::.'.c~s:::-e~t 
canpanies other than fI face-arrount certif ica te" cCi;,panL:;s Ci.:K.."': '2"i it 
investment trusts. Section 5 (a) (1) of the 1940 Ac-:: (~-2:: L::es ":::?e::-::-;"".c;" 
to describe a t:yp? of management investn-ent ccnpany ·...-hic."1 oE:ers :or
sale redeemable securities. 

\ 

15 U.S.C. 77a et §§g. The Securities Exchange ,~ct 0': 1934 ("D3~ 
Act") I 15 U.S.C. 78a et seq., and the I:west:T:e:"!t .:l.dvis2r-5 _~ . .:'::)f 
1940 ("Advisers Act"), 15 U.S.C. 80b-l et ~., also c\?ply to the 
operations of invest:rrent canpanies. For eX2.J":\ple, t~.-2 ?'Cox:, ~-ul02s 
adopted under the 1934 Act apply to investrrent cClT.pa:1i.~sl 2.:-"d tte 
antifraud provisions of that Act are also applicable to t.r::Kli:--g ir. 
the shares of such canpanies. Investrrent advisers to i:"l.'jes:"-:-.e::t 
canpanies must register under the Ac1visers ,'\ct and are s~bj·=::t, 
among other thin:js, to the antifraud rules 2.copted t:-,'2r-e!:,~',c:-2r . 

. Survey by the Investlrent Cc:rnpany Institute, f,'i'all Street JCt..:r"al, 
-February 6, 1981. 
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at current net asset value per share. 5/ Ybney market funds offer in
dividual investors the opportunity to p:xJl t.."leir ironey to feri:'.i t the 
purchase of the currently high yieldL-"lg large dencmil'.ation. instrurnents 
of the rroney market. 'lb institutional investors, including pension 
funds and bank trust depart:rnents, these funds provide a con'Jenient 
and ecorornical method for the L"westrnent of cash reserves. 

'!his report concerning rroney market funds ("PefX)rt"), prepe.red 
by the staff of the Conroission' s Division of Investrne:lt ~'1ar.agefi'€nt 
(ftOivision") : (1) outlines the structure and operations of :tCney ;:nar:<et 
funds; (2) outlines the federal regulatory scheme applicable to L"'.e 
operations of these canpaniesi 6/ and (3) discusses sFEcific initiati'jes 
of the Comnission and its staff-relating to the regulation of IT'oney ;'!'.::\:cket 
funds. 

I. K)NEY MARKET FlJND STRUCI'G"'RE k\jl) OPE....R..i\TICNS 

Money market funds are generally organized as OJr-cXJro.!::icns ~c as 
business trusts,' and are usually organized by individuals 3.sscci3.t2:d ',il th 
an existing company engaged in the business of providL-:S il'.vest:-:",~:;:-,t 

management services, such as a brokerage firm or an invesbent e.clv12'C!t:". 
This existing "external" canpany typically enters into a ccntr:=.ct '.0;--: t.1t 
the fund to provide investrr.€:1t advice and !1'.anas~s.e:1t se!""J'ices .. 3:'.j 

persons associated with this external invest--:-lent aCvi.3er ser.>2~:ul:; s·~t-;;e 

Section 2(a) (32) of the 1940 Act defines "redeemable sec'-.:rit.v" 
as any security which entitles the holder of sLlch s.~c'...:ri::::, to 
receive approximately his profX)rtionate share of tr.e issuir:.g 
company's current net assets or the cash equi7alent thereof. As 
discussed at page 9, infra, the Comnission's r...ll.::::s r'2<~ui;:-e t.. ... at 
sales and reda~ptions of investment company shar~s te 2::ect9d at 
current net asset value per share to insure that inv~stors ~~y no 
less up::m purchase, and receive no rrore upon recanpticn ( ti!an 
their pro rata interest in the investment company. 

In addition to the provisions of federal la\v, mon.~y ma:.-ket furx:s 
are subject to state corporation laws and state la°,.,:s r~gul3.ti.ng 
the issuance of securi ties ("blue sky" la\vs). 
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as directors of the investment company. 7/ The use of external 
services in this manner is not unique to rroney market funds, but 
ra~~er is characteristic of the structure of ~~e inves~~nt company 
industry generally. In part, it \oIas thi s structure and i ts ~tent ial 
for abuse and overreaching that led to the enac~~ent of the 1940 
Act. 

Shares sold by a rroney market fund to the public re~r'2se.'1t equi ty 
ownership interests in the fund (common stock). The capital raised 
fran the sale of shares is invested by the fund in rroney mar~~2t inst~u
ments, and the return from the fund's invesbments, net of f~~d expenses, 
is distributed to shareholders in t.,.~e form of dividends. 8/ %hereas 
the typical open-end investment canpany invests its assets in equity' 
securities and distributes its net earnings quarterly, t~e cfPica1 rroney 
market fund distributes its net earnings in G'!e form of dividends '..mieh 
are declared daily and which can t:e reinvested in additional shares. 9/ 

7/ As discussed at page 7, infra, the 1940 ~.ct i-r.[Cses certai:1 
limitations on the percentage of directors of an bvesenent 
canpany that may be associated '.Vi th the investrent adviser of 
that investment ccrnpanv. Investment advisers are t'J"Dica11v 
compensated through- an- advisory fee calcula ted as a- ~rcer.tase 0: 
the investrent company's net assets. Typically, t:-:is fee a:oun~s 
to 1/2 of 1 percent pet· year and, pursuant to tbe ter:ns of SC[:'e 

advisory contracts, this fee is "scaled dO' ... n" as tr.e net aS8ets 
of an investment canpany reach certain s,:.:€cified arro1lnts ("brea< 
p:>ints"). As discussed at pages 6 and 7 I infra, the 1940 Act 
requires such contracts to meet certai~ requi~eme~ts, ~nd s?Ecifies 
the manner by which such contracts must ce a~x"Jrc<.'ej ::,V bC.3.rc:s :r: 
directors of-invest~nt companies and their shar2hol~ers. 

Subchapter M of the Internal Revenue Code provides, generally, 
that a "reg-ulated" investment canpany shall not te treated as a 
separate taxable entity for federal incane tax ~ur;:cses :.xevice·j, 
arro03 other things, that at least 90% of the i..-wesenent cC1:1panv 's 
taxable income is distributed to shareholders. Shareholders -
directly pay any federal incane tax on the distributions they 
receive. 

