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Money market funds are investment camoanies which are registered
]

As open-end, management investment ccmpanies, 2/ money markat funds
make continuous offerings of redeemable shares to the pupblic anrd

and regulated under the Investment Company Act of 1940 ("1940 Act"). 1/

stand ready to sell and to redeem these shares daily. In issuirg their
shares to the public, these funds must also comply with the disclocsure

and antifraud provisions of the Securities Act of 1933 ("1933 Act"). 3/
These statutes are administered by the Securities and Exchange Commission

("Canmission").

r
and, in terms of share owne*shlp, are now the most COOHL%: e cf
ment company in the United Statys. A recent survey 1ﬁd1catea that

(e
management. 4/ These funds offer investors the oocortunlrv to inva
prof9531onally managed diversified portfolio of short-term deot col
tions (money market instruments) such as U.S. Treasury pills and rok
certificates of deoosit, banksrs' acceptances and comrercial ©

The redeemable shares issued by these investment ccmganizs rer
pro rata interests in the assets of the funds and are sold ard

l/ lS U.S.C- 80&"1 -e_E sed.

2/ Section-3(a) of the 1940 Act defines an "irweskrTentr comgtany
include any issuer which is engaged primarilv in the
investing, reinvesting, or trading in securities. Seac
the 1940 Act defines "management ccmpany" to include
canpanies other than "face—amount certificate" campanis
investment trusts. Section 5(a)(l) of the 1940 Ac:h ﬁehines "
to describe a type of management investment company whica of fars
sale redeesmable securities.

\

3/ 15U.s.C. 77a gg‘ggg. The Securities Exchange Act o 1934 ("133
Act"), 15 U.S.C. 78a et seq., and the Investment Advisers 3o of
1940 ("advisers Act"), . 15 U.: 5.C. 80b-1 et seq., also apply to th
operations of investment companies. For example, tr2 proxy rala
adopted under the 1934 Act apply to investment ccwma“ 25, and th

6]

@ &

antifraud provisions of that Act are also applicabls to C_ﬂ ing in

the shares of such campanies. Investrent advisers to 11ves:ren:
companies must register under the Advisers Act and are subiast,
among other things, to the antifraud rules adootad th:”EunceY.

4/ Survey by the Investment Campany Institute, Wall Strest Journal,
* FPebruary 6, 1981.



-2 =

at current net asset value per share. 5/ Money market finds offer in-
dividual investors the opportunity to pool their money to permit the
purchase of the currently high yielding large derncmiration instruments
of the money market. To institutional investors, including cension
funds and bank trust departments, these funds prcovide a convenient
and economical method for the investment of cash reserves.

This report concerning money market funds ("Peport"), orevarad
by the staff of the Commission's Division of Investment Management
("Division"): (1) outlines the structure and operations of mcnev markst
funds; (2) outlines the federal requlatory scheme acvlicable to the
operations of these companies; 6/ and (3) discusses specific initiatives
of the Commission and its staff relating to the regulaticn of money market
funds.

I. MONEY MARKET FUND STRUCTURE AND OPERATICNS

[a}

Money market funds are generally organized as corporaticn
business trusts, and are usually organized by individuals assc
an existing company engaged in the business of providi~g invesima:

3 ogr
.o (')
8
; S
2
J-
1
ax

[ORR(}
) (I' =
ST VIS

;
<

'

]
.
3

management services, such as a brokerage firm or an investmen
This existing "external" company tyvically entaers into a contract -
the fund to provide investment advice and management services, and

persons associated with this external investment adviser gererally servy

R
[t
b

~
i
]
{
B
<
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S/ Section 2(a)(32) of the 1940 Act defines "redeemadls securizy”

~ as any security which entitles the holder of such security o
receive approximately his proportionate share of the issuing
campany's current net assets or the cash equivalent thereof. 2as
discussed at page 9, infra, the Commission's rulass raguire that
sales and redemptions of investment campadny sharss fe affactad at
current net asset value per share to insure that investors vay no
less upon purchase, and receive no more upon redempticn, than
their pro rata interest in the investment company.

$/ In addition to the provisions of federal law, money market funds
' are subject to state corporation laws and state laws ragulating
the issuance of securities ("blue skv" laws).
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as directors of the investment company. 7/ The use of external
services in this manner is not unique to money market funds, but
rather is characteristic of the structure of the investment company
industry generally. 1In part, it was this structure and its potential
for abuse and overreaching that led to the enactment of the 1340

Act.

Shares sold by a money market fund to the public reprisant equity
ownership interests in the fund (common stock). The capital raised
fram the sale of shares is invested by the fund in money markst instru—
ments, and the return fram the fund's investments, net of fund expenses,
is distributed to shareholders in the form of dividends. 8/ ‘hereas
the typical open-end investment company invests its assets in equity
securities and distributes its net earnings quarterly, the tyoical mwonsy
market fund distributes its net earnings in the form of dividends which
are declared daily and which can be reinvested in additional shares. 9/

7/ As discussed at page 7, infra, the 1940 Act imposes certain
limitations on the percentage of directors of an investwent
canpany that may be associated with the investrent adviser of
that investment company. Investment advisers arz typically
compensated through an advisory fee calculated as a cercentage of
the investment company's net assets. Typicallv, this fes arounts
to 1/2 of 1 percent per year and, pursuant to the terms of scire
advisory contracts, this fee is "scaled down" as tre net assets
of an investment campany reach certain szecified amounts ("braak
points"). As discussed at pages 6 and 7, infra, the 1940 Act
requires such contracts to meet certain rnqu1w:me“ta, and soecifias
the manner by which such contracts must te aporcved by buavﬂs 2f
directors of investment companies and their sharzhollers.

§/ Subchapter M of the Internal Revenue Code orovides, generally,
that a "regulated" investment campany shall not be treated as a
separate taxable entity for federal incame tax purposes orovided

ted,
among other thlngs, that at least 90% of the investment companv's
taxable income is distributed to sharsholders. Sharsholders
dlrectly pay any federal incame tax on the distributions thev

receive,
S/ Sectjon 19(a) of the 1940 Act ard Rule 192-1 (17 CFR 270.19z-1)
” require notices of the source of certain dividends to e sont o

shareholders. In addition, Section 19(b) of the 1940 Act and
Rule 19b~1 (17 CFR 270. l9b—l), in effect, prohibit the distribu—
on of long-term capital gains dlstrlbutlons except on an annual
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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 underwriter through
a camplex dealer network. These dealers are compensated by the payment
of sales charges by investors ("sales loads") ranging as high as 8-1/2
percent of the offering price. Money market funds are distributed at
"no-load," and often directly by the fund and its principal underwriter,
without the use of a dealer network.