Section 19(a) of the 1940 Act and Rule 19a-l (17 C~ 270.193.-1) 
require ootices of the source of certain di·,icer.ds ~o be SC:!1t: :2 
shareholders. In addition, Section 19 (b) of the 1940 Act ar:d 
~~~ 19b-l (17 CFR 270.19b-l), in effect, prohibit the distribu
;~~an of long-term capital gains distributions except on an aG~U~ 
·~!Sis. 
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Historically, most investment companies invested primarily in equity 
securities and long-term debt obligations, and shares of such companies 
were generally marketed to the public by a principal underNriter through 
a canplex dealer network. These dealers are canpensated by the pa;'l!nent 
of sales charges by investors ("sales loads") ranging as high as 8-1/2 
percent of the offering price. ~ney market funds are distributed at 
"no-load, n and often directly by the fund and its principal t..:nder...rri ter 1 

without the use of a dealer network. 

While the si~ilarities betNeen money market funds and equity-
oriented Llvestnent companies are far greater ilial their differences, 
certain features are unique to IIDney market funds. As noteel aOOve, 
money market funds declare dividends daily. Ll addition, rr .. oney r71.at"ket 
funds generally provide expedited means fot" effecting purchases and 
redemptions of their shares. By wiring fedet"al funds to a money u;arket 
fund prior to a specified ti.l'ne, an investor can have his mor.ey invested ar'.d 
earning dividends alrrost iT!'iJtlediately. Investors can also re,,:ain fully 
invested un til the precise time they require t..'-1e use of the roney they 
have invested by effecting redemptions by telephor!e and ha'lL;g L~e pt"':)c2ec5 
wired by the rroney market fLmd to a predes igna t;:::d ban.." acccu.n t. N'.ot.bf.':r 
means of redemption generally offered by money ma6;:,et :LL"lds is re-3errpt.:'on 
by means of drafts ("chec.1c writing"). 'Ib effect t..'r1is tj?= of re-ce~ption, 
the shareholder writes a chec.1c to a third party against a cbec-cing aCcowi.t 
which the m::mey rnarket fund has established wi.b a canlT'!et"cial oarL~. )';i1en 
the check is presented for payment, t..~e bank, as agent for the reaeemi;,g 
shareholder, effects the rede!nption of a sufficier.t ,,,-.!!'.!::>::!:' of such Sha.t"2-
holder's shares to generate the funds necessarJ to tor.or the check, 
deposi tirlg such funds in the rroney market fund I s account 'Ni th tr,e ;')a.I1<. 
This method of redemption enables an investot" to contL~ue to earn oivicer.cs 
on his investment during the time required fot" ~le ched: to t<2 ~r()CeSS2G 
through the ~~ing system. 

Perhaps the most unique and innovative featut"e of rr.a::w monev :i1arket 
funds is the maintenance of a stable net asset value per shat"e. io/ 
'Illis feature, which gives investors the convenience of b:~ing ab le to 
purchase and to redeem shat"es at a fixed price absent ~:nus:..lal circum
stances, is apparently imp:::>rtant to many money market fur.d ir1'lesto[s. 
Thus, while many types of investors are attracted to L~vestnent canpanies 
generally, and rroney market funds s-pecifically, to achieve professional 
management, diversification of risk and liquidity of invest:nent, money 
market funds provide certaLl additional features ar.c sec'/ie.:::::. 

-----------------------_._----_. __ .•. _---_ .. ---_ ... _ ..• ' .... 

!QI See pages 12 to 18, infra. 
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II. REGUlATION OF INVES'IMENT COMPANIES 

Because rroney market funes maintain continuous offerings of their 
shares, they are continuously subject to the disclosure and antifraud 
provisions of the 1933 Act. TO satisfy the requirements of the 1933 Act, 
money market funds must maintain currently effective registration statements 
with the Canmission containing specified information. Pr.::l5;:ectuses based cn 
these registration statements, 'Nhich must i:::e provided to i~lestors (preced
ing or accompanying any other sales materials), contain certai~ specifi9d 
infot:mation relevant to investors. A pros;ectus must preceee or acccnpany 
confit:mations of the purchase of shares. The adequacy of tr.e disclosure ::1 
registration statements and prospectuses is carefully revie'"ed "::'y the stc.':: 
of the Division which, generally, offers its informal cCIT~nts, and th8S~ 
documents must be pericdically upja ted to reflect CJrrent infor.ra tion. T'J 
prohibit the public sale of securities ·~ere disclosure is deficient, the 
Canrnission can initiate administrative proceedings to suspe;;d l:h~ ef:ectit.·e
ness of a registration statement or to suspend the use of 2. pros?=ctlJs. 11/ 
In addition, the 1933 Act provides investors wi th b':.e right. to ~d:-~ cou~~ 
actions for rescission or damages 12/ ar:d aut.\;orizss tr:~ C::r.:r;-.issic)r. to 
bring injunctive actiol"'.s to restrain ar.d to orevent viol3.tions of t...::2.t 
~.lV -

While the 1933 Act reauires disclosure and is aoolicable to all ocr.
panies offering securities ~for sale to the public, tlc;; 19~O il.ct, a . .s'?lic:;o~e 
only to investment canpanies, is designed to regulate the actual activit:.i~s 
and operations of those ccmpanies subject to its provisions. T':) l:"$!edy tr:e 
abuses of the evolving invest.ment canpany industry, tr.e CCr!0r:::ss er,2.;::e<:-: ,:!~e 
1940 Act to provide a pervasive regulator] sche.'7le f8r t:-!e cetailed CC!':c:-ol 0: 
all aspects of the operations of investrent canoanies. .; re'.'i2',Y elf SC:.'.<2 ·:of 
the provisions of the 1940 Act, relevant to the- re-]ul3.!.:i::)!1 of m"ey :r'.aL:·~2t 
funds, follows. 

11/ Sections 8(d) and lO(b) of the 1933 Act. 

HI Sections 11 and 12 of the 1933 Act provide, generally, Eot:" s:car'2-
oolder rights of action in the event a securi tv is sold '..;i tbout 
registration or compliance with the applicable- pn)s~ctus Le(juiLE
ments of the 1933 Act (except where an exe~ption fLon L~listration 
is available), or in the event a prospectus inclL~es a ~terial 
misstatement or omits to state a material fact • 

. J;¥ ~ection 20 (b) of the 1933 Act. 
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A. Investment Policies 

Investment companies may generally pursue the investment policies 
and goals of their choosing. However, the 1940 Act requires that invest
ment companies recite, in their registration statements, their invesOTent 
objectives and all of their fundamental policies. 14/ Once an investment 
canpany has stated these objectives and policies, a majori ty 'Jote of 
shareholders is generally required in order for those objectives or policies 
to be changed. 15/ In the case of rroney market fUllds, the ceclared 
investment objective is typically to seek ~aximum safety consistent with 
achieving high current income. 

B. Investment Advisory Contracts 

The 1940 Act makes it unlawful for any person to serve as invest::rr.e:1t 
adviser of a registered investment company except pursuant to a '..:ritten 
contract which: (1) has been approved by a vote of a majority of the 
outstanding voting securities of the company; (2) precisely describes all 
compensation to be paid; am (3) continues in effect for not rDre thaI1 
two years unless continua~ce of the contract is specifically approled 
annually by the board of directors or a majoricy vote of the outstanding 
shares of the investment company. 16/ The contract must also orovic:e 
that it may be terminated wi thout penalty by the roard of dire~tors, or a. 
majority vote of the outstanding shares, on not TI'Ore t..'!an 60 cavs I '..:ri tten 
notice to the investment adviser and must orovide for its aut'.T.1a tic 
termination in the event of its assignment: 17/ SL~i1a.r require~ents 
apply to the terms and approval of underwri tir:g contracts. is/ In cddi tion 
to these requirements, up::m the execution or rene ... ·al of advisorv 2~'1d 
underwriting contracts, the terms of such contracts must be aoprcved 
by a majori ty vote of those di rectors of the imes trent cCDoa-n;, '...T,O are 
not parties to the oontract or interested persons of a'1V SLlC~ eartv, ar:d 
such votes must be cast in person at a meeting called for tr.e ;U1J0Se 

14/ Section 8(b) of the 1940 Act. 

15/ Section D(a) of the 1940 Act. 

16/ Section 15(a) of the 1940 Act. 

l:Y Id. 

lY Section 15(b) of the 1940 Act. 
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of voting on such approval. 19/ The 1940 Act also generally requires t..'at 
all directors be elected by snareholder vote 20/ and requires the annual 
election by shareholders of an independent aUdItor to certify financial 
information furnished to shareholders and filed with the Commission. 21/ 

c. Independent Oi rectors 

'lhe interests of investors in investment oompanies are further 
protected by a requirement that, generally I no rrore than 60 percent 
of the board of directors be a::mposed of persons who are n interested 
persons" of the investment company. 22/ Several provisions of the 1940 
Act require certain matters to be approved by a majority of the "dis
interested" directors, 23/ and they serve to protect against the possi
bility of overreaching by those who are affiliated with the investuent 
company or its investment adviser. 

o. Affiliated Transactions 

'lhe history of the operation of L·westment canpanies ;xior to t..'1e 
1940 Act indicated that affiliated persons of such cornpanies frequently 
took advantage of their fX)si tions L'1 effectiJ'lg tra...'1sactions ' .... i t., invest
ment oornpanies. The 1940 Act addresses the abuses of these I·affiliated 
transactions" by prohibiting specified "affiliated persons" from engagi~g, 
either as principal or as a joL-'lt participant, ill transactions · ... 1 t..\;. t.~e 

19/ Section l5( c) of the 1940 Act. The tenn 11 interested ferson" 
includes any employee, officer or director of ~1e Livestment 
oampany, or of its investment adviser or principal underNriteLI 
arrong others. Section 2(a) (19) of the 19-10 Act. 

20/ Section 16(a) of the 1940 Act. 

21/ Section 32 of the 1940 Act. 

22/ Section lO(a) of the 1940 Act. Under certain circumstances, no 
m::>re than 50 percent of the directors may be L"lterested :;:ersons 
of the investment company. Section lO(b) of the 1940 Act. H)w
ever, under certain unique circumstances where the potential 
for abuse is minimal only one director need not be ~ interested 
person of the investment company. Section 10(d) of the 19-10 
Act. 

~ 5ectLons lS(c), l6(b) and 32(a) of the 1940 Act. 
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investment canpany which have the potential for abuse or overreachi~. 24/ 
Those prohibited transactions are permissible only by order of the 
Canmi.ssion, upon the filiN3 of an application which derronstrates that 
the prop:>sed transaction satisfies certain standards of fairness. 25/ 
In addition, the Commission has issued rules permitting certain affiliated 
transactions where the potential for overreaching is minimal. 26/ 

E. capital Structure 

Other provisions of the 1940 Act are designed to eliminate the risks 
associated with certain types of capital structures. Open-end investment 
companies are generally prohibited fram issuing any class of senior 
securities (Le., any securities other than oomrron stock), although 
borrowing frona bank is permitted provided that an asset coverage of 
at least 300 percent Unmediately after such borr~ling is maintained. 27/ 
By limiting the issuance of senior securities, the use of leverage is 
controlled am the additional risk that would other ..... ise be imFOsed on 
cammon stockholders, as a result of fixed interest payrrents to senior 
securi t·ies holders, is eliminated. Pyramiding is effectively ?rohi;)i ted 
by provisions which generally make it unlawful for an invesG~ent company 
to acquire in excess of ~~ree percent of the shares of another inves~,ent 
company. 28/ This prohibition helps to preserve control of an invesbT~nt 
company bY-its public shareholders. 

Sections 17(a) and 17(d) of the 1940 Act. LLmitations are also 
placed on the compensation an affiliated person nay receive fot" 
acting as agent for an invesbnent company by Section 17(e) of 
the 1940 Act. Section 2(a)(3) of the 1940 Act defines the teru 
"affiliated person" and the prohibitions t"est::ecting "affiliated 
transactions" exteoo to affiliated persons and affiliated oersons 
of such persons. -

25/ Section 17(b) of the 1940 Act; Rule 17d-l (17 CFR 270.17d-l). 

~ See~., Rules 17a-2, 17a-3, 17a-6, 17a-7 and 17a-8 (17 CFR 
270.17a-2, 17a-3, l7a-6 17a-7 and l7a-8) and Rule 17d-l. 

Section 18(f) of the 1940 Act. Section l8(h) of the 1940 Act 
defines the term "asset coverage," as here pertinent, to rrean ~"e 
ratio which the value of a company's assets, less all liabilities 
and indebtedness not represented by senior securities (in ~~is 
case, indebtedness not due to borra.vi:'t3 fran banks), bears t·:) t:-:e 
aggregate amount of senior securities representing incebtedness 
of such canpany (the amount oorro.ved fran banks). Thus, a CCf:1:Janv 

with assets of $300 ,000 ,000 (inc1ooi~ amounts boITO'w'ed fran - -
banks) could have borrowings of no rrore than $100,000,000. 

1Y Section 12 (d) of the 1940 Act. 
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F. Pricing of Investment Canpany Shares 

Of critical irnp::>rtance to an investor in an investment canpany is G'1e 
price which must be paid upon the purchase of shares and the amount that 
will be received uIX>n the redemption of those shares. 'Ib the extent that 
shares are sold at a price too low or redeemed at a price too high, the 
proIX>rtionate interests of other investors are diluted. FUrsuant to its 
statutory authority, 29/ the Commission ;has adopted rules to ensure that 
shares are priced in afair and equitable manner. Investnent companies 
generally are required to calculate their current net asset values per 
share, the price at which shares are sold and redeemed, at least once daily 
on any day in which there is a sufficient degree of trading in G'1e investment 
company's IX>rtfolio securities such that the current net asset value per 
share might be materially affected by changes in value of the underlying 
IX>rtfolio securities. 30/ In addition, a Commission rule specifies the 
method by which assets are valued and the manner of computation of net asset 
value per share. 31/ The interests of shareholders and the liquidity of 
their investments-aie further protected by a provision which prevents the 
suspension of the right of redemption and requires payment or satisfactien of 
redemption requests within seven days after proper tender of a security fer 
redemption. 32/ 

G. Fidelity Bonding, Custodial Require.'11.ents and Code of Ethics 

Because an investment company's assets consist primarily of highly 
liquid securities which could easily be subject to larceny or embezzle
ment, the 1940 Act requires that all securities and oG'1er assets, 
inclUding cash, be deposited with a qualified custodian ~ursuant to rules 
that may be adopted by the Cormnission. 33/ The rules adopted by tJ1e 
Comnission specify procedures to be utilized L'"l safeguarding the assets 
of investment canpanies. 34/ In addition, Commission rules require 
that each investment company maintain specified amounts of fidelity bond 

29/ Section 22(c) of the 1940 Act. -
Rule 22c-l (17 CFR 270.22c-l). The rule provides special exemptions 
for the pricing of (1) units of lIDit investnent trusts sold in U:e 
secondary market and (2) shares sold pursuant to a merger, censolidation 
or purchase of substantially all the assets of a canpany which meets the 
conditions of Rule 17a-8. 

EI Rule 2a-4 (17 crn 20. 2a-4). 

E! Section 22(e) of the 1940 Act. 

W Section l7( f) of the 1940 Act. 

~ Rules l7f-1, 17f-2, 17f-3 and 17f-4 (17 CPR 270.17f-1, 17£-2, 17f-3, 
and 17f-4). 
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coverage in order to protect the company against loss resulting from 
larceny and embezzlement by an officer or employee of the investment 
canpany having access to the assets of the investment canpany or having 
the authority to direct the disposition of such assets. 35/ ~y funds 
also waintain errors and anissions p:>licies to protect against other risks. 
Recently, the Conmission also adopted an amendment to one of its rules to 
require investment campanies to adopt a COde of Ethics concerning permissible 
conduct by the employees. 36/ The amended rule requires that each registered 
invest:ment company adopt a-written code, and institute procedures designed to 
prevent violations of that code, which contains provisions that will prevent 
persons with access to certain information from engaging in fraudulent, 
deceptive or manipulative practices. 

H. Required Reports and Records 

Rules adopted by the Commission require that investment companies 
maintain specified books and records relating to their investments, share
holder accounts and other aspects of their operations. 37/ These books 
and records are subject to inspection by the staff of the Commission. 38/ 
In addition, the companies are required to file various reports and docurr,ents 
with the Commission, and certain periodic repJrts and statements must be 
furnished to shareholders. 39/ 'll1ese requirements insure that the Cornnis
sion and 'shareholders receive important information relating to the opera
tions of investment canpanies and permi t shareholders to make LT1formed 
investment decisions. 

I. Fiduciary Duties, Liabilities and Enforcement 

'!he Conmission, as noted above, is authorized by statute to inspect 
the books and records of registered investment canpanies. Rlrsua."1t to 
this authority, the Commission's staff, primarily regional office personnel, 
conduct periodic inspections of the operations and records of investnent 
companies. This inspection program is one of the methods by wnic."'l the 
Comuission attempts to monitor canpliance with the 1940 Act and to rerredy 

35/ Rule 17g-1 (17 CFR 270.17g-1). 

36/ Rule 17j-1 (17 CFR 270. 17j-l). 

37/ Rule 31a-l (17 CFR 270.31a-l). 

38/ Section 31 (b) of the 1940 Act. 

39/ Section 30 of the 1940 Act and Rules 30a-l, 30a-2, 30b-l, and 
3Od-1 (17 CFR 270.30a-l, 30a-2, 3Ob-1 and 300-1). 
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canpliance deficiencies. In addition, the camnission can conduct formal 
investigations pursuant to subpoena power. 40/ 

While many canpliance problems are remedied informally, the Caranis
sian is authori~ to bring administrative proceedings to ~~pose remedial 
sanctions up:>n persons associated with investment canpanies, 41/ am to 
bring injunctive actions in federal district courts to enjoin continuing 
and future violations of the 1940 Act. 42/ Private litigation by share
holders has been another useful device operating to achieve canpliance. 
In addition, specific fiduciary duties are linposed by the 1940 Act on 
certain persons ard ccmpanies associated wi th inves tment canpanies, 43/ 
and federal courts have recognized implied fiduciary duties emanating 
fran the prOVisions of that Act. 

J. SUImlaty 

While the foregoing is only a brief overview of sane of the ;>rovisions 
of the 1940 Act, it illustrates the extensive nature of the regulation of 
investment companies by the commission. 

I II. REGUlATION OF MONEY MARKET FUNDS 

The unique features arrl operations of rroney market ftmds have given 
rise to a number of different regulatory issues. These issues have 
variously been addressed by rulemaking, interpretative releases ard 
the processing of applications seeking exemptive relief. 44/ In addition, 

40/ Section 42{b) of the 1940 Act. 

41/ Section 9{b) of the 1940 Act • 

.!y Section 42(e) of the 1940 Act. Violations of the 1940 Act can alsc 
be prosecuted as criminal actions by the Justice Department. Sec
tion 49 of the 1940 Act. 

43/ Section 36 of the 1940 Act. 

~ Section 6(c) of the 1940 Act gives the Commission broad authoritv 
to exempt persons, securi ties and transactions fran the orov is ions 
of that Act and the rules adopted thereunder up0n a finding that 
the granting of an exemption is necessary or appropriate in t.lje 
public interest and consistent with the orotection of investors 
and the purposes fairly intended by the Policy and provisions of 
the 1940 Act. 
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regulatory problems have been rectif ied through inspections and, in scme 
cases, through enforcement actions. 

A. Valuation and Pricing 

Because the redeemable shares issued by money market funds each 
represent proportionate interests in the underlying assets of such funds, 
accurate pricing of such shares for sale and redemption is essential to the 
sound operation of money market funds. Seaningly snaIl changes in the 
prices of these shares became significant when translated into rates of 
return to investors. As noted previously, the stable net asset values per 
share provided by money market funds are attractive to many investors. 
Although money market funds have developed several valuation and pricing 
techniques to achieve stable net asset values per share, the Commission has 
been concerned that sane of these techniques, if not subject to specified 
conditions, could result in certain inequities or undue risks to L'1vestors. 

Trcrlitionally, under the applicable rule adopted by the Corrmission, 
investment companies have been required to value their assets by reference 
to their current value. 45/ '!he rule, which specifies the .-nanner by < • .ffiich 
investment companies price their redeemable securities for sale ~~d redemp
tion, states that portfolio securities for which market quot3tions are 
readily available must be valued at current market value and that ot.'1er 
securities and assets be valued at "fair value" as determined in geed faith 
by the board of directors of the investment canpany. The Cormnission has 
interpreted nfair value" to mean the value that v.ould be received up:m the 
current sale of a security or asset. 46/ These valuation principles, by 
assuring that current net asset value~r share reflects current market 
factors, avoid the potential for dilution of shareholders' interests '.vhich 
could otherwise occur if shares were sold at an understated net asset value 
per share or redeemed at an overstated net asset value per share. 

Pricing shares in the manner described above will ordi1'1arily result L'1 
a fluctuating net asset value per share. As the value of an investnent 
canpany's assets increase through increases in the prices of the Livestnents 

45/ lW.e 2a-4 (l 7 CFR 270. 2a-4) • 

46/ Investment Company Act Release Nos. 5847 (Cctober 21, 1969) and 
6295 (December 23, 1970). 
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it holds (unrealized appreciation), the net asset value per share increases. 
As the value of its assets decrease through decreases in the prices of the 
investments it holds (unrealized depreciation), the net asset value per 
share decreases. 47/ 

One method of achieving a stable per share price is the utilization 
of the "aIOOrtized cost" method of valuation: fOrtfolio securities are 
valued by reference to their historic cost (purchase price). Simply 
stated, t.mder this valuation method a debt security is valued at its cost 
and the interest to be earned on the security (plus any discount received 
or less any premium paid upon purchase) is accrued ratably over the remairr
iI'l3 maturi ty of the securi ty. By declaring these accruals to shareholders 
as a daily divideoo, the value of a rroney market fund's assets and, thus, 
its net asset value per share, will generally remain constant. 

This method, of course, assumes that the investment canpany 'Nill 
not have to dispose of any of its securities at a gain or loss prior 
to maturity. In addition, by failing to take unrealized depreciation 
or unrealized appreciation into account, the net asset value per share 
of an investment company using amortized cost valuation might not alNays 
reflect accurately. the value of the underlying portfolio securities. 
Thus, under some circumstances, the use of t.l1is valuation method could 
result in dilution, am investors ....ould not necessarily be accurately 
credited with any t.mrealized appreciation or depreciation experienced by 
the money market fund during the period they were shareholders in the 
ft.md. The magnitude of these distortions ·...ould depeoo u!;C)n fluctuations 
in market rates of interest and the average maturity of the ?=>rtfolio of 
the fund. 48/ 

The price at which short-term debt obligations can be sold may 
be affected by a variety of factors, including changes in levels 
of prevailing market interest rates. An increase in interest rates 
will lower the price of a debt security. A decrease in interest 
rates will ircrease the price of a debt security. The greater the 
renaining maturity of a debt obligation, the greater will be the 
effect of a given move in interest rates on ~~e price of b~at 
instrument. Thus, the longer the average fOrtfolio maturity of a 
fund investing in debt obligations, such as money market instruments, 
the greater the ~ct of fluctuations in interests rates 
will be on the value of the FOrtfolio. 

Id. 
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Another rrethod of achievi~ a stable net asset value per share is 
through the use of "penny rourrling" pricing. Under this pricing method, 
securities are valued at current market value, in accordance with Canmig
sion rules: however, unrealized appreciation and depreciation is theoreti
cally reflected in a ocminal $1.00 net asset value per share. By "rounding" 
the net asset value per share to the nearest one cent, fluctuations in the 
value of the rroney market fund's assets, which generally do not exceed one 
half of one cent per share on their short-term portfolios, will not affect 
the fund's S1.00 price per share. If, for example, the fund's net asset 
value were SIO .00 per share, changes of this rnagni tude would be reflected 
in the price of the fund's shares. By artificially setting a $1.00 naninal 
share value, rather than a SlO.OO naninal share value, a money market fund 
can mask the impact of changes in the value of its FOrtfolio which do not 
exceed one half of one percent of the value of the fund's assets. 49/ 
Thus, investors in a fund using penny rounding are generally not credited 
wi t.ti. unrealized appreciation or depreciation. 

'lhe third metOOd of achievi~ a stable net asset value per share 
is the "total payout" rretOOd. Under this method, the effects of unrealized 
appreciation and depreciation in the fund's portfolio are reflected in 
daily dividends by increasing (in the case of unrealized appreciation) or 
decreasing (in the case of unrealized depreciation) the fund's accrued 
interest dividend. Unlike the other two methods of stabilizing prices 
per share, the "total payout" method accurately credi ts investors wi th 
the effect of unrealized changes in the values of funds' portfolios. 
However, by reflecting these changes in the dividend, the daily dividends 
declared by a fund using this method can fluctuate significantly from day 
bO day due to the effects of unrealized appreciation or depreciation. 
Accordingly, many rroney market funds prefer the use of amortized cost or 
penny rounding, am the stable dividend stream produced by these methods. 

In view of the potential for dilution and other unf3ir effects 
existing under the use of amortized cost valuation, in 1975 the Commission 
proposed a position OPfOsing the use of this valuation method, 50/ and 
in 1977 an interpretative release was issued expressing the Commission's 
view that the use of either amortized cost valuation or oenny rounding 
priCing would, generally, henceforth be considered inappropriate. 51/ 

!21 For example, a net asset value per share of S. 996 v..ould be 
"rounded" to a price of S1.00 (the nearest one cent). 

2QI Investment Company Act Release No. 8757 (April 15,1975) • 

.w Investment Canpany Act Release No. 9786 (May 31, 1977), attached 
hereto as Exhibit A. 
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Certain segments of the I'lt)ney market fund industry objected to the 
Comnission's position. Q1e I'lt)ney market fund cxmnenced a lawsui t 
seeking to restrain the Conmission' s implementation of its in terpre
tation 52/ arrl, within six rronths after the issuance of the interpre
tative release, 14 money market funds filed applications requesting 
orders of the Comnission exempting the canpanies, subject to a variety 
of conditions, fran those provisions of the 1940 Act and the rules 
thereunder which 'I.Ould prohibit the use of amortized cost valuation or 
penny rounding pricing. 

N:>tices of the filing of these applications were published in 
the Federal Pegister and, pursuant to the requirements of the 1940 Act 
and the Administrative Procedure Act, the notices stated that interested 
persons could file requests for hearings on the applications. 'IWo 
rroney market funds, objecting to certain aspects of the applications, 
filed requests for hearings. H:>wever, before determining whe~'1er to 
grant the requests for hearing, the Corrmission determined to hold a 
public meeting on January 26, 1978, to solicit additional views from 
interested persons concerning the question of money market fund valuation 
and pricing. 53/ en April 12, 1978, the Cornnission detennined it to be 
appropriate ~the public interest to order a consolidated hearing on 
the applications. 54/ 

Prior to the commencement of the hearing, and after extended and 
intensive negotiations among the applicants, the Division and the parties 
who had requested the hearing, nine of the applicants entered into an 
agreement whereby they would amend their respective applications to 
request exemptions to enable their use of penny rounding, and provide 
certain specific conditions respecting the use of that pricing method. 
Generally, the conditions: (1) require that the money market funds not 
purchase any instrument with a remaining maturity of greater than one 

First Multifund Fund for Daily Income, Inc. v. SEC, [77-78 Transfer 
Binder] FED. SEX:. L. REP. (COl) ~I 96,287 (D.D.C January 20; 1978). 
~e Court's opinion dismissing that action is attached hereto as 
Exhibit B. 

Investment Company Act Release No. 10082 (January 5, 1978), attached 
hereto as Exhibit C. Temporary orders granting exemptions pursuant to 
certain conditions were issued with respect to sane of the funds that 
filed applications. See e.g., Investment Corrpany kt Release No. 
10027 (N:>vernber 28, 1977)-.-

54/ Investment Company Act Release No. 10201 (April 12, 1978), attached 
hereto as Exhibit D. 
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year and not maintain dollar-weighted average portfolio maturities in 
excess of UO days: (2) require that each instrument purchased by the 
funds meet specific minimum credi t requirenents; and (3) require that the 
txlard of directors of each fund undertake to assure to the extent reasonably 
practicable that the noney market funds' net asset values per share not 
deviate fran $1.00. The camnission carefully considered the amended 
applications and determined to issue an order permitting the applicant 
canpanies to utilize penny rounding pricing under the condi tions set forth 
in the amended applications • .22I The corrlitions contained in the order 
operate to limit the risk that the net asset value per share will deviate 
materially fran $1.00 by: (1) putting limits on the length of the maturities 
of portfolio securities; 56/ (2) limiting the risk that credi~rthiness 
factors will cause declines in the values of portfolio securities; 57/ and 
(3) requiring the roards of directors of the funds to manage them ina 
manner which would, consistent with the funds' investment objectives, 
minimize the risk of a price novement to $.99 or $1. 0 1. 

The hearing proceeded as to the remaining five applicants which 
ha3 not amended their applications am which continued to seek exemptions 
to permit the use of arrortized cost valuation. 58/ In the course of the 
hearing, testim::my was taken fran 14 '",i tnesses am a record of over 
2,QOO pages was developed on the appropriateness of the use of amortized 
cost" valuation. At the same time, the staff of the Division and the 
remaining applicants continued discussions of possible conditions ?ursuant 
to which the Division would recommend that orders be issued ?€rmitting the 
use of amortized cost valuation. 

~ Investment Company Act Release No. 10451 (October 26, 1978), 
attached hereto as Exhilii t E. 

56/ See note 47, supra. 

W The im tial orders permi tting the use of penny roundin:; contained 
conditi~ns specifying exactly the minimum quality ratings and sizes 
of the lssuers whose instrt.unents· could be purchased by the funds. 
Subse:JUently, the Canmission has issued orders without mandating 
specific minimuir..s, but rather requirin:; funds to purchase only those 
instruments which their boards of directors determine to oresent 
minimal eredi t risk. ~ 

~ One applicant that had requested and received an exemption to 
pennit the use of penny rounding pricirlj, was reinstated into the 
hearing to seek an order permitting the use of amortized cost 
valuation. Investment Canpany Act Release No. 10612 (February 28, 
1979) • 
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Following the conclusion of the evidentiary FOrtion of the hearing I but 
prior to the issuance of an initial decision by the administrative law 
judge, the staff of the Division of Investment Management and all but 
one of the remaininJ applicants reached an agreement with respect to 
the a~priate conditions to be attached to the use of amortized cost 
valuatioo. Generally those conditions require: ( 1 ) an undertaking by 
the boards of directors of the funds to establish procedures designed 
to stabilize net asset values per share at $1.00; (2) procedures for 
review by the boaros of directors to determine the extent, if any, of 
deviations between the amortized cost prices per share of $1.00 and 
market based net asset values per share; (3) consideration by the boards of 
directors of the need to take remedial action if such deviation reaches 1/2 
of 1 percent; (4) remedial action to be taken by the boards of directors 
should they detennine that any deviation may result in material dilution or 
other unfair results; (5) the maintenance of a dollar-weighted average 
portfolio maturity of 120 days or less and the purchase of instruments with 
remaining maturities not in excess of one year; (6) maintenance of appro
priate records; (7) the purchase of portfolio L"1Strurnents which present 
minimal credit risks as determined by t..l"le boards of directors and are of 
high quality as detennined by a major financial rating service, or if not 
rated, of oomparable quality as determined by the boards of directors i and 
(8) certain reports to be filed with the Comnission. 'These conditions ~re 
presented to the Commission with the favorable recommendation of the 
Di vision, and the Commission determined to grant exemptions to :;:erroi t the 
use of amortized cost valuation subject to the conditions outlL'1ed atove. 59/ 

Subsequently, pursuant to its delegated authority, the staff of t..~e 
Division has issued numerous exemptive orders to money market funds 
enabling the use of amortized cost or penny rounding. Based up:m the 
experiences of funds using amortized cost or penny-rounding, the Division 
continues to believe that the unfettered use of these methods is inappro
priate. 60/ However, the Division is confident that such methods, if 

59/ Investment Company Act Release No. 10824 (August 8, 1979), attached 
hereto as Exhibit F. 

60/ The validity of the COmmission's concern respecting the use of 
anortized oost valuation is borne out by the fact that during a 
period of rising interest rates in late 1978, one fund with an 
excessive average portfolio maturity experienced a 6% decline in its 
net asset value when it sold certificates of defOsit it had been 
valuing at amortized cost. This illustrates that the fund's net asset 
value per share, on an amortized cost basis, had been overstated bv 
six cents on a $1.00 share value. First Multifund Advisory COQ.,-
et al., Investment Company Act Release tb. 11064 (March 4, 1980). 
see page 30 infra. 
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utilized rorrecUy, will not resul t in detriment to the investing publ ic. 
'!he conditioos contained in the exenptive orders were imposed to minimize 
potential risks and inequities to investors, and the Corrmission has been 
closely monitoriD; the use of these valuation methods, subject to the pre
scribed rondi tions, to ensure fairness to investors and to ensure the con
tinued efficacy of the conditions. 61/ '!he Corrmi ss ion , s oversight of the 
funds usirg these valuation methOdshas revealed that, generally, such funds 
are operating witlx:>ut problems. Ebwever, several rronths ago one fund did 
experience problems with the use of amortized cost. 62/ In resp::mse to the 
s ituatioo, the fund, its investment adviser and prinCIpal underwri ter, wi th 
the consent of the Commission, implemented a special program designed to 
ameliorate some of the potential problems and inequities that would other
wise result, and permit the fund to continue to value its securities using 
the amortized cost methcd, restructure its investments and maintain 
liquidity. 63/ Under the program the investment adviser and principal 
underwritereffected an increase in the market-based net asset value ~r 
share of this fund, and thereby returned such net asset value to approx
imately $1 per share, by forgoing certain fees, making a capital contri
bution to the fund, and by purchasing portfoliO securities of the fund at 
their amortized cost. As a result of the program, this fund's valuation 
problems were resolved. 'lhe Commission, however, is rontinuing to review 
this occurence to determine the cause of the valuation problems and to 
determine whether the conditions of the amortized cost orders are sufficient 
in this and other situations to avoid future problems. 

61/ I)Jring a:tober 1980, the Division requested that all money market 
funds and other short-term funds using C!I'OClrtized cost pricing or 
penny-rounding submit specified information to the staff to enable 
it to evaluate the effectiveness of the conditions contained L, 
the exemptive orders and the fairness of these valuation rrethods to 
investors. 

62/ '!he market-based net asset value per share of Insti tutional Liquid 
Assets ("IIA") deviated by more than 1/2 of 1% from the the net 
asset value per share calculated using the C!I'OClrtized cost method. 
At that point lIA's adviser infonned the board of trustees that in its 
view, the good faith fair valuation of the fund, at that ti'1le, called 
for the use of market values for all assets. 

63/ See Investment Company Act Release tbs. 11586 (January 27, 1981) and 
11388 (a:tober 7, 1980), attached hereto as Exhibit G. 
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B. TUne of Pricing 

Investment oompanies issuing redeemable securities, including money 
market funds, until August of 1979, had been required to compute current net 
asset values per share, for purp:>ses of effecting sales and redemptions of 
their shares, not less frequently than once daily as of the close of trading 
on the New York Stock Exchange (" NYSE") on each day that exchange was open 
for trading. 64/ The focus of the rule requiring pricing at such times was 
on the investment oompany investing primarily in equity securities 
listed for trading on the NYSE. Q1e of the puqases of the rule was to 
enable investors to purchase and to redeem shares of investment companies 
on each business day the relevant market was open. fbwever, money market 
instrunents are not traded on the NYSE, but rather are bought and sold in 
an informal. dealer market that may be open on days when the NYSE is closed. 
In addition, the time of the trading day in the rroney market does not 
precisely coincide with the time of trading on the NYSE. Eecause rroney 
market funds were required to price their shares, and to effect sales and 
redemptions, as of the close of trading on the NYSE (4: 30 p.m. E.S. T.) , 
redeeming shareholders oould not obtain same day access to t..'1eir funds 
unless a rroney market fund adopted procedures to price earlier in the day 
as well as at the NYSE close. The federal funds wire system closes before 
the NYSE closes, thus, preventing Unmediate transmission of redemption 
proceeds after the typical 4:30 p.m. pricing. By adopting additional 
pricings at 12 noon, money market funds made it possible for redemption 
proceeds to be transmitted by federal funds wire on the day of redemption. 

In response to this problem and problans for other types of invest
ment ccmpanies investing in securi ties other than those listed on the 
NYSE, the Corrmission amended its rule: (1) to require investment 
companies to calculate net asset value per share at least once daily on 
each day during which there is a sufficient degree of trading in the 
relevant markets such that the current net asset value per share might 
be materially affected, and (2) to require that such calculation be 
performed at such specific time during the day as determL~ed by a majority 
of the board of directors. 65/ . '!he rule, as amended, appropriately keys 
the days of pricing to the Cays on which money market ins trumen ts are 
traded, arrl by giving rroney market fund boards of directors the flexibilitv 
to dete~ne the time of the required pricing, eliminates the need for -
multiple daily pricings of rroney market fund shares. 

64/ Rule 22c-l (17 CFR 270.22c-l) as in effect prior to August 13, 
1979. 

~ Investment Company kt Release No. 10827 (AuJust 13, 1979). 
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c. Securities Trading Practices 

As a result of the review by the staff of the Division of 
financial information filed by an investment canpany investing in 
governnent securities, the Camnission was alerted to certain securities 
tradin; practices which raised regulatory questions tmder the prOllisions 
of the 1940 Act designed to limit the issuance of senior securi ties and 
the use of leverage. The trading practices involved the use of: (1) 
reverse repurchase agreements; 66/ (2) "finn canmitments"; 67/ and 
(3) "standby canmitments." 68/ ~e Commission issued a statement 

A reverse repurchase agreement is an arrangement whereby an invest
ment canpany transfers p::>ssession of a goverranent securi ty to 
another party in return for a loan fran the other party in an 
cm::>unt representin; a percentage of such security's market value 
(nonnally 90-97%). However, the investment canpany retains ownership 
of record of the security and the right to receive the interest and 
priocipal payments thereon. At the agreed up:m da te, t:.'1e inves tment 
canpany regains p::>ssession of (repurchases) the securi ty by rani tting 
the proceeds of the loan, plus interest, to the other partJ'. 
While the instrument need not be government issued, in a typical 
reverse repurchase agreement the instrument is guaranteed as to 
principal and interest by the U.S. government, a U.S. agency, or 
a federally sponsored quasi-public corporation. 

A "firm canmitment" agreement is a buy order for delayed delivery 
of an instrument. In that agreement the investment ccnpany agrees 
to purchase the instrument fran the seller at a future date, at a 
stated price and at a fixed yield. The agreement binds the seller 
to deliver and the buyer to accept the instrument accordin; to the 
terms of the agreement, irrespective of the impact which intervening 
changes in prevailing market interest rates may have on the value 
of the instrument. The agreement generally provides that, on or 
before the settlement date, the investment canpany has the option 
of closing out the obligation, rather than purchasing the instrument, 
by assigning the contract. This closeout will normally result in 
an Unmediate capital gain or loss be the investment canpany. 

A ·standby camnitment" agreement involves an investment canpany 
contractually binding itself, for a fee, to accept delivery of 
an instrument with a stated price and fixed yield, at a stated 
future date, up:m exercise of an option held by the other party to 
the agreement. Thus, any upward movement in prevailing market 
interest rates will have an adverse effect on the market value of 
the instrument and will result in an linmediate capital loss to the 
investment canpany when the standby canmitment is exercised. 
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relating to these trading practices expressing its view that eadl of. 
these practices might involve the issuance of debt or a senior secur1ty. 
The statement further expressed the view that these practices can poten
tially be employed for speculative or leveragirg purposes, and thus may 
be in o:mtravention of the purposes of Section 18 of the 1940 Act. 69/ 

One particular situation illustrates the dangers inherent in the 
use of these trading practices. 70/ In that situation, such trading 
practices were used by the imestment canpany's p::>rtfolio manager wi thout 
the knowledge or peonission of either the board of directors of the 
investment ccmpany or its investment adviser. As a result of the 
manager's actions, the investment canpany sustained a loss of approxi
mately $1.5 million which the canpany disclosed subsequently to shar~ 
holders. 'lb.e investment adviser of the o::xnpany agreed to reimburse 
the oompany for sane of its losses. 

Investment Canpany Act Release No. 10666 (April 18, 1979), attached 
hereto as Exhibit H. The Canmission, in addition, has taken a :;:osi
tion regarding the valuation of variable rate rotes: such notes may 
be treated as having maturities equal to the period remaining until 
the next renegotiation of the interest rate where the security itself 
has a maturity of 180 days or less and the interest rate is renegoitated 
every 30 days. The Canmission is also in the process of formulating a 
p::>sition regardin:J the purchase of puts by investment canpanies. .~ put, 
sanetimes termed a n standby canmi tment, n is an agreement wi th the seller 
of a security which enables the purchaser, at his option, to sell bade 
the security at a specified price durirg a specified time ~ricd. In 
the Commission's view a put is a separate security which must be valued 
at fair value a.rrl is subject to the prohibi tions of Section 12 of the 
1940 Act prohibi ting the purchase of a securi ty issued by a broker or 
dealer. Therefore the Commission will condone the purchase· of puts only 
under circumstances which will ensure the proper valuation of that 
securi ty a."'ld ",,'here exemptive relief is obtained or the put is not 
purchased fran a broker or dealer. 

In the Matter of Banker Acceptance Co., et al., Securities Exchange 
Act Release No. 15974 (June 26, 1979) (Order simultaneouly insti
tuting administrative proceeding and accepting settlement offer), 
Exhibi t I hereto. 
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D. Switching services 

An additional matter that has been the focus of Commission attention 
has been the adverse effects which can result fran the offering and prcr 
motion by investment advisers of "switching" services advising many 
investors simultaneously of the "appropriate" time to "switch" investments 
fran a rroney market fund into equity securities or an equity-oriented 
investment canpany, and vice versa. In one particular case, the investment 
adviser of a complex of investment companies encouraged and advocated the 
use of" such services by its shareholders. 'TI1e extensive use of these 
services by shareholders resulted in portfolio management problems and 