While the similarities between money market funds and equity-
oriented investment companies are far greater than their differences,
certain features are wunique to money market funds. As noted above,
money market funds declare dividends daily. In addition, money market
funds generally provide expedited means for effecting purchases and
redemptions of their shares. By wiring federal funds to a money market
fund prior to a specified time, an investor can have his merey invested and
earning dividends almost immediately. Investors can also remain fully
invested until the precise time they require the use of the monay they
have invested by effecting redemptions by telephore and having the procsacs
wired by the money market fund to a predesignatzd banX acccunt. Another
means of redemption generally offered by money markst Zunds is radampilon
by means of drafts ("check writing"). To effect this type Of recamption,
the shareholder writes a check to a third party against a checking account
which the money market fund has established with a cawrercial bank. wnen
the check is presented for payment, the bank, as agent for the redsemin
shareholder, effects the redemption of a sufficiant number of
holder's shares to generate the funds necessary to horor the C '
depositing such funds in the money market fund's account with the ban:
This method of redemption enables an investor to ccntinue to earn divi
on his investment during the time required for tne check to L2 Troces
through the banking system.

o
™
[¢J
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Perhaps the most unigue and innovative feature of manv money market
funds is the maintenance of a stable net asset value per snare. 10/
This feature, which gives investors the convenience of teing acle to
purchase and to redeem shares at a fixed price absent :nusual circum-
stances, is apparently important to many meney market furd investors.
Thus, while many types of investors are attracted to invesitment ccnpaniess
generally, and money market funds specifically, to achiesve professional
management, diversification of risk and liquidity of investment, money
market funds provide certain additional features and servicas.

10/ See pages 12 to 18, infra.
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II. REGULATION OF INVESTMENT COMPANIES

Because money market funds 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 stataments
with the Cammission containing specified information. Prospectuses sased on
these registration statements, which must be provided to investors (preced-
ing or accampanying any other sales materials), contain certain specifizd
information relevant to investors. A prospectus must precede or accampany
confimations of the purchase of shares. The adequacy of the disclosure in
registration statements and prospectuses is carefully reviewed by the stalf
of the Division which, generally, offers its informal camments, and thesz
documents must be pericdically updated to reflect current information. T
prohibit the public sale of securities where disclosure is deficient, the
Caommission can initiate administrative proceedings to susperd the effsctive-
ness of a registration statement or to suspend the use of a orocszectus. 11/
In addition, the 1933 Act provides irwvestors with the right to bring court
actions for rescission or damages 12/ and authorizes the Commission o
bring injunctive actions to restrain and to prevent violations of that
Act. 13/

While the 1933 Act requires disclosure and is applicable o all cor—
panies offering securities for sale to the public, the 1940 Act, apolicabls
only to irnvestment companies, is designed to regulate the actual activities
and operations of those ccmpanies subject to its provisicns. 7To remedy the
abuses of the evolving investment campany industry, the Conarass enactad =he

1940 Act to provide a pervasive regulatory scheme for the Jetailad control
all aspects of the operations of investment campaniss. 3 rovisw o0f scme of

the provisions of the 1940 Act, relevant to the regulation of money markst
funds, follows.

11/ Sections 8(d) and 10(b) of the 1933 Act.

12/ Sections 11 and 12 of the 1933 Act provide, generzlly, for shars—
holder rights of action in the event a security is sold witrout
registration or compliance with the applicable prospectus require-
ments of the 1933 Act (except where an exemption from reaistration
is available), or in the event a prospectus includes a material
misstatement or omits to state a material fact.

43/ section 20(b) of the 1933 Act.



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 investment
objectives and all of their fundamental policies. 14/ Once an investment
company has stated these objectives and policies, a majority vote of
shareholders is generally required in order for those objectives or policies
to be changed. 15/ In the case of money market funds, the declarad
investment objective is typically to seek maximum safety consistent with
achieving high current income.

B. Investment Advisory Contracts

The 1940 Act makes it unlawful for any person to serve as investment
adviser of a registered investment company except pursuant to a written
contract which: (1) has been approved by a vote of a majority of the
outstanding voting securities of the campany; (2) orecisely describes all
compensation to be paid; and (3) continues in effect for ncot more than
two years unless continuance of the contract is specifically aporoved
annually by the board of directors or a majority vote of the cutstanding
shares of the investment campany. 16/ The contract must also provide
that it may be terminated without penalty by the board of directors, or a
majority vote of the outstanding shares, on not more than 50 days' writtan
notice to the investment adviser and must provide for its automatic
termination in the event of its assignment. 17/ Similar rsquirements
apply to the terms and approval of underwritirg contracts. 18/ In addition
to these requirements, upon the execution or ranewal of advisorv and
underwriting contracts, the terms of such contracts must ce aporoved
by a majority vote of those directors of the investment companv who ars
not parties to the contract or interested persons of any such party, and
such votes must be cast in person at a meeting called for the ourpcse

14/ Section 8(b) of the 1940 Act.
15/ Section 13(a) of the 1940 Act.
16/ Section 15(a) of the 1940 Act.

17/ 1.
18/ Section 15(b) of the 1940 Act.
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of voting on such approval. 19/ The 1940 Act also generally requires that
all directors be elected by shareholder 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 Directors

The interests of investors in investment companies are further
protected by a requirement that, generally, no more than 60 percent
of the board of directors be composed of persons who are "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 investment
company or its investment adviser.

D. Affiliated Transactions

The history of the operation of investment companies prior to the
1940 Act indicated that affiliated persons of such companies frequently
took advantage of their positions in effecting transactions with invest-~
ment companies. The 1940 Act addresses the abuses of these "arfiliated
transactions" by prohibiting specified "affiliated persons" from sngagirng,
either as principal or as a joint participant, in transactions with the

19/ Section 15(c) of the 1940 Act. The term “"interested perscn"
includes any employee, officer or director of the investment
camnpany, or of its investment adviser or principal underwriter,
among others. Section 2(a)(19) of the 1940 Act.

20/ Section 1l6(a) of the 1940 Act.
21/ Section 32 of the 1940 Act.

22/ Section 10(a) of the 1940 Act. Under certain circumstances, ro
more than 50 percent of the directors may be interested persons
of the investment company. Section 10(b) of the 1940 Act. How-
ever, under certain unique circumstances where the potential
for abuse is minimal only one director need not be an interested
person of the investment company. Section 10(d) of the 1540
Act.

23/ Sections 15(c), 16(b) and 32(a) of the 1940 Act.
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investment company which have the potential for abuse or overreaching. 24/
Those prohibited transactions are permissible only by order of the
Camission, upon the filing of an application which demonstrates that

the proposed transaction satisfies certain standards of fairmess. 25/

In addition, the Cammission 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. Openend investment
canpanies are generally prohibited fram issuing any class of senior
securities (i.e., any securities other than common stock), although
borrowing fram a bank is permitted provided that an asset coverage of
at least 300 percent immediately after such borrowing is maintained. 27/
By limiting the issuance of senior securities, the use of leverage is
controlled and the additional risk that would otherwise e imposed on
cammon stockholders, as a result of fixed interest payments to senior
securities holders, is eliminated. Pyramiding is erffectively pronibited
by provisions which generally make it unlawful for an investment canpany
to acquire in excess of three percent of the shares of another investment
company. 28/ This pronibition helps to preserve control of an investment
campany by its public shareholders.

24/ Sections 17(a) and 17(d) of the 1940 Act. Limitations are also
placed on the campensation an affiliated person may receive for
acting as agent for an investment company by Section 17(e) of
the 1940 Act. Section 2(a)(3) of the 1940 Act defines the term
"affiliated person" and the pronibitions respecting "affiliated
transactions” extend to affiliated persons ard affiliated versors
of such persons.

25/ Section 17(b) of the 1940 Act; Rule 17d-1 (17 CFR 270.17d-1).

26/ See e.g., Rules 17a-2, 172-3, 17a-6, 17a-7 and 17a-8 (17 CFR
270.17a-2, 17a-3, 17a~6 1727 and 17a-8) and Rule 174-1.

27/ Section 18(f) of the 1940 Act. Section 18(h) of the 1940 Act
defines the term "asset coverage," as here pertinent, to mean the
ratio which the value of a campany's assets, less all liabilities
and indebtedness not represented by senior securities (in this
-case, indebtedness not due to borrowing fram banks), bears to the
aggregate amount of senior securities representing indebtedness
of such company (the amount borrowed from banks). Thus, a company
with assets of $300,000,000 (including amounts borrowed £ram i
banks) could have borrowings of no more than $100,000,000.

28/ Section 12(d) of the 1940 Act.
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F. Pricing of Investment Campany Shares

Of critical importance to an investor in an investment company is the
price which must be paid upon the purchase of shares and the amount that
will be received upon the redemption of those shares. To the extent that
shares are sold at a price too low or redeemed at a price too high, the
Proportionate interests of other investors are diluted. Pursuant to its
statutory authority, 29/ the Commission has adopted rules to ensure that
shares are priced in a fair and equitable manner. Investment 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 the investment
company's portfolio securities such that the current net asset value per
share might be materially affected by changes in value of the underlying
portfolio 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 are further protected by a provision which grevents the
suspension of the right of redemption and requires payment or satisfacticn of
redemption requests within seven days after proper tender of a security for
redemption. 32/

G. Fidelity Bonding, Custodial Requirements 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 other assets,
including cash, be deposited with a qualified custodian gursuant to rules
that may be adopted by the Commission. 33/ The rules adopted by the
Commission specify procedures to be utilized in safeguarding the assets
of investment campanies. 34/ In addition, Cocmmission rules require
that each investment company maintain specified amounts of fidelity bond

22/ Section 22(c) of the 1940 Act.

30/ Rule 22c-1 (17 CFR 270.22c-1). The rule provides special exemptions

for the pricing of (1) units of unit investment trusts sold in the
secondary market and (2) shares sold pursuant to a merger, ccnsolidation
or purchase of substantially all the assets of a campany which meets the
conditions of Rule 17a-8.

Rule 2a-4 (17 CFR 20.2a-4).

Section 22(e) of the 1940 Act.

Section 17(f) of the 1940 Act.

£ lg lg ke

Rules 17f-1, 17£-2, 17f-3 and 17£-4 (17 CFR 270.17f-1, 17f-2, 17£-3,
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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

campany having access to the assets of the investment company or havirg

the authority to direct the disposition of such assets. 35/ Many funds

also maintain errors and omissions policies to protect against other risks.
Recently, the Commission also adopted an amendment to one of its rules to
require investment companies to adopt a Code of Ethics concerning permissible
conduct by the employees. 36/ The amended rule requires that each registered
investment 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 documents
with the Commission, and certain periodic reports and statements must e
furnished to shareholders. 39/ These requirements insure that the Commis-
sion and ‘shareholders receive important information relating to the opera-
tions of investment campanies and permit shareholders to make informed
investment decisions.

I. Piduciary Duties, Liabilities and Enforcement

The Commission, as noted above, is authorized by statute to inspect
the books and records of registered investment companies. PRursuant to
this authority, the Commission's staff, primarily regional office personnel,
conduct periodic inspections of the operations and records of investment
companies. This inspection program is one of the methods by which the
Comuission attempts to monitor campliance with the 1940 Act and to remedy

35/ Rule 17g-1 (17 CFR 270.17g-1).
36/ Rule 173-1 (17 CFR 270. 17j-1).
37/ Rule 3la-l (17 CFR 270.3la-1).
38/ Section 31(b) of the 1940 Act.

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

While many campliance problems are remedied informally, the Commis-
sion is authorized to bring administrative proceedings to impose remedial
sanctions upon persons associated with investment campanies, 41/ arnd 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 campliance.
In addition, specific fiduciary duties are imposed by the 1940 Act on
certain persons and companies associated with investment campanies, 43/
and federal courts have recognized implied fiduciary duties emanatinrg
fram the provisions of that Act.