increased expenses when a large number of redemption requests were received 
simultaneously. For example, on one day redemptions resulted in a decline 
in the net assets of one of the funds in the complex by approximately 
70 percent. The Canmission instituted an injunctive action against the 
persons and canpanies involved in that situation, and secured the apPJint
ment of additional indeperrlent di rectors arrl a special counsel to oversee 
the operations of the investment canpanies. 71/ 

E. Advertising and Sales Literature 

The ccntent of rnoney market fund advertising arrl sales literature, 
as is the case with respect to any investment canpany, is subject to 
the antifraud provisions of Section 17(a) of the 1933 Act and and Rule 
10b-5 under the 1934 Act. Under these provisions it is Lmlawful for 
any person, directly or irrlirectly, by the use of any means or instrumen
tality of interstate camrerce or of the mails to make representations 
which are materially misleading in connection wi th the offer or sale of 
securities. Representations could be considered to be m3.terially mis
leading if they (1) contain an untrue statement of a material fact or 
(2) anit to state a material fact necessary in order to make a statement 
made, in light of the circumstances under which it was made, not mis
leading. In addition, because IlDney market funds continuously offer 
their shares, they are continuously "in registration" under the 1933 Act, 
am absent Canmission rules, would be prdlibited fran utilizing any 
advertising or sales literature unless the use of such materials were 
preceded by, or acoompanied wi th, a prospectus. 

Securities and Exc e Commission v. The Fundpack, Inc., et al., 
Unlt States District Court for the District of Columbia, 

Civil Action No. 79-0859). The Court's opinion and final order 
are attached hereto as Exhibi t J. 
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Rule D4 adopted under the 1933 Act, as now amended, permits specified 
types of infotmation to be utilized in irnTestment canpany advertising 
wi thout being preceded or accanpanied by a prospectus. 72/ The scope of 
the infoDnation that can be utilized in investment company advertising 
under the rule is sanewhat broader than the "tanbstone" t~ information to 
which other issuers of securities are limited in their advertisements. The 
issuing of securities by an investment canpany constitutes an i.mp::>rtant 
ongoirr:J part of the operations of an irnTestment canpany. The typical 
non-investment canpany issues securities relatively infrequently arrl 
generally is free to advertise the business prcrlucts it offers. However, 
the product an investment canpany offers to the public is its shares. 
Thus, Rule D4 recognizes that an investment canpany should be able to 
oommunicate certain of its features to investors through advertising. 

Until March 8, 1979, the content of written advertising and sales 
literature by rroney market funds and other investment canpanies was 
guided by the Canmission's Statement of Policy on Investment Canpany 
Sales Literature ("Statement"). That document provided examples of 
representations which the canmission considered permissible and examples 
of representations which the Commission believed might violate the anti
fraud provisions of the federal securities laws. The Statement was 
withdrawn for a variety of reasons, including problems in administering 
the Statement's provisions, the need for IlDdernization of the Statement 
due to changes in the ~ture of the investment canpany industry, the 
reluctance of the industry to use presentations unless they were included 
in the Statement, and the prospect of an increasing role for the Corrrnis
sion arrl its staff in determining the o::mtent of sales li terature for the 
industry. 73/ 

Following the withdrawal of the Statement, the Commission adopted Rule 
156 concerning the use of false am misleadirr:J irnTestment canpany sales 
li terature. 74/ Rule 156 is interpretive in nature and is designed to 
highlight the types of representations which the Commission's experience 
suggests are rtOst likely to be misleading. 

IY Rule D4 (17 CFR 230.D4). 

7lI Investment Canpany Act Release No. 10621 (March 8, 1979), attached 
hereto as Exhibit K. 

'HI Investment Canpany Act Release No. 10915 (October 26, 1979), 
attached hereto as Exhibit L. 
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Additional action by the Commission has further increased the flexi
bility and scope of investment ccrnpany advertisinJ by permitting investment 
canpanies to publish a broader range of information than previously 
petmi.tted, through the use of an nomitting prospectus. n 75/ Under the 
rule, investment canpanies may inclooe in advertisenents appearing in a 
bona fide newspaper or magazine, or used on radio or television, any 
information, the substance of which is included in their prospectuses. 
The availabili ty of the rule is condi tioned, am::>ng other things, up:m 
the ~uirement that the advertisement state conspicuously from whom a 
prospectus ccntainin; nore cx:rnplete information may be obtained and that 
the investor should read the prospectus carefully before investirg. 
Recently, that rule was further amended to provide that any yield figure 
qooted by a noney market fund in such advertisanents must be COTIpute::l 
acoordin; to a standardized rretix>d prescribed by Canmission rule. 76/ 
In addition, advertisements pursuant to the rule are subject to theprovi
sions of the 1933 Act, which provides a civil renedy for investors who 
purdlase securities as a result of a false am mislea:jing orcspectus. 77/ 
Such advertisements are also subject to the general antifr~ud prohibitions 
of the 1933 Act arrl those adopted under the 1934 Act. 

written advertising and sales literature utilized by invesbnent 
companies must be filed with the Commission. 78/ The staff of the Division 
periodically reviews these materials, which also are generally reviewed 
durill3 the oourse of investment company inspections. Where the staff has 
found misleading advertisements, appropriate action has been reCClTlIT'ended to 
the Cammission. 

F. Yield Quotations 

Due to the nature of noney market funds and their investment objective 
of providing as high a level of current income as obtainable, consistent 

75/ Rule 434d (17 CFR 230 .434d) • Investment Company Act Release No. 
10852 (August 31, 1979), attached hereto as Exhibi t :-1. 

7.21 Investment Ccmpatiy Act Release No. lD79 (September 30, 1980). 
See discussion pp. 25-26, infra. 

I!J Section 12 ( 2) of the 19 3 3 Act. 

~ Section 24(b) of the 1940 Act. 
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with preservation of principal, the yield (rate of return), reported 
by these funds is often of critical importance to investors. Ebwever, 
the Act did not mandate standardization of yield quotes for investment 
canpanies in general. 'D1e Commiss ion and the staff of the Division were 
concerned that, due to a lack of unifonni ty in methods of calculation, 
yield quotations of lOOney market funds ~re not canparable and thus, 
might be confusing or even misleading. In 1975, the Corrmission pr0-
posed to standardize money market fund yield quotations by requiring yield 
calculations according to the "yield to averCkJe life" method. 79/ Cortrnents 
received en the proposal suggested that the proposed quotation method W'Ould 
not be acceptable to many money market funds because of its a:xnplexi ty • 
In addition, the variety of valuation and pricing methods then being 
utilized by funds made the selection of one appropriate method, for all 
types of lOC11ey market funds, difficult. a>wever, the resolution of the 
valuatioo issues, 80/ resul ting in a trend toward rroney market funds wi th 
stable prices per snare, and the original adoption of Rule 434d, which 
enabled advertisements to contain yield quotations, heightened the need for 
comparable yield quotations and eliminated some of the obstacles to the 
achievement of that objective. 

'!he Investment Company Institute (" leI") achieved a consensus of 
its members concerning the issue of yield quotations and proposed a 
uniform quotation method for use by its members. '!he staff of the Division 
issued a "nc:raction" position accepting informally the reI proposal. 81/ 

on January 22, 1980, the Gommission authorized for public comment 
(1) a proposed amendment to Rule 434d under the 1933 Act which 'M:>uld 
require that yield quotations included in rroney market fund advertise
ments be based on a standardized canputa tion, and (2) a prop:>sed amend
ment to Fonn N-l, the registration form for open-end management investment 
canpanies, to require the inclusion of a yield quotation.based on the 
standardized canputation in the prospectuses of money market funds. on 
September 30, 1980, the Commission issued a release adopting the prop:>sed 
amendments, effective November 17, 1980. 82/ '!he amendments require that 

79/ Investment Company kt Release No. 8816 (June 12, 1975). 

~ See pages 14 to 18, supra. 

!!( Letter from the Division to the Investment Company Institute 
(available November 16, 1979), attached hereto as Exhibit N . 

.w Investment Company kt Release tb. 11379 (September 30, 1980), 
attached hereto as Exhibit o. 
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noney market flD'ld yields be canputed by dividing the average daily net 
investment incane per share earned by the fund (that is, accrued interest 
iB::ane plus or minus anortized purchase premium or discount, less all 
accrued expenses) during the preceding seven calerdar day FErioo, by the 
flD'ld ' s average daily price per share over the same perioo ard multiplying 
the result by 365. 

G. Custodial Requirements 

As noted above, one PrQITision of the broad regulatory frame\\Ork of 
the 1940 Act is designed to protect the typically liquid assets of in
vestment canpanies fran larceny or €!Tbezzlement by requiriOj that every 
management irwestment ccmpany maintain its securi ties and other assets 
pursuant to certain custodial arrangements prescribed by rule. PrO'Jided 
that the requisite oonditions are met, the assets of a IT'Oney market fund 
may be placed in the custody of a bank, a member of a national securi ties 
exchange, or may be held in the custody of the flD'ld itself. The Canmission 
has adopted a rule to petmit the assets of irwestment canpanies to be 
deposited in a clearing agency which acts as a securities depository or in 
the Federal Reserve/Treasury book-entry system. 83/ This rule was adooted 
to reduce unnecessary costs and to increase the protection of investors by 
providing a wider variety of efficient, effective and safe procedures for 
the clearance am settlement of securities transactions, and is particu
larly significant to IT'Oney market funds investing in various types of 
u.s. government securities which are generally kept in book-entry form. 

H. Prospectus Disclosure 

'lbe Canmission is authorized to adopt rules sFEcifying the type of 
information required to be included in prosFEctuses utilized by invest
ment canpanies. 84/ In fashioning such rules, the Canmission carefullv 
considers the scope of infocnation that \I\.Ould be material to investors: 

On May 31, 1977, the Canmission issued a release pr0p)SiI'l9 that 
ItDney market flD'lds be required to supplement the ir prosFEctuses at the 
end of each calerdar quarter with a sticker containing certain unaudited 
historical infocnation respecting irwestment performance and portfolio 
canposition. 85/ Consideration of the ccmment letters on the prq:osal 

83/ Rule l7f-4 (17 CFR 270.l7f-4), Investment Company Act Release No. 
10453 (Octcber 26,1978), attached hereto as Exhibit P. 

~ Section 24(a) of the 1940 Act; Section 10(e) of the 1933 Aet. 

!§! Securities Act Release No. 5830 (May 31, 1977). 
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suggested that the burdens am expense that would be imposed by the 
proposal would outweigh any p:>5sihle benefits. Thus, the Ccrnmission 
withdrew the proposal. 86/ 

Nevertheless, the staff of the Division will a:mtinue to revier,., 
the a:3equacy of the types of information included in rroney market fund . 
prospectuses to insure tha't existing disclosure standards require incluslon 
of infocnation necessary for investors in rroney market funds. This type of 
review, as noted above, recently resulted in the Canmission a:3opting 
a rule to require the inclusion of certain standardized yield information 
in the prospectuses of rroney market funds. 87/ 

IV • INSPECTICNS OF r.mEY MARKET F"'UNOO 

Aware of the rapid growth of the m:>ney market fund irdustry during 
the preceding year, the staff of the Division at the end of 1979 deter
mined that it would be appropriate to conduct limited inst:ections of 
virtually all rroney market funds to assure itself that no significant 
regulatory proolems existed and to ascertain whether these companies were 
providing adequate service to investors. Thus, on October 30, 1979, the 
Commission's regional offices were requested to inspect promptly the money 
market funds located in their respective regions to ascertain: (1) whether 
sales orders and redemption requests were being processed pranptly and 
properly: (2) whether all cash was being invested pranptly and properly; 
(3) whether funds using "penny roundingn pricing or anortized cost valu
ation pursuant to exemptive orders were canplying wi th the cordi tions 
iInp)sed by such orders: and (4) whether funds were ccmplying wi th their 
investment policies and procedures as disclosed to investors in their 
prospectuses. Although isolated problems were discOlJered at certain funds, 
the inspections revealed that the vast majori ty of rroney market funds were 
functioning efficiently and effectively. 

A. Back Office Procedures 

The inspections revealed that huge influxes of orders resulted 
in difficulties for sane noney market funds. One large transfer agent 
that serves several noney market funds appeared to be experiencing 
difficulties in processing orders to buy and to redeem shares of these 
funds on a timely basis, particularly in cases where that transfer agent 
received orders directly fran investors rather than fran the funds 
thsnselves. In the case of another fund, our inspection revealed that 

!§I Securities Act Release No. 6086 (June 8, 1979). 

W !!!. pa:Je 25, supra. 
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the fund rould not -identify a.l.Ioost $20 million of investments that had 
been received fran investors and invested in the fund. Altoough the 
noney was fully invested fran the time of receipt, when investors sought 
access to their noney they \oiOuld experience sane delay because the fund 
\oiOuld first have to identify that investor's investment. Investment 
ccmpanies will sanet:irnes receive noney for investment which canrot be 
traced iIrlrrediately to the proper shareholder account. Where normal 
processing prcblems are exacerbated by the relatively rapid turt1Ol1er in 
noney market fund shareholder accounts, careful attention to back office 
procedures takes on much greater importance. '!his fund apparently was 
unable to devote the tna.np:JWer and time necessary to identify accoonts 
pranptly when rtOney was received. However, this problem was subsequently 
rorrecteq. In Ck!dition, although in several cases noney market funds 
offering to effect redemptions by telephone did not have sufficient tele
phone facilities to receive such orders without delay, investors in one 
particular flmd were experiencirg particularly long delays. The in
spection staff requested that the fund take Umnediate steps: (1) to 
advise shareholders of its telephone difficulties through a letter to 
shareholders and additional disclosure in its prospectus; (2) to provide 
additional facilities to effect redemptions; and (3) to advise shareholders 
of the necessity to identify properly all rronies forwarded to the fund. 

In the case of another !tOney market fund, rapid growth and the high 
volume of transactions caused its transfer agent to be unable to process 
shareholder orders accurately. '!his resulted in an unreconciled error 
between the value of the outstanding shares of the fund and its assets 
(i.e., the fund issued too many shares to certain shareholders). Auditors 
were hired at the expense of the fund's investment adviser to locate and to 
rectify the discrepancies, and the fund determined to internalize its 
shareholder accounting services in order to prevent similar problems in the 
future. The investment adviser of the fund also agreed to pay the fund 
approximately $163,000 to reimburse it for the losses it incurred. 

B. Valuation Methods and Investment Policies 

The inspections also revealed that several IlOney market funds were 
valuing p:>rtfolio securities in a manner believed by the inspection staff 
to be inappropriate. Two such companies were utilizing the arrortized cost 
metOOd of valuation to value oon=negotiable certificates of deposit, 
without exemptive orders and without canpliance with the carefully Pre
scribed ronditions utilized by other IlOney market funds using such valuation 
metbJd pursuant to Canmission orders. The staff of the Division was 
particularly concerned with the use of am::>rtized cost valuation in t.'1ese 
situations because the certificates of deposit were ron-negotiable and, 
therefore, if the funds had to dispose of any certificates prior to 
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maturity, they could do so only by redeeming the certificates with. the 
iSSlill3 bank at a significant penalty in the rate of interest rece1vable. 
Thus, the accrued interest that was declared daily as dividends by these 
funds represented interest that might not ever have been earned by the 
funds. In addition, it appeared to the inspection staff that these conr 
panies might be violatill3 their fundamental policies which restrict their 
purchase of securities that are not freely madcetable. Finally, the 
ncn-negotiable certificates of deposit arrounted to nore than 50% of the 
assets of the funds. 

To correct these deficiencies, the funds, to the extent tx:>Ssible, 
converted their certificates of deposit to negotiable certificates of 
deposit and proceeded to value such certificates by reference to market 
factors. In each case, the change in valuation method resulted in a 
reduction in value of certain of the certificates and YIoOuld have reduced 
the net assets of the funds. Rather than re::iuce net asset values per share 
or significantly reduce dividends in order to account for this loss in 
value, the investment advisers contributed $420,000 in one case, arrl 
$249,383 in the other case, to offset the declines in the values of the 
underlying {X)rtfolio securities. In crldition, the funds informed share
holders through letters am amendments to the ir prosI;:ectuses of the 
insI;:ection staff's views am of the remedial actions taken. 

C. S L1IT!!IarY 

The insI;:ections revealed isolated prcblems wi th respect to the 
opera tions of sane noney market funds. The problems have been oorrected, 
and the remedial actions taken by the canpanies involved have helped 
to avoid aTrf resulting harm to shareholders. While the nature of the 
prcblems could have been serious if certain practices continued unchec.1(ed, 
the inspections were an effective device to secure prompt campliance and 
avoid possible future adverse effects of a m:::>re serious nature UpJn share
holders. The Canmission's regional offices will continue to inspect the 
operations of rconey market funds I;:ericx:Ucally in order to see that no 
significant regulatory problems are occuring. 

v. ENroRCEr1ENT ACTIONS 

In conjunction with an active inspection program, the Commission 
maintains an active and aggressive enforcement program in the area of 
lOOney mad(et funds. The Camnission has recently settled three cases 
involving I1Dneymarket funds and has canmenced proceedings against 
others. Through such proceedings the Ccrnmission believes that it has 
stopped harmful or potentially hatmful behavior and, where £Xlssible, 
has secured compensation for the fund and it shareholders. 
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A recently settled case 88/ involved bookkeeping errors pertaining 
to fund redenptions, which resul ted in over payments to sane shareholders 
(shareholder accounts were not oorrectly debited for partial redanptions). 
'!he Comnission accepted a settlement of the case which included a censure of 
the investment adviser and transfer agent, and the institution of new pro
cedures to preclude any future occurrence of the problans. In addition, the 
investment adviser oornpensated the fund for losses resul ting fran the 
errors. 

A second case was instituted against the investment adviser and transfer 
agent of a fund experiencing problems servicing its shareholder accounts. 89/ 
AlthoU3h the fund knew it had old and unreliable OOIllputer equipnent and that 
in the past it had experienced a series of problems in handling shareholder 
acoounts, it continued to state in its prospectus, with no disclosure of 
previous problems, that it oould provide a level of service that, given its 
situaticn, was unreasonable to expect. In addition the fund continued to 
accept orders to p.1rchase shares during a period when its oornputer system was 
not in operation. '!he Cormtission recently settled this case upon agreement 
that the flmd would employ an in house counsel (responsible for advising the 
board of any steps necessary or advisable to ensure compliance with the 
federal securities laws), 'NOuld file certain reports with the Commission, and 
that the fund would be provided better equipnent and service. 

A third enforcement proceeding was brought against various defendants 
involved with a fund that advertised itself as a rroney market fund but which 
maintained an average dollar weighted portfolio as high as 825 days. The 
Conmissian has settled with 0.0 defendants and the comnenced proceedings as 
to the other defendants. 90/ 

Sumnary 

AlthoU3h there have been some difficulties involving rroney market funds, the 
Divisicn believes that the problems have been relatively isolated. In addition, 
the Commission has been successful in obtaining rapid correction of the diffi
culties am, in IYOst cases, full recanpense for any injury to the funds involved ar.d 

88/ Q:)vernnent Securities Management Canpany and Fundlink Information 
services, Investment COmpany Act Release tb. 11583 (January 26, 1981), 
attached hereto as Exhibit Q. 

89/ Reserve Management Corporation, et al., Investment Company Act Release 
ttl. 11394 (<xtober 10, 1980), attadied hereto as Exhibit R. 

In the Matter of Paul Buchbaum and S. Jay I..e.vy, Investment Company Act 
Ielease tb. 11065 (MarCh 4, 1980); First Multifund Advisory Corp., et al., 
Investment Company Act Release No. 11064 (MarCh 4, 1980), attached here
to as Exhibit S. 
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their shareholders. \'bile additional difficulties may occur in the future, the 
Division is confident that the Gommision's enforcement program will continue to 
provide a high level of protection to investors in money market funds. 

VI. IMPACT OF RECENr CREDIT CCNl'OOLS ON MONEY MARKET FUNOO 

D..lring 1980, money market ftmds along with other financial institutions 
were subjected to certain "credit-control n measures [12 CFR 229.11-.15]. f:>s. 
a result of regulations adopted pursuant to the provisions of the Credit 
Control Act of 1969 [12 U. S.C. 1901 et seq.] by the Board of Q:)vernors of the 
Federal Reserve Systen (nBoard") money market funds were required to maintain 
special non-interest bearing deposits (nspecial depJsitsn ) with Federal 
Reserve Banks. &lch special deposits were originally equal to 15 percent of 
the fund's "covered credit," but were later decreased to 7 1/2 percent and by 