Je. Summary

While the foregoing is only a brief overview of same of the provisions
of the 1940 Act, it illustrates the extensive nature of the regulation of
investment companies by the Cammission.

III. REGULATION OF MONEY MARKET FUNDS

The unique features and operations of money market funds have given
rise to a number of different regulatory issues. These issues have
variously been addressed by rulemaking, interpretative releases and
the processing of applications seeking exemptive relief. 44/ 1In addition,

40/ Section 42(b) of the 1940 Act.
41/ Section 9(b) of the 1940 Act.

42/ 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.

44/ Section 6(c) of the 1940 Act gives the Commission broad authority
to exempt persons, securities and transactions fram the provisions
of that Act and the rules adopted thereunder upon a finding that
the granting of an exemption is necessary or aporopriate in the
public interest and consistent with the protection of investors
and the purposes fairly intended by the policy and provisions of
the 1940 Act.
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requlatory problems have been rectified through inspections and, in scome
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. Seemingly small changes in the
prices of these shares become 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.

Al though money market funds have developed several valuation and pricing
techniques to achieve stable net asset values per share, the Commission has
been concerned that same of these techniques, if not subject to specified
conditions, could result in certain inequities or undue risks to investors.

Traditionally, under the applicable rule adopted by the Commission,
investment companies have been required to value their assets by reference
to their current value. 45/ The rule, which specifies the manner by which
investment companies price their redeemable securities for sale and rademp—
tion, states that portfolio securities for which market Guotations are
readily available must be valued at current market value and that other
securities and assets be valued at "fair value" as determined in good faith
by the board of directors of the investment company. The Commission has
interpreted "fair value" to mean the value that would be received upon the
current sale of a security or asset. 46/ These valuation principles, by
assuring that current net asset value per share reflects current market
factors, avoid the potential for dilution of shareholders' interests which
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 ordinarily result in
a fluctuating net asset value per share. As the value of an investment
camnpany's assets increase through increases in the prices of the investments

45/ Rule 2a-4 (17 CFR 270.2a-4).

46/ Investment Company Act Release Nos. 5847 (October 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 "amortized cost" method of valuation: portfolio securities are
valued by reference to their historic cost (purchase price). Simply
stated, under this valuation method a debt security is valued at its cost
and the interest to be earnmed on the security (plus any discount received
or less any premium paid upon purchase) is accrued ratably over the remain-
ing maturity of the security. By declaring these accruals to shareholders
as a daily dividend, the value of a money market fund's assets and, thus,
its net asset value per share, will generally remain constant.

This method, of course, assumes that the investment campany will
not have to dispose of any of its securities at a gain or loss orior
to maturity. In addition, by failing to take unrealized depreciation
or unrealized appreciation into account, the net asset value per share
of an investment campany using amortized cost valuation might not alwavs
reflect accurately the value of the underlying portfolio securities.
Thus, under some circumstances, the use of this valuation method could
result in dilution, ard investors would not necessarily be accurately
credited with any unrealized appreciation or depreciation experienced by
the money market fund during the pericd they were shareholders in the
fund. The magnitude of these distortions would depend upon fluctuations
in market rates of interest and the average maturity of the portfolio of
the fund. 48/

47/ 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 increase the price of a debt security. The greater the
remaining maturity of a debt obligation, the greater will be the
effect of a given move in interest rates on the price of that
instrument. Thus, the longer the average portfolio maturity of a
fund investing in debt obligations, such as money market instruments,
the greater the impact of fluctuations in interests rates
will be on the value of the portfolio.

48/ 1a.
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_ Another method of achieving a stable net asset value per share is
through the use of "penny rounding”™ pricing. Under this pricing method,
securities are valued at current market value, in accordance with Commis-
sion rules; however, unrealized appreciation and depreciation is theoreti-
cally reflected in a nominal $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 money 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 $1.00 price per share. If, for example, the fund's net asset
value were $10.00 per share, changes of this magnitude would be reflected
in the price of the fund's shares. By artificially setting a $1.00 naminal
share value, rather than a $10.00 naminal share value, a money market fund
can mask the impact of changes in the value of its portfolio 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
with unrealized appreciation or depreciation.

The third method of achieving a stable net asset value per share
is the "total payout" method. 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 aporeciation) 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 credits investors with
the effect of unrealized changes in the values of funds' portfolics.
However, by reflecting these changes in the dividend, the daily dividends
declared by a fund using this method can fluctuate significantly from day
to day due to the effects of unrealized appreciation or depreciation.
Accordingly, many money market funds prefer the use of amortized cost or
penny rounding, and the stable dividend stream produced by these methods.

In view of the potential for dilution and other unfair effects
existing under the use of amortized cost valuation, in 1975 the Commission
proposed a position opposing the use of this valuation method, 50/ and
in 1977 an interpretative release was issued expressing the Camission's
view that the use of either amortized cost valuation or penny rounding
pricing would, generally, henceforth be considered inappropriate. 31/

49/ For example, a net asset value per share of $.996 would be
“rounded” to a price of $1.00 (the nearest one cent).

Investment Campany Act Release No. 8757 (April 15, 1975).

50/
51/ Investment Campany Act Release No. 9786 (May 31, 1977), attached
hereto as Exhibit A.
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Certain segments of the money market fund industry objected to the
Commission's position. One money market fund commenced a lawsuit
seeking to restrain the Commission's implementation of its interpre-
tation 52/ and, within six months after the issuance of the interpre-
tative release, 14 money market funds filed applications requesting
orders of the Commission exempting the campanies, subject to a variety
of conditions, from those provisions of the 1940 Act and the rules
thereunder which would prohibit the use of amortized cost valuation or

penny rounding pricing.

Notices of the filing of these applications were published in
the Federal Register and, pursuant to the requirements of the 1940 Act
and the Administrative Procedure Act, the notices stated that interested
persons oould file requests for hearings on the applications. Two
money market funds, objecting to certain aspects of the applications,
filed requests for hearings. However, before determining whether to
grant the requests for hearing, the Commission 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/ On April 12, 1978, the Commission determined it to be
appropriate in 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

52/ First Multifund Fund for Daily Income, Inc. v. SEC, [77-78 Transfer
Binder] FED. SEC. L. REP. (CCH) ¢ 96,287 (D.D.C January 20, 1978).
The Court's opinion dismissing that action is attached hereto as
Exhibit B.

53/ 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 some of the funds that
filed applications. See e.g., Investment Company Act Release No.
10027 (November 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 120 days; (2) require that each instrument purchased by the

funds meet specific minimum credit requirements; and (3) reguire that the
board of directors of each fund undertake to assure to the extent reasonably
practicable that the money market funds' net asset values per share not
deviate from $1.00. The Camission carefully considered the amended
applications and determined to issue an order permitting the applicant
campanies to utilize penny rounding pricing under the conditions set forth
in the amended applications. 55/ The conditions contained in the order
operate to limit the risk that the net asset value per share will deviate
materially fram $1.00 by: (1) putting limits on the length of the maturities
of portfolio securities; 36/ (2) limiting the risk that creditworthiness
factors will cause declines in the values of portfolio securities; 57/ and
(3) requiring the boards of directors of the funds to manage them in a
manner which would, consistent with the funds' investment objectives,
minimize the risk of a price movement to $.99 or S1.01.

The hearing proceeded as to the remaining five applicants which
had not amended their applications and which continued to seek exemptions
to permit the use of amortized cost valuation. 58/ In the course of the
hearing, testimony was taken fram 14 witnesses and a record of over
2,000 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 opursuant
to which the Division would recammend that orders be issued permitting the
use of amortized cost valuation.

55/ Investment Campany Act Release No. 10451 (October 26, 1978),
attached hereto as Exhibit E.

56/ See note 47, supra.

57/ The initial orders permitting the use of penny rounding contained
conditions specifying exactly the minimum quality ratings and sizes
of the issuers whose instruments could be purchased by the funds.
Subsequently, the Cammission has issued orders without mandating
specific minimums, but rather requiring funds to purchase only those
instruments which their boards of directors determine to present
minimal credit risk.

58/ One applicant that had requested and received an exemption to
permit the use of penny rounding pricing, was reinstated into the
hearing to seek an order permitting the use of amortized cost
\179algation. Investment Campany Act Release No. 10612 (February 28,

79).
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Following the conclusion of the evidentiary portion of the hearing, 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 remaining applicants reached an agreement with respect to

the appropriate conditions to be attached to the use of amortized cost
valuation. 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 boards 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 determine 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 instruments which present
minimal credit risks as determined by the boards of directors and are of
high quality as determined by a major financial rating service, or if not
rated, of comparable quality as determined by the boards of directors; and
(8) certain reports to be filed with the Commission. These conditions were
presented to the Commission with the favorable recommendation of the
Division, and the Commission determined to grant exemptions to permit the
use of amortized cost valuation subject to the conditions outlined above. 59/

Subsequently, pursuant to its delegated authority, the staff of the
Division has issued numerous exemptive orders to money market funds
enabling the use of amortized cost or penny rounding. Based upon 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
amortized cost 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 deposit 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 Corp.,
et al., Investment Company Act Release No. 11064 (March 4, 1980).
See page 30 infra.
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utilized correctly, will not result in detriment to the investing publlc.
The conditions contained in the exemptive orders were imposed to minimize
potential risks and inequities to investors, and the Commission has been
closely monitoring the use of these valuation methods, subject to the pre-
scribed conditions, to ensure fairness to investors and to ensure the con-
tinued efficacy of the conditions. 61/ The Commission's oversight of the
funds using these valuation methods has revealed that, generally, such funds
are operatmg without problems. However, several months ago one fund did
experience problems with the use of amortized cost. 62/ In response to the
situation, the fund, its investment adviser and principal underwriter, with
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 method, restructure its investments and maintain
liquidity. 63/ Under the program the investment adviser and principal
underwriter effected an increase in the market-based net asset value per
share of this fund, and thereby returned such net asset value to approx-
imately $l1 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. The Commission, however, is continuing 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/ During October 1980, the Division requested that all money market
funds and other short-term funds using amortized cost pricing or
penny-rounding submit specified information to the staff to enable
it to evaluate the effectiveness of the conditions contained in
the exemptive orders and the fairness of these valuation netnods to
investors.

62/ The market-based net asset value per share of Institutional Liquid
Assets ("IIA") deviated by more than 1/2 of 1% from the the net
asset value per share calculated using the amortized cost method.
At that point IIA's adviser informed the board of trustees that in its
view, the good faith fair valuation of the fund, at that time, called
for the use of market values for all assets.

63/ See Investment Company Act Release Nos. 11586 (January 27, 1981) and
11388 (October 7, 1980), attached hereto as Exhibit G.
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B. Time of Pricing

Investment companies issuing redeemable securities, including money
market funds, until August of 1979, had been required to compute current net
asset values per share, for purposes 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 company investing primarily in equity securities
listed for trading on the NYSE. (ne of the purposes 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. However, money market
instruments 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 money market does not
precisely coincide with the time of trading on the NYSE. Because money
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 could not obtain same day access to their funds
unless a money 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 immediate 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 problems for other types of invest-
ment campanies investing in securities other than those listed on the
NYSE, the Commission amended its rule: (l) 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 determined by a majority
of the board of directors. 65/ -The rule, as amerded, appropriately keys
the days of pricing to the days on which money market instruments are
traded, and by giving money market fund boards of directors the flexibility
to determine the time of the required pricing, eliminates the need for
multiple daily pricings of money market fund shares.

64/ Rule 22c-1 (17 CFR 270.22c-1) as in effect prior to August 13,
1979.

65/ Investment Company Act Release No. 10827 (August 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 campany investing in
goverrmment securities, the Commission was alerted to certain securities
trading practices which raised regulatory questions under the provisions
of the 1940 Act designed to limit the issuance of senior securities and
the use of leverage. The trading practices involved the use of: (1)
reverse repurchase agreements; 66/ (2) "fimm commitments”; 67/ and
(3) "standby cammitments." 68/ The Cammission issued a statement

66/ A reverse repurchase agreement is an arrangement whereby an invest-
ment campany transfers possession of a goverrment security to
another party in return for a loan fram the other party in an
amount representing a percentage of such security's market value
(normally 90-97%). However, the investment company retains ownership
of record of the security and the right to receive the interest ard
principal payments thereon. At the agreed upon date, the investment
campany regains possession of (repurchases) the security by remitting
the proceeds of the loan, oplus interest, to the other partv.
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. govermment, a U.S. agency, or
a federally sponsored guasi-public corporation.