July 28, 1980, were completed eliminated. 'Ihe implementation of such credit 
controls raised serious issues regard ing the proper reaction by the funds and 
their boards of directors to such measures and had a significant bnpact on 
the operations of many money market funds. 91/ 

Ch March 14, 1980, the Division issued a general statement of policy 
outl ining the potential problens and concerns facing money market funds as 
a resUlt of such regulations. 92/ SUch potential problems included how the 
funds would avoid dilution to the interests of existing shareholders, how 
funds w:>uld treat the special dep::>sits for valuation purposes, whether ad
justments in the advisory fee schedules were necessary and what disclosure 
obligations arose as a result of the regulations. In order to facilitate 
funds' adjustments to the Board's regulations, the Corrmission a:3opted an 
energency temporary rule 93/ providing certain exemptions fram the provisions 
of the 1940 Act. 'Ihe exemptions were designed to minimize disruptions in 

Al though m:>ney market funds did not experience a large change in 
their rate of return as a result of the credit control regulation 
nor did the rate of growth for such funds as a group diminish, for 
most funds such regulations necessitated additional disclosure to 
shareholders, plus for many funds, a moritorilll\ on new shareholders 
and the formation of new funds, all of which involved additional 
costs. 

W Investment Company Act Release t«>. 11088 (March 14, 1980), attached 
hereto as Exhib itT. 

93/ ~e 6c-4(T), Investment Company Act Release t«>. 11137 (April 22, 
1980), attached hereto as Exhibit u. 
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the operations of investment canpanies subject to the dep::>sit regulations and 
other hardships that might otherwise occur while such investment canpanies were 
adjustil'¥J their operations as a result of the credit control regulations. In 
reaction to the Board's regulations and the Canmission's temporary rule, many 
noney market funds established "clone ftmds," which were new canpanies set up 
to mirror the old canpany, the only difference being that the new ftmd was 
subject to the special deposit while the old one was not. 

Similarly, when the special deposit requirements were rescinded, subject 
noney market ftmds were a;Jain faced wi th a variety of concerns, inclooing 
what disclosure cbligations arose as a result of charges in regulation plus a 
nurrber of regulatory concerns; especially whether they should continue to 
maintain the clone fund, and if not, what procedures srould be utilized to 
dissolve the fmd. Again the Canmission issued a general statement of !X)licy 
outlinin; the issues facin; such investment canpanies, 94/ and again took the 
view that the Commission should facilitate any changes in operations or 
disclosure that invesanent canpanies would need to make in reaction to rescis
sion of the special deposit requirements by the Board. Acoordingly, the 
canmission later issued arother emergency t.ernp:>rary rule designed to aid such 
lOOney market fmds in their adjustments. 95/ 

94/ Investment Canpany Act Release No. 11263 (July 21, 1980), attached 
hereto as Exhibi tV. 

95/ Rule 6c-5(T). Investment Canpany Act Release No. 11277 (July 25, 
1980), attached hereto as Exhibit w. 
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instituting administrative proceeding and Unposing remedial 
sanctioos); First Multifund Advisory Corp. et al., Investment 
Company Act Release No. 11064 (MarCh 4, 1980) (Order instituting 
aiministrative proceedings). 
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Exhibits cont. 

T. Investment Canpany Act Release No. 11088 (March 14, 1980) 
(Statement of p:)licy on effect of credi t controls CIl the 
operations of certain registered investment canpanies 
inc100ing noney market funds). 

U. Rule 60-4 (T), Investment Canpany Act Release No. 11137 
(April 22, 1980) (Temp:)rny rule prOlTidin:J exemptions to 
certain noney market funds and other persons am canpanies). 

v. Investment Canpany Act Release No. 11263 (July 21, 1980) 
(Statement of p:)licy on effect of the tennination of credi t 
controls on the operations of certain registered imest:ment 
oatpmies inclldin; noney market funds). 

w. Rule 6c-S (T), Investment Canpany Act Release No. 11277 (July 
25, 1980) (Te:npora~ rule prOlTidin:J exemptions to certain 
m:mey market funds). 



• ses. it .:!::>;:.ears t:-:at iJ a !:~.:.r"!nGiC!!'·~!:re to r~':S'~ 
sha:~s, ·u~.:.>r "1P.· a;;:;r::.il at ~;:':('-3:\i;:mo: ;n.:~. e 

.. v. jc~, h,.S nc·( ,.~, t...;~n ih=1 ';;JC; :-ct of .".! ci'.:;~=r1C 0":' a
rat n, that ~~r::on at his redemption proce;~ds w ich 
rep sents such ac:rued tax-exempt income wi be 
treat d as part of the <:.mount realized for purpo es at 
capit gains comput:lt!ons. This amount may. here-
fore, taxed at long- or snort-term capital gai s rates 
aJthou it would h3'1e been tax exempt had e fund 
declar It as dividends prior to tha redam Ion. The 
possibilit of such a tax consequence auld be 
disclosed. urthermore, the dates on whic 
will be d ared shculd be disclosed so areholders 

redemption can be effected' itn the least 
possible ad rsa!ax consequences. oreover, the 
Division beli ves that Section 36 of the Act may 
reQuire that di .ors and manageme~j( of such funds 
consider the da . s of redamoti~ms ur.:f.;r any automatic 
withdrawal prog ams WIlIC., the funt may have when 
setting dividen declaration dares in order to 
maximize, consis nt with the ~x.exempt income 
objective of the fu,d. the amount of income or gain 
which is tax exem~t tor sha7e 'olders under these 
programs. \ 

Olsclosure Relating t~uallty.f8t1ngS 
Most, if not all, tax.exe~~: Jor.d funds have as ona of 
their investment policies q6~CY limiting purchases of 
bonds to ones which ha been given a publlsheg 
quality rating b-" one a he rating services. Most 
funcs ha·.:;ng such a Pol!cY'fl.:rrentIY include In their 
prospectuses an ap~ndiX\ which describes the 
criterion for each of th, '/ario~~ permisSible ratings of 
the bonds in whir.h it may invest. The Division 
encourages the contirjuation of is practice. 

I 
Funds which have rade ratings part of their invest-
ment polic'! app~r: ntly have det mined that ratings 
are meaningful to: nvestors and tna a minimum rating 
policy is highly sirable. However. he significance of 
this policy is Iclr,GelY diluted unless i ormation is pro
vided as to the' istritution of ~he po· olio among the 
various ratln . Then~fore, tax-exe t bond funds 
which make atings a part of their in stment policy 
should provo e information in the prosp tus as to the 
distributio of portfolio securities amen the various 
permissibl ratings. The average percenta e at assets 
invested' bonds of each rating over the und's last 
flscaJ ye should Oe disclosed in the prnsp us where 
rating licies are discussed. !n addition, is ers may 
wish include bond rating !nformatlon their 
portfo a schedules as is done by many 

tly. 

es 0' Tax~xempt Funds 

Ion 35(d) ot the Act in essence prohibit3 any f 
from using a name which implies a certain type of 

George A. Fitzsimmons 
Secretary 

INVESTMENT COMPANY ACT OF 1940 
ReI. No. 9786/May 31, 1977 

ACCOU:-.ITING SERIES 
ReI. No. :19/May 31, 1977 

VALUATION OF DEBT INSTRUMENTS BY MONEY 
MARKET FUNDS .L\ND CERTAIN OTHER CP:N
END INVESTMENT COMPANieS 

AGENCY: Securities and Exchange CommisSion. 

ACTION: Rule Interpretation. 

SUMMARY: The Commission has issued an inter· 
pretation of a rule ado~ted under the Investment C.:>m
pany Act ot 1940 (the "Act") inCiC2ting. generally, 
that it shall be considered inappropriate under the pro
visions of the rule for "money market" funds and 
certain other open-end investment companies to de
termine the fair value of debt portfolio sacurities on <ill 

amortized cost basis. except In the case of securities 
with remaining maturities of 60 days or less. ~ere 
has been considerable confusion and 'Jncenainty as to 
the appropriate methods to be utilized by "mene'! 
market" funds in valuing their portfolio securities'. 
This interpretation should help insure that s:"1ares of 
such comoanies are sold and redeemed at prices re
fleeting ~he fair value of tlie uncerlying ;Jontolio 
securities. 

EFFECTIVE DATE: Immediately. 
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FOR FURTHER INFORMATION CONTACT: Ken
neth S. Gerstein; ESQ., Division of Investment 
Management. Securities and Exchange Commission, 
Washington, D. C~ 205A9 (202';755 .. 023~). 

SUPPLEMENTARY INFORMATION: On April 28, 
1975. there was published for public comment notice 
of a poSition the Commission procosed to take regard
Ing the standardization '0.1 procedures utlized by 
registered investment companies, Including "money 
market" funds, for the valuation of 'short-term debt 
Instruments in their portfolios. [40 FR 18467).1 The 
proposed valuation position would have suggested 
"marking to market" as the most appropriate method 
for valuing any short-term debt securities held by 
registered investment companies and would have 
expressed the belief that it would be desirable for such 
compailies to discontinue the "amortized cost" 
method 'of valuation. 2 

Among the public comments with respect to the pro
posed position on valuation of short-term debt in
struments were those suggesting that: (1) the benefits 
of "marking to market" valuation were small com
pared to the attendant costs at such valuation method; 
(2) many "money market" fund shareholders desire a 
valuation method that would achieve a constant asset 

Commission expects compani~s to comply with this 
inter;>retation at the earliest possible date consistent 
with their obligations to ,avoid disrUPtion ot their 
operations. but in any event not later than November 
30,1977. 

The Commission recognizes that. in the absence of the 
interpretation it has determined today to issue. there 
has been considerable confusion and uncertainty as to 
the appropriate methods to be utilized by "money 
market" funds in valuing their portfolio securities. 
This interpretation should help remove the uncertainty 
and further the objectives of enabling investors in such 
funds to: (1) purchase and redeem their shares at 
prices appropriately reflecting the current value of 
fund portfolio securIties: (2) be properly credited for 
any unrealized appreciation or depreciation in such 
portfolio securities: and (3) be provided with 
meaningful ana comparable information with which to 
appraise investment returns and the current earning 
abiiity of "money market" funds. 

Interpretation With Respect to Valuation of Debt 
Instruments By Money Market Funds and Certain 
Other Open-End Investment Companies. 

value; and (3) the Commission lacks the authority to The Commission is aware that many investment 
preclude the use of amortized cost valuation. Other companies, including some "money market" funds, 
commentators suggested that only "money market" value short-term debt instruments in their portfolios 
funds be required to "mark to market." '.' on an amortized cost basis. Under this methQd of 

Nevertheless. after consideration and analysis of the 
comments received with respect to the proposal. t~e 
Commission. for the reasons discussed below. has 
issued this interpretation setting forth its views as to 
the appropriateness of certain methods utilized by 
"money market" funds and certain other registered 
open-end management investment companies to 
determine the fair value of debt securities in their 
portfolios. The interpretation that the Commission has 
issued differs in some repsects from the proposed 
pOSition and is discussed in detail below. The 

'Investment Company Act of 1940 Release No. 8757, 
April 15, 1975. 

21d. The release also indicated the Commission's tenta
tive view that money market funds might be permitted to 
portray return by means of a quotation such as "yeild 
to average life." In Investment Company Act Release 
No. 8816 (June 12. 1975) [40 FR 27492) notice was 
given of proposed guidelines with repsect to 
standardizing money market fund yield quotations. 
SUCh guidelines would have permitted the use of 
"yield to average life" qu':)tations. The Commission is 
still COnSidering these matters. 
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valuation, investment companies initially value such 
instruments at their cost an the date at purchase and. if 
the instrument was purchased at a discount. thereafter 
assume a constant proportional increase in value until 
maturity.3 However. CUrIng toe perlOo a cebt security 
is held. changes in the market rate of interest and 
other factors may affect the price at '.vnich fhat 
security could be sold. As a general principle. the 
longer the ~emaining maturity of an outstanding debt 
security. the more that price will be affected by SliCh 

interest rate changes, 

The Commission is concerned that the use of the 
amortized cost method is valuing portfolio securities at 
registered investment companies may result in over
valuation or undervaluation of the portfOlios of such 
companies. relative to the value of the cortfolios 
determined with reference to current market factors. 

~In simplified terms. for instruments purchased at a 
discount. the difference oetween the cost of such an 
instrument at purchase and its maturity value is 
divided by the number of days to maturity and that 
amount is accrued daily as an increase in the value of 
the instrument eactl day. More precisely. amortized 
cost valuation may be aescribed as cost. aOjusted for 
amortization of ;:lremium. or tor accretion of discount. 



In the case of registered .open-end management 
investment companies ("mutual funds" or "funds' '), 

IthiS would mean investors purchasing or redeeming 
shares could payor receive more or less than the 
actual vaJue of their proportionate shares of the funds' 
current net assets. The effect of such SLiles or 
redemptions may therefore result in inappropriate 
dilution of the assets and returns of existing 
sharehol~ers:" 

Although inappropriate valuation of securities could 
cause these effects in various types of funds. the 
position take herein is addressed specifically to the 
case of: (1) "money market" funds. and (2) other 
open-end investment companies that hold a significant 
amount of debt securities. such that the use of the 
amortized cost method is valuing any portion or type 
of these debt securities CQuid have a material impact 
on such funds' net asset values per share. Generally, 
the Commission would consider the use of a particular 
valuation method to have a material impact if the use 
of that method. as opposed to another method. might 
cause a change of at least one cent in a net asset value 
per Share of S10.00.s The interpretation explained 
below will be applicable to both "money market" 
funds and these other open-end investment 
companies.6 

·For example. redemptions of shares in a fund which 
has overvalued its panfoii") or sales of shares in a fund 
which has undervalued it:. portfolio could result in the 
dilution of the assets and returns of other investors in 
the fund. The extent of such dilutive effects ',vould be 
dependent upon several factcrs. including the extent 
at the overvaluation Or ur.dervaluation, and the 
prOpOrtion of fund shares sold or redeemed at such 
times. 

!lAlthough one cent differences in net asset values per 

Generally. "money market" funds are open-end 
investment companies which invest primarily in 
short-term debt instruments. They provide a vehicle to 
permit investors to take ad'/antage of what at times 
may be the higher short-term interest rates earned on 
large investments. Through a pooling of money these 
funds enable the purchase of larger denomination 
instruments than could normally be bought by the 
individual small investor. These funds have also 
attracted investments from. corporation. bank trust 
departments. and other institutional investors. 
Another characteristic of money market funds is the 
short-term investment perspective of many share
holders. Although the portfolio composition of "money 
market" funds is variable both in terms of the types of 
securities purchased and their maturities. the 
portfolios of such funds typically include U.S. 
gC'Isrnmant and government agency issues. certifi
cates of deposit. banker's acceptances. and 
commercial paper. 

Section 22(c) [15 U.S.C. 80a-22(c)) of the Act [15 
U.S.C. 80a-1 et seq.]. by reference to Section 22(a) [15 
U.S.C. 80a-22(a») of the Act. authorizes the 
Commission to adopt rules prescribing. inter alia. 
methods for computing the minimum purchase price 
and maximum redemption price of' redeemable 
securities issued by a registered investment company: 

••• for the purpose of eliminating or redUCing so far 
as reasonably practicable any dilution of the value of 
other outstanding securities of SUCh company or any 
other result of ... purchase. redemotion. or sale 
which is unfair to holders of such other outstanding 
securities .... 

Section 2(a) (41) [15 U.S.C. 80a-2(a) (41iJ of the Act 
defines "value". as here relevant. to mear.: 

share of $10.00 might appear to be insignificant. the (8) ... (i) with respect to securities for which market 
effects of such differences can be material to the' quotations are readily available. the market value of 
decisions of investors when translated into differences such securities; and (iiI wit;' repsect to other 
in.rates of return. Moreover. the inequitable effects of securities and assets. fair value as determined in ~cod 
amortlzed-60st valuation can occur in the case of any faith by the (registered investment company's) beard 
open-end investment company where a significant of directors .... 
proportion of a company's portfolio consists of debt 
securities valued at amortized cost. The extent of such 
inequitabie effects will, of course, depend upon 
changes in interest rates and the level of a company's· 
sales and redemptions of shares. 

liSee, generaHy, Accounting Series Release No. 118 
(Cecember 23. 1970) [35 FR 19986}. "Accounting for 
Investment Securities by Registered Investment 
Companies," and Investment Company Act of 1940 
Release No. 1221 (June 29. 1912) (37 FR 12790), 
"Guidelines for the Preparation of Form N-aS-1, "as 
they relate to the valuation of portfolio securities by 
open-end investment companies. 

Rule 2a-4 [17 C F R 270.2a-4) promulgated under the 
Act provides, in part. that the "current net asset 
~alue" ot a redeemable security issued by a registered 
Investment company used in computing its price. for 
the purposes of distribution and redemption. means: 

••• an amount which reflects calculations ... made 
substantially in accordance with the following. with 
estimates used where necessary or appropriate: 

(1) Portfolio securities with respect to which market 
Quc!ations are readily available Shall be valued at 
current market value. and other sec:.Jrities ... shall 06 
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valued at fair value as .determined in good faith by the 
board of directors .... 

Now that both the Commission and the money market 
fund Industry have had the benefit of experience with 
this relatively new investment product. and to help 
insure that shares of such funds are sold and 
redeemed at Drices reflecting the current market or 
fair value at SUCh funds' ponfolio securities. the 
Commission has concluded that is shall prospectively 
consider it inconsistent with the provisions of Rule 
2a-4 for a money market fund to determine the fair 
value of debt securities which mature at a date more 
than 60 days subsequent to the valuation date on an 
amortized cost basis. 

Although debt securities with remaining maturities in 
excess of 60 days should not be valued at amortized 
cost, the Commission will not object if the board of 
directors of a money market fund. in good faith. 
determines that the fair varue of debt securities 
originally purchased with remaining maturities of 60 
days or less shall be their amortized cost value, unless 
the particular circumstances dictate otherwise.? Nor 
will the Commission object if, under similar circum
stances, the fair value of debt securities originally 
purchased with maturities of in excess of 60 days, but 
which currently have maturities of 60 days or less, is 
determined by using amortized cost valuation for the 
60 days prior to maturity, such amortization being 
based upon the market or fair value of the securities 
on the 61st day prior to maturity.s 

The Commission believes that money market fllnds 
and those other companies to which thiS interpretation 
Is applicable should value debt securities with greater 
than 60 days remaining to maturity based upon 
current market Quotations if readily available or, if 
such quotations are not readily available, in such a 
manner as to take into account. any unrealized appre
ciation or depreciation due to changes in interest rates 
and other factors which would influence the current 

TThe fair value at securities with remaining matlJritles 
of 60 days or ress may not always be accurately 
reflected through the use of amortized cost valuation, 
due to an Impairment of the creditworthiness of an 
Issuer, or other factors. In such situations. it woulc1 
appear to be incumbent upon the directors of a fund tei 
recognize such facto,., and take them into account in 
determining "fair value." 

'A tund afso may use amortIzed cost valuation for a 
perIod less than 60 days prior to maturity, in which 
CSM the principles indicated above would also be 
applicable. 
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fair values of such securiti~s.9 These methods are 
sometimes referred to as "marl<ing to market." In 
determining "fair v~llJe·· by reference to current 
interest rates and other f:;!c70rs. the board of directors 
of a money market fur.d may. of course, utilize 
whatever method i! :e!'?rmines in good faith to be 
most appropriate.'°Ti':e method utilized could be based 
in part, for example. upon quotations by dealers or 
issuers for securities of similar type, Quality and 
maturity. 

Except in the circumstances delineated above. Ihe 
Commission believes that. in view of the experience 
which has now o':?sn g<;lneo with respect to the 
characteristics of money market funas. the use of the 
amortized cost method of valuation by a money market 
fund cannot in the 'u~ure re;Jresent a "good faith" 
effort to determIne :r:a "~ai;, '/alue" of port;olio 
securities for purposes of Rule 2a-4: such valuation 
fails to consider· the !:"T1o<;ct of marKet factors 
subsequent to the date a debt security is purchased on 
the value of such secur:tv. Moreover. the probaoiltiy 
that amortized cost valuation will not acproximate 
"fair value" is progressIvely greater for sec~rities of 
increasingly longer maturities. The Commission 
believes that the use of amortized ccst valuation by 
money market funds in valuing securities with 
remaining maturities in excess of 60 ·days is not an 
appropriate estimate of mar~et value or "fair value" 
and further that, because alternat iv~ val uat iof"' 
proceduras which consider market factors are 
available, use of amortiZed cost ·,aluation under such 
circumstances as a!1 estimate is not necessar/. This 
standard should help :nsure that fund shares are sold 

91n Accounting Series Release No. 118. note 6, supra, 
the CommIssion stated tnat: 

As a general principle. the current 'fair value' of an 
Issue ot securities being valUed tly :he Board of 
Directors would appear to be the amount which tr.e 
owner might reasonably expect to receive for them 
upon their current sale. 

In that release, the Commission notes various factors 
that might be consioered in arriving at "fair value", 
which factors included: 

yield to maturity with iespect to debt issues ... an 
evaluation of the forces wnich influence the market in 