67/ A "firm canmitment” agreement is a buy order for delayed delivery
of an instrument. In that agreement the investment canpany agrees
to purchase the instrument fram 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 according 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 campany has the option
of closing out the obligation, rather than purchasing the instrument,
by assigning the contract. This closeout will normally result in
an immediate capital gain or loss to the investment company.

68/ A "standby cammitment" agreement involves an investment campany
contractually binding itself, for a fee, to accept delivery of
an instrument with a stated price and fixed yield, at a stated
future date, upon 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 immediate capital loss to the
investment campany when the standby cammitment is exercised.



relating to these trading practices expressing its view that each of
these practices might involve the issuance of debt or a senior security.
The statement further expressed the view that these practices can poten—
tially be employed for speculative or leveraging purposes, and thus may
be in contravention 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 investment campany's portfolio manager without
the knowledge or pemmission of either the board of directors of the
investment company or its investment adviser. As a result of the
manager's actions, the investment campany sustained a loss of approxi-
mately $1.5 million which the company disclosed subsequently to share-
holders. The investment adviser of the company agreed to reimburse
the company for same of its losses.

69/ Investment Campany Act Release No. 10666 (April 18, 1979), attached
hereto as Exhibit H. The Cammission, in addition, has taken a mosi-
tion regarding the valuation of variable rate notes: 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 1s renegoitated

every 30 days. The Cammission is also in the process of formulating a

position regarding the purchase of puts by investment campanies. A put,
sometimes termed a "standby commitment," is an agreement with the seller

of a security which enables the purchaser, at his option, to sell back
the security at a specified price during a specified time pericd. 1In

the Cammission's view a put is a separate security which must be valued

at fair value and is subject to the prohibitions of Section 12 of the
1940 Act prohibiting the purchase of a security issued by a broker or

dealer. Therefore the Camission will condone the purchase of puts only

under circumstances which will ensure the proper valuation of that
security and where exemptive relief is obtained or the put is not
purchased fram a broker or dealer.

70/ 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),
Exhibit I hereto.
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D. Switching Services

An additional matter that has been the focus of Cammission attention
has been the adverse effects which can result fram the offering and pro-
motion by investment advisers of "switching" services advising many
investors simultaneously of the "appropriate” time to "switch" investments
from a money market fund into equity securities or an equity-oriented
investment campany, and vice versa. In one particular case, the investment
adviser of a complex of investment campanies encouraged and advocated the
use of such services by its shareholders. The 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 aporoximately
70 percent. The Camission instituted an injunctive action against the
persons and campanies imvolved in that situation, and secured the appoint-
ment of additional indeperdent directors and a special counsel to oversee
the operations of the investment campanies. 71/

E. Advertising and Sales Literature

The content of money market fund advertising and sales literature,
as 1s the case with respect to any investment campany, is subject to
the antifraud provisions of Section 17(a) of the 1933 Act ard and Rule
10b~5 under the 1934 Act. Under these provisions it is unlawful for
any person, directly or indirectly, by the use of any means or instrumen-
tality of interstate commerce or of the mails to make representations
which are materially misleading in connection with the offer or sale of
securities. Representations could be considered to be materially mis-
leading if they (1) contain an untrue statement of a material fact or
(2) amit 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 money market funds continuously offer
their shares, they are ocontinuously "in registration™ under the 1933 Act,
and absent Cammission rules, would be prchibited from utilizing any
advertising or sales literature unless the use of such materials were
preceded by, or accompanied with, a prospectus.

71/ Securities and Exchange Commission v. The Fundpack, Inc., et al.,
(United States District Court for the District of Columbia,
Civil Action No. 79-0859). The Court's opinion and final order
are attached hereto as Exhibit J.
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Rule 134 adopted under the 1933 Act, as now amended, permit; specified
types of information to be utilized in investment campany advertising
without being preceded or accampanied by a prospectus. 72/ The scope of
the information that can be utilized in investment company advertising
under the rule is samewhat broader than the "tambstone"™ type information to
which other issuers of securities are limited in their advertisements. The
issuing of securities by an investment campany constitutes an important
ongoing part of the operations of an investment campany. The typical
non-investment coampany issues securities relatively infrequently and
generally is free to advertise the business products it offers. However,
the product an investment campany offers to the public is its shares.

Thus, Rule 134 recognizes that an investment campany should be able to
communicate certain of its features to investors through advertising.

Until March 8, 1979, the content of written advertising and sales
literature by money market funds and other investment campanies was
guided by the Cammission's Statement of Policy on Investment Company
Sales Literature ("Statement"). That document provided examples of
representations which the Cammission considered permissible and examples
of representations which the Cammission believed might violate the anti-
fraud provisions of the federal securities laws. The Statement was
withdrawn for a variety of reasons, including prdblems in administering
the Statement's provisions, the need for modernization of the Statement
due to changes in the nature of the investment campany 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 Commis-
sion and its staff in determining the content of sales literature for the

industry. 73/

Following the withdrawal of the Statement, the Commission adopted Rule
156 concerning the use of false and misleading investment campany sales
literature. 74/ Rule 156 is interpretive in nature and is designed to
highlight the types of representations which the Cammission's experience
suggests are most likely to be misleading. :

72/ Rule 134 (17 CFR 230.134).

73/ Investment Campany Act Release No. 10621 (March 8, 1979), attached
hereto as Exhibit K.

J4/ Investment Campany Act Release No. 10915 (October 26, 1979) ,

attached hereto as Exhibit L.
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Additional action by the Cammission has further increased the flexi-
bility and scope of investment company advertising by permitting irvestment
campanies to publish a broader range of information than previously
pemmitted, through the use of an "omitting prospectus.” 75/ Under the
rule, investment campanies may include in advertisements 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 availability of the rule is conditioned, among other things, upon

the requirement that the advertisement state conspicuously fram wham a
prospectus containing more complete information may be obtained and that
the investor should read the prospectus carefully before investing.
Recently, that rule was further amended to provide that any yield figure
quoted by a money market fund in such advertisements must be camputed
acoording to a standardized method prescribed by Cammission rule. 76/

In addition, advertisements pursuant to the rule are subject to the provi-
sions of the 1933 Act, which provides a civil remedy for investors who
purchase securities as a result of a false and misleading prospectus. 17/
Such advertisements are also subject to the general antifraud prohibitions
of the 1933 Act and those adopted under the 1934 Act.

Written advertising and sales literature utilized by investment
campanies must be filed with the Camission. 78/ The staff of the Division
periodically reviews these materials, which also are generally reviewed
during the course of investment campany inspections. Where the staff has
found misleading advertisements, appropriate action has been recammended to
the Cammission.

F. Yield Quotations

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

75/ Rule 4344 (17 CFR 230.434d). Investment Campany Act Release No.
10852 (August 31, 1979), attached hereto as Exhibit M.

~

Investment Canpany Act Release No. 11379 (September 30, 1980).
See discussion pp. 25-26, infra.

~J
&

Section 12(2) of the 1933 Act.

@ I3

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. However,

the Act did not mandate standardization of yield quotes for investment
campanies in general. The Commission and the staff of the Division were
concerned that, due to a lack of uniformity in methods of calculation,
yield quotations of money market funds were not comparable and thus,

might be confusing or even misleading. In 1975, the Commission pro-

posed to standardize money market fund yield quotations by requiring yield
calculations according to the "yield to average life" method. 79/ Comments
received on the proposal suggested that the proposed gquotation | method would
not be acceptable to many money market funds because of its complexity.

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 money market funds, difficult. However, the resolution of the
valuation issues, 80/ resulting in a trend toward money market funds with
stable prices per share, 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.

The Investment Company Institute ("ICI") achieved a consensus of
its members concerning the issue of yield quotations and proposed a
uniform quotation method for use by its members. The staff of the Division
issued a "no—-action" position accepting informally the ICI proposal. 81/

n January 22, 1980, the Commission authorized for public camment
(1) a proposed amendment to Rule 434d under the 1933 Act which would
require that yield quotations included in money market fund advertise-
ments be based on a standardized computation, and (2) a proposed amend-
ment to Form N-1, the registration form for open-end management investment
companies, to require the inclusion of a yield quotation,based on the
standardized camputation in the prospectuses of money market funds. n
September 30, 1980, the Commission issued a release adopting the proposed
amendments, effective November 17, 1980. 82/ The amendments require that

Investment Company Act Release No. 88l6 (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.

2 g 12
~N

Investment Company Act Release No. 11379 (September 30, 1980),
attached hereto as Exhibit 0.

&
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money market fund yields be camputed by dividing the average daily net
investment incame per share earned by the fund (that is, accrued interest
incanre plus or minus amortized purchase premium or discount, less all
accrued expenses) during the preceding seven calerdar day pericd, by the
fund's average daily price per share over the same pericd and multiplying

the result by 365.

G. Custodial Requirements

As noted above, one provision of the broad regulatory framework of
the 1940 Act is designed to protect the typically liquid assets of in-
vestment campanies fram larceny or ambezzlement by requiring that every
management investment campany maintain its securities and other assets
pursuant to certain custodial arrangements prescribed by rule. Provided
that the requisite conditions are met, the assets of a money market fund
may be placed in the custody of a bank, a member of a national securities
exchange, or may be held in the custody of the fund itself. The Commission
has adopted a rule to permit the assets of investment campanies 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 adopted
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 and settlement of securities transactions, and is particu-
larly significant to money market funds investing in various types of
U.S. govermment securities which are generally kept in book-entry form.

H. Prospectus Disclosure

The Cammission is authorized to adopt rules specifying the type of
information required to be included in prospectuses utilized by irwvest-
ment companies. 84/ In fashioning such rules, the Cammission carefully
considers the scope of information that would be material to investors.

On May 31, 1977, the Camission issued a release proposing that
money market funds be required to supplement their prospectuses at the
enrd of each calendar quarter with a sticker containing certain unaudited
historical information respecting investment performance and portfolio
canposition. 85/ Consideration of the comment letters on the proposal

83/ Rule 17f-4 (17 CFR 270.17f-4), Investment Campany Act Release No.
10453 (Octcber 26, 1978), attached hereto as Exhibit P.

84/ Section 24(a) of the 1940 Act; Section 10(c) of the 1933 Act.

85/ Securities Act Release No. 5830 (May 31, 1977).
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suggested that the burdens and expense that would be imposed by the
proposal would outweigh any possible benefits. Thus, the Cammission
withdrew the proposal. 86/

Nevertheless, the staff of the Division will continue to review
the adequacy of the types of information included in money market ﬁund _
prospectuses to insure that existing disclosure standards require inclusion
of information necessary for investors in money market funds. Th@s tyove of
review, as noted above, recently resulted in the Cammission adopting
a rule to require the inclusion of certain standardized yield information
in the prospectuses of money market funds. 87/

IV. INSPECTIONS OF MONEY MARKET FUNDS

Aware of the rapid growth of the money market fund industry during
the preceding year, the staff of the Division at the end of 1979 deter-
mined that it would be appropriate to conduct limited inspections of
virtually all money market funds to assure itself that no significant
regulatory problems existed and to ascertain whether these companies were
providing adequate service to investors. Thus, on October 30, 1979, the
Cammuission's regional offices were requested to inspect pramptly the money
market funds located in their respective regions to ascertain: (1) whether
sales orders and redemption requests were being processed pramptly ard
properly; (2) whether all cash was being invested pramptly and properly;
(3) whether funds using "penny rounding™ pricing or amortized cost valu-
ation pursuant to exemptive orders were camplying with the conditions
imposed by such orders; and (4) whether funds were camplying with their
investment policies and procedures as disclosed to inwvestors in their
prospectuses. Although isolated problems were discovered at certain funds,
the inspections revealed that the vast majority of money market funds were
functioning efficiently and effectively.