which these secUrities .lr~ ;Jurc:hased and sold ... [ane 
thel price and ext.enr of ;Jubiic trading in similar 
securities of the issuer or comoaraolt~ comoanies, ana 
other relevant matter~. 

!OSee note 6 supra. 



ind redeemed at prices reflecting the approoriate 
Jroportionate share of funds' c~rrent net assets. and 
-ninimize the potential for dilution of the assets and 
~eturns of existing Sl'1areholders. 

The Commission is also of the view that money market 
fund Shareholders ShllUld be accurately credit~ with 
the effects of any unrealized appreciation or 
jepreciation that may occur when t!'le value of a fund's 
portfolio fluctuates. If such effects are not reflected in 
either a fund's net asset value or its distributions to 
shareholders. as a practical matter the result would be 
a situation analogous to that which would exist if 
amortized COS! ';aiuati-=n ':;;ra I,;se1. and similar 
dilutive effects could occur. $uch may be the case. for 
example. where a money marl<et fund "marks to 
market." but decl'!res a daily dividend of accl1.led 
interest i:;:::o:l:<; a:1d ~gf!e~!s a!"lY rem!lining unrealized 
appreciation or depreciation in a "floating" net asset 
v~lue of 5, .CO noro:inal value oe~ share. rounded to the 
nearest cent. Under these circumstances. unrealized 
caoital changes. which could materially affect the 
value of Such fund's portfolio. would ordinarily not be 
of sufficient magnituae to cause the net asset value to 
change by one cent. The effects of unrealized appre
ciation and deoreciation. in the case of a fund with a 
"floating" 51.00 net asset value per share. would 
generally appear in the !hird and fourth decimal 
places. and when rounded to the third decimal place 
(i.e .• tenths of ~ne cent) would still not have a one cent 
impact on the net asset v .... Jue. Moreover. if such a one 
cent change should occur, dilution may also result. 
since a relatively small change in net asset value 
would ca'Jse a larger change in the computed net asset 
value per share due to rounding. For ~xample. if in the 
type of fund described above the net asset value was 
calculated accurately to three decimal places. were a 
change in net asset value from $1.004 to $1.006 to 
occur. such change of $.002 would cause the net asset 
value. when rounded to the nearest cent. to Change by 
one full cent. 

To alleviate these results and insure that Shareholders 
are more properly credited for capital appreciation or 

-deprecfaiion. the Commission believes that any money 
market fund which reflects capital changes in its net 
asset value per share Should calculate, and utilize for 
purposes of sales and redemptions. a current net asset 
value per share with an accuracy of one-tenth of one 
percent (equivalent to the nearest one cent on a net 
asset value of $10.00)." Any less precise calculation by 

IISuch calculation is apelicable only with respect to 
those money marl(et funds which 00 not include in 
their diStributions to shar~holaers all caeital chan,;~s. 
If suCh a fund had a net asset value of $10.00 per 
snare. it would be appropriate to calculate its current 

such a fund might have the effect of masking the 
impact of changing values of portfolio securities and 
ther~fore might not "reflect" th~ fund's calculations 
pertaining to its portfolio valuation as required by Rule 
2a-4.11 

Boards of directors of money market funds and those 
other funds referred to above should consider and 
re-evaluate current· fund priCing practices in light of 
the pOSitions expressed herein. In this regard. the 
Commission recognizes that such consideration may 
result in d.ecisions by some funds to make various 
modification of their valuation and distribution 
practices. To avoid any sudden changes in net asset 
values some funds might wish to effect a gradual 
transition to new valuation methods. Moreover. some 
time may be necessary to take the 'action necessary to 
adopt new dividend policies or other measures 
deSigned to implement the views expressed herein. 
Therefore. to allow adequate time for planning and 
effecting orderly transitions. the Commission, as noted 
above. expects companies to comply with this 
interpretation by no later than November 30. 1977. 

By the Commission. 

May 31. 1977 

George A. Fitzsimmons 
Secretary 

+._--_._-- -- --_. -------

ESTMENT COMPANY ACT m= 
Rei. . 97871 June 2. 1977 

net asset value. accurately to one tenth of a cent. 
rounded to the neal est one·cent. If such a fund had a 
net asset value per share of S1.00 it would be 
appropriate to calculate its current net asset value 
accurately to ttie nearest one hundredth of one cent. 
rounded 0 the nearest one tenth of one cent. 

12 See note 5. supra. 
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92,834 New Court Decisions rn Z·l-ll 

Medicorp's motion for inju 
!lied in all respects ana's motion is 
granted to th.. . .~nt of .:nj~ining Medicorp. 
its di • officers, Ol3ents and employees 

disseminating materially false and mis· 

[196,287] First Multifund for Daily Income, Inc. v. Securities and Exchange 
Commission, et 01. 

Un~ted States Distriet COUrt, Drstrict of 'Colum-hia. Civil Action ~o. i7-184S. Jan
uary 20, 1978. Opinion in full text. 

I.a,ve$tment Company Act-Valuation of Sec;urities-Good Faith-Challenge to SEC 
111t.erpretttion-Standing-Ripeness.-.A.lthough an iO\'C'stment company had standing to 
sue the Securities and Exc~ange Commission base{! upon the SEC s interpretation. as ex
pressed in a release. of what con.,ti,tutes "good faith" hy a board of directors in deter· 
miriing the value oi open-end investment company or mutual iund ;ecuriri.:s. this case was not 
yet ripe for judicial .consi,dera:tion. Sirn:e" the Commission st:lted that it e.:oc:pected com
pliance with the terms of the in~lion 'no later t::= =--'cn-emM 30. 1977. the release 
was more than merely advisory. The prac.tioJ er'fea oi. the t'e-I~so: was to compd com
pliance by ;l certUn date unless an exemption was granted. Thus. plaintiff had standing. 
However. there was an inherent weakness in rhis matter'~ ntnds for judicial review 
by the fact that it invol\'ed a preeniorteme:nt situation. The investment company still r.ad 
open to it a process by which it could seek an exemption ·irom t!--le :.pplication of the rule. 
rn addition, plaintiff failed to show that any real hardship would result from the withholding 
en judicial action <Ilt rhis time. 

See rr 4i,2S0. "InvestmentCompanies--Definitiorrs" division, V c-Iume ~; and ~ i2.24 1. 
"Accounting Releases" division, Volume 5. 

Carl L SlUpley, Drstrict oi Columhia,for plaintiff. 
Eli9se B. Walter, District of Columbia, for deiendant. 

FLANNERY, District Judge: Thrs mat·ter 
comes ,befot'e the court on plaintiff's motion 
for summary judgment and dc-fendant's 
cross-motion for di-smis5al. 01' in the al:er
native. tor summary judgm<:lIt. The facts 
in this case are not in dispute. The Secu
riries' and Exchange Commission (S.E.C.) 
is empowered hy the !nve3tment Company 
Act of 1940. 15 l7.S.C. §§ 80a-1. (t uq., to 
regulate open-end investment ccmpanies 
and mutual ,funds. Such companies and 
funds are required .to redeem their secu
rities on demand. 15 U.s.c. S 80a-Z2( e). at 
a price b:J:sctl on the value of t·he entire 
security por-tioEo owned hy the iund at the 
rime of the rt:demptioll or sale of the shares 
in tlac fUlld. 15 ('.S.c. § 80a·2(:1) (J2L CUII
g1'css sUred that n:g;5!cred 'ceur:!i.:s a.s
sociations had the :1uthority "Judcr the .\ct 
to pronlulg':1tc rulL-s "Q\'ct'lling the min
imum purcha's., flriec and 11I:t.'(imum rtdelllp-

I 96,287 

tion -price ior redeemable shares in such 
open-end il1v~tml'rit companies or mutual 
funds, 

for the purpOse oi eliminating or re
ducin'f. :'0 iar H reasoll31~ly pr::cticahle. 
:1IlY dilution or the val"Je oi otner out· 
standing securities oi such compan:-' or 
any ot'he:- !'esui-t oi ... purchase. redem;>
tion, or sale which is uniair to holde:-s 
of s\len other outst:"lldin6 'ecu~itic5 .... 

IS USc. § 80a·27(a). .'\t rhe same time. 
Congr-cs5 allowed the S.E.C. to promuI;pte 
rules lnd regul:uiolls to accomplish the 
;ame purposes. anu illclic:lt~ that ii Jon 
S.E.C. rule conriictcd with that oi :l secu
rities lssociatioll. the S. E.C. rule woulll 
prc\·ail. 15 U.S.c. § SO;l-22I c i. I n !ll:1kit1~ 

such a ul,·terminatioll oi "alue eli apel1-clIU 
illvcStnlC"l1t company or mutual iUllu 5':":U

ritie:;. 15 U.S.c. §:iOa·':la)(~I) provides: 

© 1978. Commc:rCe Clearing House, Inc. 
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"Value". with resp"t to assets of reg
istered investment companies ... mans--

(11) '" (i) with "e~t to sec:uritie-s 
for which muket IJuotation:s are readily 
available. the m:Ll'ket value of such se
curities; and ( ii) with resp"t to other 
securities and ~ktS. fair value as deter
mined in good hith ·by the -board of 
directors ; 

in· each Ctie as of such :time or -times as 
determined pursuant to this subchOllYter. 
and the n.tJes and regulations i-"llued by 
~h\! Commi.i .. ion h.:reunder. 

The S.E.C. has exercised it'S rulemaking 
power in this ara by isswng Rule 2a.4 
which provides mar <the value of sudt ~e
curities not readily -subject to a market 
price Quotation sha.ll be "detennined in 
good :fait!hby the board at directors." 17 
C.F.R. § 270.1a-4 (197i). 

This suit involves a dispote regarding 
the S.E.C:s r·nvestment Company Act of 
19-W Release No. 9786 (May 31, 1977) 
(hereinafter the Release). In issuing this 
Release. the S.E.c. purports to interpret 
the term "good faith" as used in 15 U.S.c. 
§ 80a-2(a).(411) and ·Rule 2a.-4. The Relea-se 
states that, in the view of the S.E.c., the 
board of directors of an open-end invest
ment company or muru.u fund determines 
the fair value at securities in good faith 
only when lSUCh valne is detef!tlined 

in such a manner ~.i to· take into account 
a11y unrealized appreciation or deprec~
·tion due to changes in inoterest rates and 
other ·radors wh.ich would influence the 
curTent fair values of such securities. 

Alt'bough this interpretation was issued 00 

Ma>" .n. 1m, the S.E.c. al·lowed for a 
six month interim :period for tra-nsition to 
this new valllaltion method. indicating that 
the Commission "expects companies to 
comply with this interpretation ,by no later 
than November 30, 1977." 

Plaintiff is an open-end inveo;tment COMp:1ny 

subject to the Investment Company Act of 
1940 and -the rules and regulations pro
mulgated .pursuant thereto. Plairrtiff con
tends that, the Release is arbitrary, capri
cious, and contrary to the terms of t'he 
Investment Company Act of 1940 and the 
Untied States Con-stitt)tion. Defendant dis
agrees with plaintiff's assessment of the 
merits. and abo raises two procedural bar
riers to this court's consideration of this 
case. Defendant contends norst thOlit plain
tiff lades sta'T1ding to bring ,this suit. and 
second that tlris matter is not ripe for 

J'ede'al Secmitia Law Rcpom 

adjudic:uic,n. For reasons more iuiiy stated 
he I uow. this court holds .that. althou~n pl:1in
tiff rioes have ·~tanctin~ to sue.'! his case 
is r.<".t yet ripe for jU<1icial consideration and 
should. thereinre. ·be- dismrssed. 

\Vit:h regard to the a9sertion that plain
tiff lam standing. defendant makes two 
poirlltS. Fir'lSt. deiendant argues that me 
Rdnse is merely an advisory e."'tpression 
of its policy, wt.;ch adjudicates no rights 
and whi:h. thereiore. docs not h:Ll'm !he 
plaintiff. Second. defendant contends that 
plaintiff has alleged no re.a;1 injury ff'3ult
ing from the issuance of the release. 

Examination of 1'he ·tenns of the Release 
a-nd the hi~tory of its promulgation in
d:cate th:1t jot is not mereiy a-n aavi,sory 
expression of policy. Tn the Releqse. the 
S.E.C. states that it e:oct'ected compliance 
with the terms of the interpretation no later 
~han Novem"~er 30. 19ii. If the Rdease 
were merely advisory and compliance with 
it voluntary. compliance by a certain dead
line could not be e.'Cpected. Furthermore. 
the S.E.c. has indi<:ated ~hat the Release 
was a re-sult at several years oi study C>i 
the unprecedented growth eli mutual funds 
and open-end investment companies. which 
study led to the condusion that more 
stringent guidelines were necessary to ;u:
complishCon-gre95' regulatory purpose in 
ttbis area. The Reiea:se. when viewed ag;lil1st 
this background. would seem to be m-ore 
mandatory than advisory. This COU" is not 
bound by the agency's characterization C>i 
its Release. Nc"w York Stock E.zcha"ge ~'. 
Bloom. 562 F. 2d i36. i40 ,. D.C. Cir. 19i7); 
lnd~pnuknt Brok""D~al.:r$· Trade Ass'" 71. 

S.E.C .• 4042 F. 2d 132. 137-39 (D.C. Cir. 
1971). A court should not lightly find that 
an agency release is nonreviewable. espe
cially when the sole basis for such J. :in-d
ing would .be the :lgency's ow!: descri-ption 
of its orelease. Ra~her. the court must look 
to ·thepractic31 effect of the release in 
determining whether it is me-rely advisory 
or whe~her i1: does determine the riethts of 
the parties. I n.d~:>~lId.!llt Brok .. ,.·Dealcrs· 
Trad~ Ars'7J :'. S.E.C.. supra, ~2 F. 2d at 
139. Th~ practical effect of the rdease in 
this nse is to compel compiiance by :l 
certain d:llte unless an c..'Cemption is granted. 
A·s such. pl:l.intiff cannot be deprived of 
standing simply on this b:t.sis. 

Plaintiff also shows injury sufficient to 
su.ppont a finding of ·standing. It is true 
that many of the injuries asserted fly plain
tiff are speculative. since most il1\ vlve the· 
pos-sibili.ty of civil suit'S, as yet urrfiled. 
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ag:ilitst plaintiff for ch::.nging the v:llu!1tion 
method of its securities. However, it is 
clear thaot ·the Rdease is designed to act 
directly ~on piaintiff's portfolio, most likely 
causing it to be revalued dowaward. This 
would amount to a loss to the plaintiff. 
.\lrhough this might only be a loss on 
paller. and even though the loss may be 
slight. it is sufflci~:1t ·to confer plaintitt with 
standing. 

ALthough the pl3.intiff has standing to 
sue. this is 110 guaral1'tee that this suit is 
ripe for judia.I action. Plaintiff seeks pre
enio:-ceo:ner.t review Of the Rdease. The 
det~r:lIin:l;:iol1 ~i :-ipeness in :iuch an old
ministrative setting as governed by the 
St..-oreme Court's decision in Abbott Lab
ordtorics. [ne. v. BlooIII. 8i S. Ct. 1307 
(1967), where the Court said that the 
ripeness doctrine in the administrative re
view setting was designed primarily 

to prevent the courts. through the avoid· 
ance oi lIrematuce adjudicauon, from en
tangling themselves in abstract disagree
me11ts over administr:litive policies. and 
also to protect the agencie.t irom judicial 
inte:-ference until an administrative deci
sion has bee11 iorrnalized and i tSI effects 
felt in a conC'!'ete ~-ay by challe":'lglng 
paTlties. 

!d. at ISIS. The Court in .4.fJbott enunciated 
a two part test t'O effectuate this purpose. 
First. the court must decide tf the issues 
presented are tit ior judicial decision. Sec
ond.the court :nust determine it the parties 
will sutter hardshq, ii judicial action. is 
withheld. !d. The stronger the showing 
on one of ,these points. the les.s is the 
required s-howing on the othet'. NffTIJ York 
Stock Esclumg, :V. Bloom. sufWa. 562 F. 2d 
at 741. 

Since this C:1Se involves a preenforce
ment situa.tion. there is an inherent weak
ne'Ss in it.> ntness ior judicial review. \Vhile 
it is true that th~ S. E.C. has suted that 
it expected compliance \vith tohe Release 
no later than November 30, 1977. the S.E.C. 
has also indicated that the method and tim
ing Of enforcement of the Release has not 
yet been decided. Furthemlore. and perhaps 
more impot"tal1'tly tOt" the purposes of this 
case, plaintiff still has open -to it a process 
by which it may seek an exemlltioll from 
the applic:a.tion of the rule. IS U.S.C. § 8030-
6(c) provides that t'he S.E.C. may exempt 
plaintiff from eM applicuion of the Release 

if and to the e..'rtent th:llt such e.."Cemption 
ios necessary or i.ppropnate in the public 
intere5t and comistent with the protec-
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tion of investors and the purposes iairly 
intended -by the policy and provisions oi 
this subchapter-. 

Plaintiff has iDlfonned the coun that its 
pornolio consists totally of depo;it cer
tificates from large New York banks. and 
that such certificates would not be -properly 
valued if plaintiff were ,to follow the method 
prescribed by the Release. However, this 
ar~.lm<!:l" ~eem,* toJ I,,: precisely the type 
that should be m!1de to the S.£.C in an 
application for a section SOa-6(c) exemp
tion. Although plaintiff protests that a?ply
ini for such an exemption is a !:lcit :lC
knowi<!d~c:ment. oi tile validity or ,he Re
lease. the 'fact of the matteT' is that ~he 
S.E.c. has already granted several exeml1-
tions ;irom the terms ci the Release pending 
rhe outcome of litigation. Since piaintiiI 
has ·not attem.pted to secure ;uC'h an e.~
eIIll'tion. the r.ssues presented in this 9Uit 
do not seem to be ·fit iOt" judicial decision. 

In addition, plaintiff fails to show that 
any real hardship will result from the wi-th
holding ~ judicial action at this time. 
h .is ciizEc:tiI·xu ~ .trow ilizit:tiff C.1D be 
subj.ected !a ad .~t:.~ jar complying 
in good farth with a directive from the 
S.E.c. Further, although plaintiff's ;unding 
is predicated upon the fact that the Re
lease will force a revaluation oi plainti:t's 
portfolio. the prease effec! and e.'Ctent oi 
that. revaluation is uncle:u-. :\lthough there 
is the distinct possibility that the new 
method of computing the re<ieml'tion price 
will result in a diminution in the ~-alue oi 
plaintiff's portfolio. plaintiff's portfolio is 
just as likely to increa:se in value since such 
changes depC11d on ,the con1iitions in the 
money market at that time. Tying the 
values oi plaintiff's securities more closely 
to -the maorket does ·not see:n to be the type 
or hard'Shi-p necessary to e'Sta:bli5h ripeness. 
.\Lt!tou;n the Release is more than an in
tormal e~pression aT opinion. the hct that 
it does not carry with it dire alternatives 
caused by compliance or noncompliance. 
and the availability of a !;tatutory exemp
tion .procesA indicate th3:t plaintiff is not 
presented .with J. "Hobson's choice:" such 
as would wa-rrant judicial action. Sa N t."T.t' 

York Stock Escha"{Jc v. BloolII, supra. Since 
plail1·tiff will not be unduly prejudiced l>y 
:lw:liting judicial action at another time. 
rhrs matter is not ripe for adjudic:!.tion and 
this court .,;ohould not reach the merits Oti 
the ?J.rtics' contentions. 

For these re3SOrrs. and upon considen
tion o·t Illaintiff's motion for SUI11 mary iudg" 
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ment. deiendant's motion to dismiss or in 
the altef'native for summary jurllmlent, me 
memoranda suhmittetl in support thereof 
and in opposition thereto. oral argument 
thereon. and the entire record naw before 
the <oW'It. it is. by this court, this 20th 
da.y of January. 1978. 

ORDERED that plaintiff's motion {or 
summzry judgment be. and the same here
by is, iienied; and it is further 

ORD8RFJD that ,kicndant';i motion :0 
rli':imiss or in the altt:rnative for summary 
judgmclH he. ane! the same hereby is. 
gnnted; and it is further 

ORDERE.D that this case be. and here
by is, dismissed for lack of ripeness. 

Bache Halsey Stuart, Inc. v. Affiliated Mortgage Investments, Inc., 

'ted States District Court. Northern District of Georgia. Atlanta Division. 
ember 20,19n. Opinion in full text. 

Securi' Ac:t'-Exemptions-Sales-GNMA Certificates-Future Delivery. 
for the pur e oi mor.tgage-ilacked certiilcates guaran-teed by the Governme :'=ational 
~{ortgage Ass :ation for delivery at a. st.a.te-d !ime in the future a.re not sec::r; es required 
to be registered der- the Securities Act. The GN~IA cert:iicates are speci - lIy exe:npted 
from registration s securities guaranteed by tbe United States. The layed delivery 
.lSpect or the tTans tions does not constitute a separate contract. e sales im'olved 
in this case were sale 9ales of e.:~empt GNMA certUicates. 

See ~ llOI. "Secun 'es Act-Definitions" division; 
Exemptions" d·ivision. Vol e 1. 

'·Sec'.lrities Act-

Yon:, District Judge: Thi is 
for violation of the Securitie 
A~ of 19.H. 1S U. S. C. § 78j; 
10b-5 p-omulgated thereWlder. e case 
is Wort. the Court for the second II e 00 
the plaintiff'S motion for judgment on 
the pleadings :!IS Ito Count IV of the def 
dant's counterclaim. 

The issue presented for resolution at 
this time is whether or not certain co 
tracts entered into by the parties for e 
pllr'c:hase of mortgage-backeii cer·' ~ ates 
guaranteed by the Government .' tional 
Mortgage Association (GNMA ce Ificates) 
for delivery at ;J. stated time i he future 
were securities required to registered 
by section 5 of the Securiti Act of 1933. 
1S U. S. C. § 77e. Wh the issue was 
first presented, the ·Co ·requested briefs 
from ·the parties and rom the Securities 
and Exchange Co' ission (SEC) con
cerning the issue at hand. The GNMA 
Mortgage-Back Securities Dealers Asso
ciation (Dea s Association) requested 
and was nted leave to file a brief 

ae on the issue as well. The 
n has before it the briefs of the 
and the Dealers Association. The 

as declined to file an ami.cus brief. 

instruments in question are certifi
res, each representing J. share in a pool 

FedenJ Securities Law Reports 

of mortgages nsured by 'rarious iederal 
. ble J.t a. fixed rate of interest. 

tes are transferable. and t!1o~e 
instrum ts bearing the same interest rate 

y fungible. The certificates are 
issu in a minimum dc:nomination of :523.-

. and are sold in amounts or nOt !eS:i 
n $1 million. ;:'ne certificates sold in 

the transactions at issue are modi:ied ,;);;55-

rough securities issued in :;:0015 of single 
ily home mortgages, me:ming that the 

issu is obligeii to transmi.t a pro rata 
share of monthly interest and principal 

to the set:urity holder. whether 
or not s ch payments have been :nade-. 
The intere and prin<:ip;;.l p..;l.yments are 
guaranteed.. 0. GN~!A and are backed b\' 
the full faith d credit of tne ur.ited 
StOltes go v ern me. . The securities are is
sued by mort!r.lge bankers who a.sse:n !:lIe 
the pool!\ of mortg:l s for sale to broker
de:1lc:rs such as the pia' tiff-. banks. sa";ngs 
and 10:3.n 3ssociJ.tions. edit unions. and 
~)th~r, thrii~ institutions. urchase by an 
IOdlvldual Investor is rare. 

The usua.l sale of J. modified 
GN~r A 5ecUrity provide~ for i..: livef',' of 
the certificJ.te and payment on a e~ined 
date 'Some 30 to-180 ·-bys after the n 
tion of the ~Ie. The purc.~aser may 

to take delivery oi the security and :n 
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VESTMENT COMPANY ACT OF 1940 
!lease No. 10081/January 5, 1978 

:)RP S CHRISTl CAPITAL CORPORATION 
I Pin Street 
!w Yo ,New York 10005 

RDER PURS\JANT TO SeCTION 6(c) OF THE A 
RANTING EX\MPTION FROM ALL PROVISIONS 
-IE ACT , 

:>rpus Christi C~ital Corporation ("Applican ) filed 
I application on <5>ctober 4. 1977, and ame dments 
ereto on November 17, 1977 and Decembe 1, 1977, 
r an order of the ~ommission pursuant 0 Section 
c) of the Investmen', Company Act of 1 40 ("Act"). 
:empting Applicant hom all provision of the Act. 
Ibject to certain conditions. Applica sought relief 
connection with its PrVpOSed sale secured notes 

. finance the constructiQn of an et lene producing 
ant near Corpus Christi,\Texas. 

\ 
n December 7, 1977, a nQtice as issued (Invest-
ent Company Act Release No. 0045) of the filing of 
e application. The notice 9a \ interested persolls an 
lportunity to request a heo/i~g and stated that an 
'der disposing of the applir-ati<¥1 would be issued as 
. course unless a hearin~ ShO~ld be ordered. No 
quest for a hearing as been filed. and the 
:Jmmission has not or red a h ing. 

1e matter having b considered. i is found, on the 
lSis of the Informa on contained in the application. 
lat the granting the exemption i appropriate in 
Ie public interes and consistent with he protection 
: investors and he purposes fairly in nded by the 
llicyand provo ions of the Act. Accor ngly, 

1$ ORDE EO, pursuant to Section 6(c) 0 
lat the plication for an order exemptin Corpus 
hristl C ital Corporation from all provision of the 
t:t, su eet to the conditions stated in the a plica
?" " SUmmarized in the notice, be. and her 
.an, ,effective forthwith. 

"'II C .. I)mmlsslon, by the Division of Investm nt 
,·"OO:.tnl, gursuant to delegated authority. 

' .•. I)(')(:KET 

George A. Fitzsimmons 
Secretary 

INVESTMENT COMPANY ACT OF 1940 
Release No. 10082/January 5, 1978 

Public Meeting Concerning Valuation of Portfolio 
Securities by Money Market Funds 

The Commission announces that on January 26. 1978, 
at 2:00 p.m. in Room 825 at the Commission's offices. 
500 North Capitol Street. Washington, D.C. 20549. it 
will hold a public meeting at which interested persons 
may express their views concerning the valuation of 
portfolio securities by money market funds. 

On May 31, 1977, the Commission issued an 
interpretative reiease (Investment Company Act 
Release No. 9786) ("Release No. 9786") [42 FR 28999, 
June 7. 1977]. expressing, generally, the view that 
money market funds should determine the fair value 
of short-term debt securities for which market 
quotations are not readily available by reference to 
QMTentm.ar1<et ~ 1'he release indicated that use 
of the amortized cost method of valuation did not: 
ordinarily take such factot;~ property into account. and' 
therefore could be inconsistent with the provisions o' 
Rule 2a-4 [17 CFR 270.2a-1] under the Investment 
Company Act of 1940 (the "Act") [15 U.S.C. 80a-1 et 
seq.). 

Subsequent to the issuance of Release No. 9786, nine 
applications were filed on behalf of money market 
funds seeking exemptions from appropriate ;:rovisans 
of the Act which. if granted, would permit the use of 
amortized cost valuation under specified circum
stances and conditions.' In addition, a number of 

'Notices of the filing of seven such appl ications have 
been published in the Federal Regizter giving 
Interested persons an opportunity to reauest tnat 
hearings be held on them. Certain communications 
have been received by the CommiSSion which raise 
questions as to whether hearings should be ordered on 
these applications. Pending resolution ot these 
matters. the Commission issued an order granting the 
exemptions requested in the seven apolications on a 
temporary basis sublect to certain specified conoitions 
(Investment Company Act Release No. 10027. 
November 28. 19n). 



persons have raised Questions with regard to the inter,. 
pretatlon set forth in Release No. 9786. Although the 
Commission continues to believe its position on this 
matter is correct, in view of the aforementioned 
developments. the Commission believes that it would 
be appropri~te at this time to schedule a public 
meeting to enable interested persons to present tneir 
views orally on the issue of money market fund 
portfolio valuation to the Commission. The meeting 
will afford persons affected by the interpretation 
announced in Release No. 9786 an additional oppor
tunity to bring their views directly to the Commis
sion's attention. 

Members ot the public are invited to attend the 
meeting. All persons wishing to speak at the meeting 
s~c\,;ld s'.:t=mlt a request in writing by January 20. 
1973, to GZ:;7:;e A. Fit=~i~mO:1s, Secret:lr/. Securities 
and Exchange Commission. 500 North Capitol Street, 
W3shin,;~c:'l, D.C, :!C5!'3, indicating t~e nature of their 
interest in the matter, a summary of the views they 
propose to present. and an estimate of how much 
time they would need to present their views. Written 
submissions on the subject will also be considered. 

To obtain further information, contact Kenneth' S. 
Gerstein at (202) 755-0233 or Dianne E. O'Donnell at 
(202) 755-0225. 

9y the Commission. 

George A. Fitzsimmons 
Secretary 

INVESTMENT COMPANY ACT OF 19"40 
Release No. 10083/January 5, 1978 

In the Matter of 

INTERNATIONAL INVESTORS INCORPORATED 

and 

1.1.1. SECURITIES CORPORATION 
122 East 42nd Street 
New York, New York 

(812-4249) 

NOTICE OF FILING OF AN APPLICATION FOR AN 
PRCER PURSUANT TO SECTION 6(c) OF THE ACT 
,":OA AN ORO~ EXEM?TING A PROPOSED EX-

HANGE OF SHARES FROM THE PROVISIONS OF 
.... CTION 22(d) OF THAT ACT. 

NO ICE IS HERE3Y GIVEN that Internat' nal 
Inve ors Incorporated ("International"), regi tered 
unde the Inves,men t Company Act of 1940 (" tOO) as 

n-end, diverSified, management inv stment 
y, and 1.1. I. Securities Corpora on, its 

underwriter ("\II"), filed an appli tion on 
Decemb 15. 1977, for an order of the C mmisSion 
pursuant 0 Section 6(c) of the Act exe pting from 
the pravis ns of Section 22(d) of the t proposed 
transaction ("Sales") pursuant to whi h shares of 

International will be issued at net asse value without 
a sales charg in exchange for share of certain gold 
mining comp nies ("Securities") h ld by "'~onc:al 

Commercial Li ited, a Liechtenstei limited c:lrr.~any 
("Mondial"), th~9ti two ot thei accounts at ~t1e 
Swiss Credit nk. the Matric Accounting Unit 
Survival Contrac ("MAUSC") s baccount and ttie 
Soverign Contrac ("Sovereig ) subaccount (col
lectively, the "subckcounts"). i which approximately 
512 persons have \~_nefiCial interests ("Account 
HolderS"). All inter ted per ns are referred co the 
application on file with t e Commission for a 
statement of the repre entat' ns made therein, which 
are summarized beIOW.\ -. 

International has been i rmed that Progress Foun-
dation, a Swiss charita e institution. owns all of 
the stock of MOndial. \lovember, 1975. the Com
mission initiated enf ceritent proceedings in the 
United States Distri t co\m fer the District of 
Columbia (the "Di rict C\'urt") against various 
individuals and. enti es, incl~ing Progress Foui:ca
tlon and Mondlal. The Cou appointed a special 
counsel (the "So cial COLJns ") on behalf of the 
Account Holders Additionally :t'le Swiss 3anking 
Commission iss ed a dec~ee (th "Swiss Decree") in 
June 1976. pro iding that all as ets of the various 
Mondial subac aunts. incluaing t. Subaccounts. be 
distributed t the investors in 
approved by the Swiss Banking 
satisfactory a the Commission. 

tntern.ati o al has been advised by the S ecial Counsel 
that In urtherance of the Swiss De ree and . . • In 
connec Ion ~I~h settlement of the forcemer.t 
pro~ee ngs initiated by the Commis 'on, plans 
cailin for the: )mplete distribution of th assets in 
the S baccounts were presented to the Swi Bank' 
C '. In9 

om. ISSlon and the District Cuurt for appr al. The 
Ols let Court approved SUCh piails by Ord r dated 
De ember 6. 1977. The Swiss Banking Comml sion . 
e ected to consider the plans on January L 197~S 
a d the SpeCial Counsel has been adVised th t tt1~ 
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• such acquisition, the value of the Invest me 
• urities then held by Standard (other than securiti s 
)f uch controlled affiliates) equals or ~xceeds f y 
Jer ent (40%) ot the value of Standard's total asset at 
suc time. This undertaking in no way limits the ight 
)f SI ndard to receive at any time any sec ities 
jistrib ted or issued to Standard with reference a any 
ieCuritl s then held by it. whether by reason of any 
stock s lit. stock dividend. reorganization. 
::onversi or otherwise. Standard states that will not 
invest an net earnings from its operating assets in 
investmen securities other than se rities of 
::on!rol!ed fi:iates except that in·Ii~:;trr.e ts "'~'I be 
made in sho term securities pending a plication of 
such income :to pay dividends. to inv t in directly 
owne-j op~rat!,g businesses, to .tlcquir securities of 
present and fut~9 controlled operatin affiliates or to 
repay any borro ings incurred for s h purposes. It 
also represents ttl t it has no present tention to issue 
new securitiss upo deregistering. etcept that it would 
be prepared to do SC\in connection' ith the acquisition 
at operating businesses. 

The appiicatlon stat~ that on ay 3. 1977, Standard 
shareholders voted t<\ cease eing an investment 
company and to seek';rn or r of the Commission 
terminating its registrat}on der the Act. Moreover. 
since that vote, Standard~serts that its management 
has been actively ~eeking .' negotiating for operating 
business acquisitions. 

Section 8(f) of the Act pr vi s. in pertinent part, that 
whenever the Commissi,on !Jp&n application finds that 
a registered investm~n camp' y has ceased to be an 
investment company, t shall s declare by order and 
upon taking effect such ord ,the registration of 
such company shal ("ease to b in effect. Standard 
states that for the r sons stated a ave, it is entitled to 
an order pursuant a Section 8(f) d claring that it has 
ceased to be an i vestment compa 

NOTICE IS F THER GIVEN that any interested 
person may, n t later than May 8, 197 , at 5:30 p.m., 
submit to th Commission in writing request for a 
hearing on t matter accompanied by statement as 
to the nat e of his interest. the reas n for such 
request. a the issues, if any, of fact or I proposed 
to be co . revert ed, or he may request ,at he be 
notified the Commission shall order hearing 
thereo Any such communication sh uld be 
addre ed: Secretary, Securities and E hanQ'3 
Com ssion. Washington. D.C, 20549. A copy t such 
rc~u t shall be served personally or by mai upon 
Stan ard at the address stated above. Proof ot such 
ser Ice (by affidavit or, in the case a an 
at' r!'ley-at-Iaw, by certificate) shall be f ed 
C temporaneously with the request. As provided y 

We 0-5 of the Rules and Regulations promulgat d 
n<.ler the Act. an order disposing at the applicatio 
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By the Commission. 

George A. FitZsimmons 
Secretary 

INVESTMENT COMPANY ACT OF 1940 
Release No. 10201/ April 12, 1978 

In the Matters of 

INTERCAPITAl LIQUID ASSET FUND, INC. 
130 Li bHty Street 
New York, New York 10CC6 
(812-4230) 

TEMPORARY INVESTMENT FUND, INC. 

and 

TRUST F.c~ SHORT-TERM FEDERAL SECURITIES 
1730 Pennsylvania Avenue. N.W. 
Washington, D.C. 20006 
(812-4173) 

MONEY MARKET MANAGEMENT, INC. 

and 

TRUST FOR SHORT-TERM U.S. GOVERNMENT 
SECURITIES 

421 Seventh Avenue 
Pittsburgh, Pennsylvania 15219 
(812-4177) 

SCUDDER CASH INVESTMENT TFiUSi 
175 F~deral Street 
Boston, Massachusetts 02110 
(812-4200) 



NSTJTUT10NAL UQUID ASSETS, INC. 
1700 Sears Tower 
:hicago. Illinois 60606 
812-4208) 

YHITE WELD MONEY MAR.KET FUND, INC. 

YHITE WELD GOVERNMENT FUND, INC. 
00 Federal Street 
30ston, Massachusetts 02110 
812-4213) 

'UNO FOR GOVERr-IMENT INVESTORS, INC. 
735 K Street. N.W. 
Vashington. D.C. 20006 
~'2-42'6) 

IAILY INCOME FUND, INC. 
:30 Park Avenue 
~ew York. New York 10017 
612-4217) 

IREYFUS MONEY MARKET INSTRUMENTS, INC. 
67 Fifth Avenue 
lew York, New York 10022 
312-4229) 

nd 

'EDERATED MASTER TRUST 
21 Seventh Avenue 
'ittsburgh, Pennsylvania 15219 
312-4236) 

IOTICE OF FILING OF APPLICATION FOR ORDER 
'URSUANT TO SECTION 6(c) OF THE ACT GRANTING 
XEMPTIONS FROM SECTION 2(a)(41) OF THE ACT. 
.ND RULES 2a-4 AND 22c·1 THEREUNDER. ' 

10TICE OF AND ORDER FOR HEARING ON 
,PPLICATIONS PURSUANT TO SECTION 6(c) OF THE 
,CT FOR EXEMPTIONS FROM SECTION 2(a)(41) OF 
'HE ACT AND RULES 2a-4 AND 22c-1 THEREUNDER. 

. NOTICE OF FILING OF APPLICATION 

lonCE IS HEREBY GIVEN that InterCapital L;quid 
,sset Fund. Inc. ("lnterCapital"). registered under the 
westment Company Act ot 1940 (the "Act") as an 
,pen-end, diversified. management investment com-

pany. filed an application on November 23. 19n, tor an 
order at the Commission. ~ursuant to Section 6(c) of 
the Act. exempting InterCapital from the provisions of 
Section 2(a)(41) of the Ac: and Rules 23-4 and 22c-' 
thereunder. to the extent necessary to permit 
InterCapital to value its assets in the manner set forth 
in the application, which generally would be the 
"amortized cost" method of valuation, whether or not 
market quotations for its portfolio securities are 
available. All interested persons are referred to the 
application on file with the Commission for a 
statement of the representations contained therein. 
which are summarized below. 

InterCapital states that it is a "money market" fund. 
designed as an investment vehicle for investors with 
temporary cash'balances or cash reserves. and that its 
investment objectives are high current income. 
preservation of capital and liquidity. InterCaoital also 
states that Dean Witter InterCapital. Inc.. a 
wholly-owned subsidiary of Dean Witter Organization. 
Inc .• acts as investment adviser to InterCapital. 

InterCapital further states that its portfolio may be 
invested in a variety of money market instruments. 
including U.S. Government securities. bank Obliga
tions, commerCial paper and corporate obligations 
maturing in two years or less. InterCapital represents 
that, in general, its policy is to hold securities 
purchased until maturity and. ordinarily. to hold a 
major portion of its assets in securities that mature in 
one year or less from the dat.e of purchase. 

According to the application, as of November 21,1977, 
InterCapital had approximately S26 millien in net 
assets. As of the same date. approximately 61 % of its 
assets were held by individuals. a large majority of 
whom purchased their shares through brokers, and 
approximately 39% of its assets were held by religious. 
charitable or other eleemosynary institL;tions. 
municipalities. bank trust departments. indiviClual 
fiduciaries, corporations. unions and pension funds. 
InterCapital states that its minimum initial investment 
is $5,000, and that subsequent investments must be in 
the amount of at least S100. InterCapital asserts that 
the maintenance of a constant net asset value through 
the use of amortized cost valuation is crucial to 
institutional investors ana to brokers representing 
individual investors, in their use of InterCapital's 
shares for investment of cash reserves or temporary 
cash· balances. InterCapital also asserts that the 
maintenance at a constant net asset value through the 
use ot amortized cost valuation is of overriding 
importance to individual investors. InterCapital states 
that amortized cost vaiuation recognizes the existence 
at imperfect markets tor ttle resale of portfolio 
securities and the intangible value ot the c?nhancea 
liquidity offered Dy a mutual fund on a pool of assets 
that are not in themselves entirely liquid. 
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nterCapital further states that. in the opinion of its 
ndependent diractors. valuation· of securities on a 
narl<ing to market basis is only a pretense. in that such 
13luation calls for a calculation of precise numbers and 
lSSumes. contrary to fact. the existence of perfect 
T1arkets. InterCapital asser!s that calculation of 
laluation pursuant to market valuation can be made 
Jnly by marking to hypotheticaJ market valuations. 
since there are no uniform market values at which an 
axisting body of assets could be actually sold or 
actually reproduced. InterCapital states that during its 
existence its management has monitored the effects of 
amc~i:~c cost n!l!ation by means of a periodic "mark 
to market" estimate of value. and it asserts that at no 
time did such estimate of value vary from amortized 
cost by an amount as much as 1/2 cent per share based 
on a 51.CO per share market price. It further asserts that 
the amortized cost method of valuation recognizes the 
fact that its oortfolio securities are most often held to 
maturity and. therefore. interim changes in value of 
such securities will not be realized. It states that since 
such changes are, in any event, not precisely 
measurable. to attempt to record them precisely 
through market valuation and to reflect them in asset 
value is fictional and contrary to reasonable 
expectations. InterCapital asserts that. given the 
foregoing. and what it considered to be negligible 
variances between a~rtized cost valuation and values 
based on a hypothetical market. its directors 
determined in good faitt. that the amortizsd cost 
method of valuation of portfolio securities was 
appropriate. 

AS here ~ertinent. Section 2(a)(41) of the Act defines 
''''alue'' to mean: (1) with respect to securities for 
which market quotations are readily available. the 
market value of such securities, and (2) with respect to 
other securities, fair value as determined in good faith 
by the 'board of directors. 

Rule 22c-1 adopted under the Act provides. in part, that 
no registered investment company issuing any 
redeemable security shall sell. redeem or repurchase 
any such security except at a price based on the current 
net asset value of such security which is next 
computed after receipt of a tender of such security for 
redemption or of an order to purchase or sell such 
security. Ruie 2a-4 adopted under the Act provides, as 
here relevant, that the "current net asset value" ot a 
redeemable security issued by a registered investment 
company used in computing its price for the purposes 
of distribution and redemption shall be an amount 
which reflects calculations made substantially in 
accordance with the provisions of that Rule. with 
estimates used where necessary or appropriate. Rule 
2a-4 further provides that pontolio securities for whicn 
market quotations are readily available shall be valued 
at current market value, and other securities shall be 
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valued at fair value as determined in good faith by the 
board of directors. 

Section 6(c) of the Act provides, in part. that the 
Commission may, upon application. exempt any 
person, security, or transaction. or any class or classes 
or persons. securities. or transactions, from any 
provision or provisions of the Act or any rule 
thereunder, if and to the extent that such exemption is 
necessary or appropriate in the public interest and 
consistent with the protection of investors and the 
purposes fairly intended by the policy and provisions 
of the Act. 

InterCapital has requested an order of the 
CommiSSion, pursuant to Section 6(c) of the Act. 
exempting it from the provisions of Section 2(a)(4') of 
the Act and Rules 2a-4 and 22c-1 thereunder to the 
extent that the amortized cost method of valuation as 
employed by InterCapital. whether or not market 
quotations are available, may be deemed not to comply 
fully with the requirements of Section 2(a)(4') and 
Rules 23-4 and 22c-'. 

InterCapital states that its requested exemption is 
appropriate in the public interest and consistent with 
the protection of investors and the purooses fairly 
intended by the policy and provisions ot the Act, 
because the amortized cost method of valuation is a 
traditional and well-recognized method of valuing 
shor.-term money market instruments used by major 
state and federal agencies and large institutional 
investors. InterCapital represents that the selec~ion 
and maintenance of a 180-day or less average maturity 
for portfolio instruments will protect its shareholders 
from the unfair treatment they would receive if it were 
forced to use market valuation tor securities which will 
generally be held to maturity, while at the same time 
making possible yields which are reflective of the 
general money market. 

InterCapital makes the following representations as a 
condition to the granting of the exemptive order it 
seeks: 

1. That it will adopt the following investment 
~olicies: (a) investments will be made only in 
!(1struments having a remaining maturity of one year or 
less, and (b) its portfolio will be managed so that (i) the 
average ma~urity of all instruments in the portfolio (on 
~.dollar-welghted t!asis) will be '80 days or less, and 

. (II) adequate liquidity will be maintained to meet 
anticipated· redemptions in the normal course of 
business and to minimlz~ the pOSSIbility that portfolio 
securities will have to be sold to meet redemption 
reQuests. 

2. That it will not sell instruments in its portfolio prior 
to maturity unless such sale or other Clisposition is 



ned necessary to meet redemption requirements, 
I a result of a revised credit evaluation of the issuer 
ther circumstances not presently foreseeable. 

That it will limit Investments in commercial paper 
investment grade issues rated A-1 or A-2 by 
Idard and Poor's Corporation or Prime 1 by 
ldy's Investors Services, Inc., or if not rated, issued 
1 company having an outstanding debt issue rated 
last AA by Standard & Poor's or Aa by Moody's, and 
ne extent that it invests in instruments of banks, it 
limit its investments to those institutions which at 
date of investment have capital, surplus and 

livided profits as of the date of their most recently 
,Iished financial statements in excess of $1 billion. 

That it will describe in lts prospectus the policies 
I practices set forth in its application and the 
,cept and impact of valuation of instruments using 
,amortized cost method as compared to the mark to 
.rket method upon its reported yield and net asset 
U9. 

NOTICE OF AND ORDER FOR HEARINGS, AND 
lDER JOINING HEARINGS AND CONSOLIDA TlNG 
rOCEEDINGS. 

I May 31, 1977, the Comm'ission issued an 
erpretation (Investment Company Act Release No. 
86) ("Release'" of Section 2(a)(41) of the Act and 
lIe 23-4 thereunder which, among other things, 
ated the Commission's vie'Ns that: (1) it is 
:onsistent generally with the provisions of Section 
!)(41) of the Act and Rule 2a-4 thereunder for "money 
!rket" funds to value their assets an an amortized 
5t basiS, ignoring m~et factors, and (2) it is 
:on5istent with the provisions of Rule 2a-4 for such 
,ds to "round off" calculations of their net asset 
lues per share to the nearest one cent on a share 
lue of $1.00. 

veral "money market" funds have applied to the 
Immission, pursuant to Section 6(c) of the Act, for 
emptlve orders, to the extent those orders might be 
cessary, either to permit them to value their assets 

an amortized cost basis, or to permit them to 
Iculate their net assat values to tne ii9ai9st one cent 
a $1.00 share. 

I October 21, 19n, the Commission issued a notice' 
the filing of such an application by Money Market 
anagement, Inc., et al., (Investment Company Act 
lease No. 9967). Subsequently, notices of other 
ch applications were issued, as follows: (1) 
mporary Investment Fund, Inc., et al., (Investment 
'mpany Act Release No. 9983, November 1, 1977): (2) 
udder Cash Investment Trust (Investment Comoany 
t Release No. 9992, November 4, 19n); (3) Daily 

Income Fund, Inc. (Investment Company Act Release 
No. 9998, November 8, 1977): (4) White Weld Money 
Market Fund, Inc .• et al., (In';estment Company Act 
Release No. 9999, November 9, 1977): (5) Institutional 
Liquid Assets, Inc. (Investment Company Act Release 
No. 10000. November 8, 1977); and (6) Fund for 
Government Investors. Inc. (Investment Company Act 
Release No. 10007. November 10. 1977). All of the 
aforementioned applications reGuest exemptions from 
the provisions of Section 2(a)(41) of the Act and Rules 
2a-4 and 22c-l thereunder to permit· tha valuation of 
assets on an amortized cost basis. with the exception 
of the application of Temporary Investment Fund, Inc., 
et al., which seeks an exempticn from Rule 2a-4 to 
permit calculation at net asset value per share to the 
nearest one cent an a share value of S1.00. 

The aforementioned notices gave interested persons an 
opportunity to request a hearing on the respective 
matters and stated. in each case. that ail order 
disposing of that application wouid be issued as at 
course (following the expiration of the '/arious periccs 
specified in the notices) unless the Commission 
should thereafter order a hearing thereon. either upen 
request or upon the Commission's own motion. The 
Dreyfus Corporation and Reser'le Managemer.t 
Corporation, registered investment aavisers to other 
money market funds, have filed ~aGuests for such 
hearings. Trey assert. generally, that amortized cost is 
an inappropriate valuation methcd. 

Three additional applications recuest:ng exemotive 
relief similar to that reqUested in the seven 
applications discussed above have been filec. Notices 
at the filing of these additional a~plications have been 
issued as follows: (1) InterCapital Uquia Asset Fund, 
Inc. (noticed herein); (2) Greyfus Money Market 
.Instruments. Inc. (Investment COl7liJanv Act Release 
No. 10161, March 171978)': ana (3l'Federated Master 
Trust (Investment Company Act i=leiease No. 10190, 
AprilS, 1978). Collectively, the 13 applicants in ~he ten 
matters, captioned above. are referred to below as 
"Applicants," and the ten applications as "Applica
tions". Each Application, with the exception of that at 
InterCapital, has ceen granted on a temporary basis 
(Investment Company Act Release Nos. 10027, 10161 
and 10190, dated November 28. :977. March 17. 1978, 
and April 5, 1978, respectively). InterCapital has not 
requested that its application be granted on a 
temporary basis. 

1 Dreyfus Money Market Instruments. Inc.. se€ks 
exemptive relief only in the event ,hat the otl1er 
applications. as noticed, are granted. 
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I appears to the Commission that it is appropriate in 
:he public interest and conSistent with the protection 
)f investors to hold a hearing with respect to each of 
:he Applications. Accordingly, 

T IS ORDERED, pur~uant to S~tion 40(a) of the Act, 
:hat hearings on the Applications under the applicable 
provisions of the Act and Rules of the Commission 
thereunder, be held at a time and place to be fixed by 
further order in accordance with Rule 6 of the 
Commission's Rules of Practice (17 CFR 201.6). 

It also appears to the Commission that the 
Applications involve common questions of law and 
fact. Accordingly, 

IT IS FURTHER ORDERED, pursuant to Rule 10 of the 
Commission's Rules Of Practice \ 17 eFR 201.10), that 
the hearings on these proceedings be joined for 
hearing or ail mattars in issue in sucn ;::roce€cings, and 
that such proceedings be, and hereby are, 
consolidated. 

Any person other than the Applicants desiring to be 
heard or otherwise wishing to participate in this 
proceeding is requested to file with the Secretary of the 
Commission, on or before May 11, 1978, his 
application pursuant to Rule 9(c) of the Commission's 
Rules of Practice (17 CFR 201.9(c)). setting forth the 
nature and extent of his interest in the proceeding and 
any issues of law or fact whi -h he desires to controvert 
or any additional issues which he deems raised by the 
Applications or by this· Notice and Order. A copy of 
such reques, shall =e served personally or by mail upon 
Applicants at the addresses noted above, and proof of 
such service (by affidavit or, in the case of an 
attorney-at-law, by certificate) shall be filed 
contemporaneously with the request. Persons filing an 
application to participate or be heard will receive notice 
of the date and place of the hearing and any 
adjournments thereof, as well as other actions of the 
Commission in'lolving the subject matter of the 
proceeding. 

IT IS FURTHER ORDERED that any officer or officers 
of the Cor:nmission, designated by it for that purpose, 
~hall preside at said hearing. The officer so designated 
IS hereby authorized to exercise all the pow~rs granted 
to the Commisison under Sections 41 and 42(b) of the 
Act and to an Administrative Law Judge under the 
Commission's Rules of Practice. 

The Division of Investment Management ("Division") 
has advised the CommiSSion that, based upon 
examination of the Applications, the fOllowing matters 
are presented for consideration, without prejudice to 
Ihe Division's speCifying additional matters and 
fJuesllons upon further examination: 

1. To what extent, if any, dilution of 
money market fund shareholders' interests 
may occur by reason of use of amortized 
cost valuation or rouncing off of the price 
per share to the nearest cent on a S1.00 
share; and 

2. Under what circumstances and condi
tions, if any, are the requested exemptions 
appropriate in the public interest and 
consistent with the protection of investors 
and the purposes fairly intended by the 
policy and provisions of the Act. 

IT IS FURTHER ORDERED that at the aforesaid hearing 
attention be given to the foregoing matters. 

IT IS FURTHER ORDERED that the Secretary of the 
Commission shall give notice of the aforesaid hearing 
by mailing a copy of ttllS Notice and Oreer by certified 
mail to Applicants, The Dreyfus Corporation ar.d 
Reserve Management Corporation; that notice to all 
other persons be given by publication of this Notice 
and Order in the "SEC Doc~et"; and that an 
announcement of the aforesaid hearing shall be 
included in the "SEC News Digest." 

By the Commission. 

George A. Fitzsimmons 
Secretary 

IN ESTMENT COMPANY ACT OF 1 
Rei se No. 10202/April 12, 1978 

UDlEY, SHUPERT & CO., INC., 0 



teo The shareholders of Applicant. at a speci 
eting held on October 27, '977. approv 

re lutions, previously adopted by the Applicar:'s 
Bo d of Directors. which. in essence, provided for he 
ex tion of the Agreement and certiiin other ev nts 
nece ary for the winding up of ,!,rplicant's af airs. 
Appli nt states that on November 1. 1977, purSl nt to 
the A eement, substantially all of the as ts at 
Applica t were transferred to the Trust in exch nge for 
shares 0 eneticial interest in the Trust. and t at those 
shares re contemporaneously distri uted to 
Applicant' shareholders. Applicant states f rther that, 
immediatel prior to the transfer of assets the Trust, 
there were 5 3,443.025 shares of Applica 's common 
stock outsta ding. The net asset v lue, in the 
aggregate, of uch shares was $5,034,4 0.25. 

Applicant repre 
was paid on th 
Applicant states t t there are no ex; ing shareholders 
of Applicant to wh m discribution in complete liqui
dation of their inter ~s have not en made, and that 
at t~e time of the fil. g of this a plication, .A.pplicant 
hac no shareholders. 

Applicant states ~hat i retain d S21.046.00 in cash, 
and that these assets ill at be invested in any 
securities; rather, they il be us~d to discharge 
Applicant's remaining liac 'i les. Applicant states that 
Artic!;:s 01 Transfer, as req' ed by the Annotated Code 
of Maryland, were execut n November 1, 1977, by 
Ap~lica"t and the Trust, n were filed and accepted 
on November 2, 1977. 

Section S(f) of the ~.ct 
whenevar the Comm' sion, up n application, finds 
that a registered inve tment camp ny has ceased Ie be 
an investmefit com ny, it shail declare by order, 
and that, upon th taking effect f such order. the 
registration of S' h company sha cease to be in 
effect. 

NOTICE IS THEA GIVEN that ny interested 
person may, n t later than November 2 1978, at 5:30 
p.m., submit a the Commission in wri ng a request 
for a hearin on the matter accompanie by a state
ment as to e nature of his interest, th reason for 
such reQue t, and the issues, if any, of fact r law pro-
posed to controverted, or he may request 'iat he be 
notified the Commission shall order a hearing 
thereon Any such communication sh Id be 
addres ed: Secretary, Securities and Ex ange 
Com ssion, Washington, D.C. 205~9. A copy 0 such 
reque t shall be servea personally or by mail pon 
Appl cant at tne adaress stated above. Proal of uch 
ser Ice (by affidavit or, in the case 01 an 
at rney-at-Iaw, by certificate) shall be fi d 

temporaneously with rhe request. As provided 
Ie 0-5 of the Rules and Regulations promulgate 

For th ommission, by the Divisio f Investment 
agement, pursuant 10 del(?gated autho' . 

George A. 
Secretary 

INVEST~,~EiH CC:,1PAN'f :'CT OF 1940 
Release No. 10451/0ctober 25. 1978 

In the M<'.tters :>1 

DAILY It~COME FU~m, INC. 
230 Park Avenue 
New York. New York 1C017 
(812-421 i) 

DREYFUS r.10NE'{ ~f~ARK~T INSlnU~,~=~JIS, INC. 
767 Fifth A'Ie!1ue 
New Yorl:. New York 10022 
(812-.. 229) 

INSTITUTiONAL LIQUID ASSE:TS, INC. 
8700 Sea-s Tower 
Chica~o, lI:inois 60606 
(812-4208) 

INTr:RCAPITt.L lieUI:> ASSET FUim, li'lC. 
130 Liberty Street 
New Yorf;, New York 10006 
(812-4230) 

MERRILL LYNCH GOVERNMENT FUND, INC. 

ana 

MERRILL LYNCH INSTITUTIONAL FUND, INC. 
100 FederClI Street 
Boston, Ma::;sachusetts 02110 
(812-4213) 

SCUDDEr! C.lSH INVEST~.1ENT T~UST 
175 Federal Street 
Boston. ~;'assachusetts 02110 
(812-420:1) 
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~'PCRARY INVESTMENT FUND, INC. 

:I 

JST FOP. SHORT-TERM FEDE~AL SECURITIES 
te 204-Webster Building 
,cord Plaza 
1 Silverside Road 
mington, Delaware 19810 
2.4173) 

TlCE OF AND ORDER CANCELLING HEARING 
D GRANTiNG AMENDED APPLlCAT!ONS FOR 
EMPTIONS FROM RULES 2a-4 AND 22c-1 UNDER 
~ ACT. 

Investment Company Act Release Nos. 9998 
)vember 8, 1977). 10161 (tAarch 17, 1978). 10000 
)vember 8, 1977), iC201 (April 12. 1978), 9999 
:Jv6:7lber 3.1977). ggn (November 4.1977). and 9883 
ovember 1,1977), notices were issued of the filing of 
plicatio!1s by: (1) Daily Income Fund. Inc.; (2) 
eyfus Monay MarKet Instruments. Inc.; (3) 
)titutional liquid Assets. Inc. ("I LA"); (4) Inter
.pital Liquid Asset Fund, Inc.; (5) Merrill Lynch 
wernrr.ent Fund. Inc. (formerly, White V';ald Govern
mt Fund. Inc.) and Merrill Lynch Institutional Fund, 
:. (former!y, White Weld Money Market Fund, Inc.); 
ScudC:::.r Cash ;nvestment Trust; and (7) Temporarl 
lestm~rt FUrid, Inc. ("Temp Fund") and Trust for 
ort-Term Federal Securities ("Fed Fund") (these 
)e c"mc.::~!es are h,::reinafter ~eferred to coilecti'lely 
"Applicants"), respectively.1 Each of :he Appli

nts, wi!!') the exception of Dreyfus Money Maiket 
>truments. Temp Fund and Fed Fund. had requested 
jers pursuant to Section 6(c) of the Investment 
Impany Act of 1940 (the "Act") exempting Applicants 
1m. the provisions of Section 2(a)(41) of the Act and 
lies 2a-4 and 22c-1 thereunder to permit, generally, 
~ valuation of their ~ortfolio inst,'uments on an 
10rtized cost basis. ILA requested, in addition. that 
; principal underwriter, Salomon Brothers, be 
empted from the provisions of Rule 2~c·l, to the 
tent necessary to permit ILA to value its assets at 
,ortized cost. Dreyfus Money Market Instruments, 
: .• requested an order pursuant to Section S(c) of the 
:1 granting an exemption fiom Rule 22c-l to permit it 
c;alculate its price per share 10 the nearest one cent 

I a share value of $1.00. Temp Fund and Fed Fund 

'-A states in its application, as amended. thaI it is in 
e .process of effecting a reorganization into a new 
ISlness entity ("Successor"). and reQues!S thaI the 
der it seeks be applic3ble to such Successor. Th~rc
re, lor purposes of the orders hereoy issued, the term 
\PPlicanls," as defined herein, Includ~S ILA and its 
Jccessor, 
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requested ~n order pursuant to Sec:ion 6(c) of the Act 
granting an exemption from Rul·~ 2a-4 to permit them 
to calculate their net ass0t 'I~iues per share to the 
nearest one cent on share '/al~les of 51.00. 2 

The aforementioned notices gave interested persons an 
opportunity to request a hearing on the respective 
matters and stated. in each case. that an order 
disposing of that application would be issued as of 
course (follo'.\'inl] the expiration of the various periods 
specified in the notices) unless the Commission 
should thereafter order a hearing thereon, either upon 
request or upon the Co:nmi~sion's own motion. The 
Dreyfus Corporation and Reserve Management 
Corporation. registered investment advi~ers, filed 
requests for slJch h~aring~. 

Each of the Applicants describes itself as a "monel 
m2rket" fU:ld. Applicants, as 'Nell as certa;n other 
"money milrket" funds, requ·:;sted exer.1p:'ons in the 
nature of those cescribec abo'/E. to the ex,.:;nt thos~ 
orders might be n~c€ssary, either to peimit them to 
value their asset:; or to calcu:c:.te their prices !=e~ share 
in a mc::nner inconsistent wilh the v;e· .... s of t~e 

Commission ey.prassed in Investment Company ~.ct 

Re,ease ~~o. 9785 (\~ay 31, 1977) ("Re!ease l-lo. 9786"). 
Release No. 9786. among otl1er. things. stated the 
Commission's vie'.vs that: P) it is inconsistent 
generally with the provisions of Rule 2a-4 un'der the Act 
for "money rinrket" lunds to value their assets on an 
amortized cost baSis. ignoring market fa;,;:ois. and (Z'I 

it is inconsisten: with the provisions cf Rule 22.-4 :..JnG€~ 
the Act for such fl.!nds to "round off" calccI2.t:cns of 
t~eir net asset values per share to the ne2.re:;t end car.l 
on a share villue of 51.00. 

On April 12, 1978. having determined that it ... :as 
appropriate in the public i!"lterest and consiste!"lt wit~ 
the protection of inve$tors 10 hOld a h~arin;; ",'Iit:1 
respect to the rtpplications .)1 the Ap;Jlicants and those 
of other "money market" funds reqUesting similar 
relief, the Commission, pLirsuant to Se:::io!l 40(a) of 
the Act. ordt:red hearings on such applications, c:;nG, 
pursuant to Rule 10 01 the Commisslon's Rules of 
Prac~ice. ordered that the applic3tions b:? jOined for 
hearrng, and that such proceedinc;s be consclidated 
(Investment Company Act Release r~o. 10201 April 12 
1978).3 ' , 

2The Commission granted :\!mporary exemptions· to 
each of the Applicants exce;J! InterC"pita: Lic;uid ~'sset 
Fund, Inc. Investment Company .~ct Re:e~1S9 Nos. 
10C27{Novembcr28,197i)an\1 10161 (March 17, 19(8). 

3That hearing is now scheduled to commence on 
November 6, 19;8. 



he Appllc:1nts and The Reserve Fund. Inc .• Dreyfus 
iQuid Assets, Inc., and the Dreyfus Corporation (the 
tHer three companies being non-party participants in 
,e aforem!!ntioned hearing. and who are hereinafter 
!ferred to as the "Participant::;") have entered into a 
)int agreement ("Joint Agreement") whereby 
.pplicants. inter alia. agreed to amend their applica
ons in certain respects, and the Participants, inter 
lia, agreed to withdraw any objections. and to waive 
ny right to object, to the granting of the applications 
f the Applicants if amended in accordance with the 
.rms of the Joint Agreement.4 

OTICE IS H~REBY· GIVEN that the Applicants have. 
I accord~nc~ with the provisions of the Joint Agree
lent. amendt:d their applications to request. pursuant 
) Section 6(c} of the Act. ey-emptions frem the pro
'sions of Rule 2a-4 and Ru!e 22c-1 under the Act. to 
ermit them to calculate their net asset values or 
rices. for the purpose of sales, redemp!iO:-lS and 
!purcha~e5 of their shares. to the nearest one cent on 
share value of S1.00. In addition. ILA has reQt:ssted 

1at its principal underwr:ter. Salomon BrotMrs. be 
x~mpted from the provisions of Rule 22c-1 to the 
xl;;nt nec~s~a:y to perm!t ILA's net asset value to be 
alculated to the nearest on~ cent on a share value of 
1.00. 

.s summarized in the abo·.!~-cited prior notices of the 
pplico.tions. Applic~~ts state that investors who' 
urchase their shares desir~ st~ble n~t ass.:t vaiues per 
hare. and <l re!atively constant retUr:1 on their 
lVestme~ts. Ez;c~ ct the Applica;,ts seeks exem;:ltions 
'hich wO:J!d, in its view, -an able it largely to achieve 
lese Objectives. 

pplicants propose to valu(! their portfolio securities in 
:cordance with the views of the Commission set forth 
I Release No. 9785. As noted above, in part. Release 
o. 9786 (').pressed the view that amortized cost 
:iluation should not be utilized. except with respect to 
ortfolio securities with remaining maturities of GO 
ays or less and provided that such valuation is deter
lined by the boards of directors to be apprcpriate. 

ule 22c-i adopted under the Act provides. in part. that 
o registered investment company or principal under
riter therefor issuing any redeemable security shall 
~II, redeem. or repurchase any such security except at 
price based on the current net asset value of such 
~curity which is next computed after receipt of a 

Applicants filed motions with the Administrative Law 
udge assigned 10 Ihe hearing requesting, inter alia. 
1at their applications be se'/ered from the 
onsolidated prOCeeding. The Administrative Law 
udge ordered such sever3nces on October 6, 1978. 

tender of such security for mdcmp!ion or of an order to 
purchase or sell such security. Rul~ 2a-4 adopted 
undc:;r the Act pro'lides. as h~re relevant. that the 

-"current net .:sset value'~ of a r£:deemable security 
issued by a registered investment company USed in 
computing its price for the purposes of distribution 
and reder:1ption shall be an amount which refl~-:ts 
cal.:ulations made substantially in accordance with the 
pro',isions of t:'at Rule, with ~stimates used wr.ere 
necessary or appropriate. Applicants have requested 
exemptions from Rule 2a-4 and flule 22c-1 to enable 
them to price their shares in the manner descri~ed 
above. 

Section 6(c) of the Act provides, in part. that the 
Commission may, upon application. exempt any 
person, ~ecurity or transaction. or any class or c!asses 
of persons. securities or transactions. from any ;Jro
'/ision or provisions of the Act or the rules thereunojer. 
if and to the exle:"!t that such exemption is necessary or 
appropriate in the pu~!ic int.:rest and consistent wi,!") 
the protection of investors and the purposes !airly 
intend:d by the ?olicy and provisio;;s cf the Act. 

Applicants assert t;-'at many of their investors r~a'Jire 
an investment vehicle that offers a constant :-let asset 
value per share and a relatively smooth stream of 
investment income. ihey state that rr.any of thsir 
shareholders would seek other in'l;;strr.ent al!ernati·,es 
if such in\lestors could not expect ordinarily that 
shares of Applicants could be purchased and rececmed 
at constant net as:>ct values per share. Applicants 
submit that the exemptions they request are 
appropriate in the public inte:-ast and consist(!nt '.':i~h 

the protection of investors and the purposes fairly 
intended by the policy and provisions of the Act. 

Applicants have amended their applications to 
eliminate many of the condit:ons p~evio~sly contair.ed 
in their applications. These conditions are summ3ri:ed 
in the abO'''3-cited notices of the applications. Ap;:;li
cants, in recognition of the fact that, l.;nlike traditicnal 
investment companies with equity securities ;::ort
folios. they seek to provide investment vehicles haVing 
stable prices per share, have amended tlleir 
applications to provide the following alternati','e 
conditions. \"hich conditions were specified in the 
Joint Agreement, and have agreed that such conditions 
may be imposed in any order granting the exempti.Jns 
they have requested: 

(1) Each Applicant states that its Board of 
Directors (Tru!>tees. in the case of a trust). 
In supervisLng Applicants' respective 
operations .:1nd delegating special respon
sibilities invol-ling portfolio ::lanagement to 
Applicants' respective In"estment .1dvl$0rs 
undertakes-as a particulm responsibilit~ 
within the overall duty ot care owed to its 
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shareholders-to assure to the extent 
reasonably practicabl'!!, taking into account 
current market conditions affecting Appli
cants' investment objectives, that Appli
cants' respective prices per share as com
puted for the purpose oJ distribution, 
redemption and repurchase, rounded to the 
nearest one cent, will not deviate from 
$1.00; 

(2) Each Applicant states that it will main
tain a dollar-weighted average portfolio 
maturity appropriate to its objective of 
maintaining a stable price per share, and 
that it will not (i) purchase an instrument 
with a remaining maturity of greater than 
one year, or (ii) maintain a dollar-weighted 
average portfolio maturity in excess of 120 
days; and 

(3) Each Applicant states that its pur
chases of portfolio instruments, including 
repurchase agreements, will be limited to 
sp<.?cified instruments of specified qualities 
in the case of all instruments other than 
U.S. Government issues and U.S. Govern
n1~nt agency issues. 5 

s stated .:Jt not~ 2 above, <lll of the Applicants. with 
e exce~tion of InterCapital liquid .A,sset Fund, Inc., 
ere G~a~ted temporary exernptions te enable them to 
ilize ai11crtized cost valuation, or calculate their net 
;set values per s:"lare to tile neare3t one cent on share 
!!ues of $1,OQ, in each cas~ under certain concitions 
which they agreed. ThOSE temporary orders wore to 

main iii effect until final disposition of the 
)~Iications by the Commission, including any sub
!quent judicial review. Certain Applicants have 
dicated that. if the Commission grants their apptica
)ns as amended, a transition period will be necessary 

permit Applicants to modify their operc:.tions to 
:commodate the procedures proposed in the applica
)ns. Accordingly, certain Applicants have requested 
at they be permitted to operate pursuant to their 

Nith respect· to the condition relating to portfolio 
Jality. each Applicant has speeificd particular quality 
l1itations. These limitations are set forth in the 
!spective applications, as amended. Certain Appli
lnts have agreed to quality limitations which ditter in 
)me respects from those set forth in the prior notices 
r their applications. However. these modifications do 
)1 estabfish quality limitations lower than those to 
hich other Applicants have agreed and which were sat 
.rtn in the notices of the apiJlications of Ihose other 
pplicants. 

12G/SEC DOCKEr 

temporary orders for v<lrious periods of time 
subsequent to any order granting th~ir applications. 6 

In view of the foregoing. particularly (1) on the basiS of 
the applications as amenr~ec.l in the manner described 
above. and (2) the agreement of the Participants to 
withdraw their objections to the gra:1ting of the appli
cations without a hearing and to waive any right 10 
object thereto, the Commission finds that a hearing on 
the Applicants' applications is no longer necessary in 
the public interest or for the protection of investors. 
and that the granting ot the requested exemptions i3 
appropriate in the public interest and consistent with 
the protection of inve~tors and the purposes fairly 
intended by the policy and provisions of the Act. 
Accordingly, 

IT IS.OROr=nED. pursuant to Sectio~ 38(a) of the t,ct. 
that the henring on the apDlicati~!lS of A.cDlicants is 
hereby cancelled. and that the orO.:r for a heating on 
these (!pplications is r.ereby rescinccd, effective tent":
with. 

IT IS FURTHER CRr;ERED, pursuar.t to S·=ctio~ 5(c) of 
the Act. that the requested exemotion3 fie;;) ~h~ ~ro
visions of Rule 22c-1 and Mu!e 2a-4 ;:~orr.:.Jlg3~ed ur.c!er 
the Act be. LInd hereb,:, <:re, ~ra:1ted. effec~i','e forth',·,'i:h, 
each subject to the conditions set forth in the 
respective amended appiications and described above. 

IT IS FURTHER OROERE:D, pursuant to Sec~iC'ns 3S(2) 

and 6(c) of the Act. that ~he orders t:::mf:::.rarily gran:i;--.; 
Appficant3' (other than !nterCa;lital Li~:Ji'j Msset rL.;nc. 
Inc.) appliCations as pr.]'/iau:;ly :1oticed t:=:. and ~eret;y 
are, extended (to the extent they o:r,e~':::~e \'/ill nav'3 
expired by t~'Gir terms) far such times as may ce neces
sary for those Applicants affected to modify their 
operations to implement the pricing prOCedures set 
forth in their applications as amended: provided, hOw
ever. that any such extension snail terminate on 
February 28, 1979. 

By the Commission. 

George A. Fitzsimmons 
Secretary 

6The Division of Investment Man.:lgement has aCvis2j 
the Commission that no Applicant h.]s :)sked th.:!t !~e 
temporary orders be extended beyond i=eoru.Jry :::3. 
1979. None of the Applic;nts Objects to sucn extensi\):1 
of the temporary ordars. 