A. Back Office Procedures

The inspections revealed that huge influxes of orders resulted
in difficulties for same money market funds. One large transfer agent
that serves several money 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 fram investors rather than fram the funds
themselves. In the case of another fund, our inspection revealed that

86/ Securities Act Release No. 6086 (June 8, 1979).

87/ See page 25, supra.
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the fund could not identify almost $20 million of investments that had
been received fram investors and invested in the fund. Although the
money was fully invested fram the time of receipt, when investors sought
access to their money they would experience same delay because the fund
would first have to identify that investor's investment. Investment
companies will sometimes receive money for investment which cannot be
traced immediately to the proper shareholder account. Where normal
processing problems are exacerbated by the relatively rapid turnover in
money market fund shareholder accounts, careful attention to back office
procedures takes on much greater importance. This fund apparently was
unable to devote the manpower and time necessary to identify accounts
pramptly when money was received. However, this problem was subsequently
correcteqd. In addition, although in several cases money 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 fund were experiencing particularly long delays. The in-
spection staff requested that the fund take immediate 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 monies forwarded to the fund.

In the case of another money market fund, rapid growth and the high
volume of transactions caused its transfer agent to be unable to process
shareholder orders accurately. This 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 money market funds were
valuing portfolio securities in a manner believed by the inspection staff
to be inappropriate. Two such companies were utilizing the amortized cost
method of valuation to value non-negotiable certificates of deposit,
without exemptive orders and without campliance with the carefully pre-
scribed conditions utilized by other money market funds using such valuation
method pursuant to Cammission orders. The staff of the Division was
particularly concerned with the use of amortized cost valuation in these
situations because the certificates of deposit were non-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
issuing bank at a significant penalty in the rate of interest receivable.
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 com-
panies might be violating their fundamental policies which restrict their
purchase of securities that are not freely marketable. Finally, the
non-negotiable certificates of deposit amounted to more than 50% of the
assets of the funds.

To correct these deficiencies, the funds, to the extent possible,
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 would have reduced
the net assets of the funds. Rather than reduce 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, ard
$249,383 in the other case, to offset the declines in the values of the
underlying portfolio securities. In addition, the funds informed share-
holders through letters and amendments to their prospectuses of the
inspection staff's views and of the remedial actions taken.

C.  Summary

The inspections revealed isolated problems with respect to the
operations of same money market funds. The problems have been corrected,
and the remedial actions taken by the campanies involved have helped
to avoid any resulting harm to shareholders. While the nature of the
prablems could have been serious if certain practices continued unchecked,
the inspections were an effective device to secure prampt campliance and
avoid possible future adverse effects of a more serious nature upon share-
holders. The Cammission's regional offices will continue to inspect the
operations of money market funds periadically in order to see that no
significant regulatory prablems are occuring.

V.  ENFCRCEMENT ACTIONS

In conjunction with an active inspection program, the Cammission
maintains an active and aggressive enforcement program in the area of
money market funds. The Cammission has recently settled three cases
imvolving money market funds and has cammenced proceedings against
others. Through such proceedings the Cammission believes that it has
stopped harmful or potentially harmful behavior and, where possible,
has secured campensation for the fund and it shareholders.



- 30 -

A recently settled case 88/ involved bookkeeping errors pertaining
to fund redemptions, which resulted in over payments to same shareholders
(shareholder accounts were not correctly debited for partial redemptions).
The Commission 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 problems. In addition, the
investment adviser compensated the fund for losses resulting from the
errors.

A second case was instituted against the investment adviser and transfer
agent of a fund experiencing problems servicing its shareholder accounts. 89/
Although the fund knew it had old and unreliable computer equipment and that
in the past it had experienced a series of problems in handling shareholder
accounts, it continued to state in its prospectus, with no disclosure of
previous problems, that it could provide a level of service that, given its
situation, was unreasonable to expect. In addition the fund continued to
accept orders to purchase shares during a period when its computer system was
not in operation. The Commission recently settled this case upon agreement
that the fund would employ an in house counsel (responsible for advising the
board of any steps necessary or advisable to ensure campliance with the
federal securities laws), would file certain reports with the Commission, and
that the fund would be provided better equipment and service.

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

Summary

Although there have been some difficulties involving money market funds, the
Division believes that the problems have been relatively isolated. In addition,
the Commission has been successful in obtaining rapid correction of the diffi-
culties and, in most cases, full recompense for any injury to the funds involved ard

88/ Govermment Securities Management Company and Fundlink Information
Services, Investment Company Act Release No. 11583 (January 26, 198l1),
attached hereto as Exhibit Q.

89/ Reserve Management Corporation, et al., Investment Company Act Release
No. 11394 (Cctober 10, 1980), attached hereto as Exhibit R.

90/ In the Matter of Paul Buchbaum and S. Jay Levy, Investment Company Act
Release No. 11065 (March 4, 1980); First Multifund Advisory Corp., et al.,
Investment Company Act Release No. 11064 (March 4, 1980), attached hera—
to as Exhibit S.




their shareholders. While additional difficulties may occur in the futur;e, the
Division is confident that the Commision's enforcement program will continue to
provide a high level of protection to investors in money market funds.

VI. IMPACT OF RECENT CREDIT CONTROLS ON MONEY MARKET FUNDS

During 1980, money market funds along with other financial institutions
were subjected to certain "credit—control®™ measures [12 CFR 229.11-.15]. &s
a result of requlations adopted pursuant to the provisions of the Credit
Control Act of 1969 [12 U.S.C. 1901 et seq.] by the Board of Governors of the
Federal Reserve System ("Board") money market funds were required to maintain
special non-interest bearing deposits ("special deposits”") with Federal
Reserve Banks. Such 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. The implementation of such credit
controls raised serious issues regarding the proper reaction by the funds and
their boards of directors to such measures and had a significant impact on
the operations of many money market funds. 91/

On March 14, 1980, the Division issued a general statement of policy
outlining the potential problems 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 would treat the special deposits 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 requlations, the Commission adopted an
emergency temporary rule 93/ providing certain exemptions from the provisions
of the 1940 Act. The exemptions were designed to minimize disruptions in

91/ Although money 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 requlations necessitated additional disclosure to
shareholders, plus for many funds, a moritorium on new shareholders
and the formation of new funds, all of which involved additional
costs.

92/ Investment Company Act Release No. 11088 (March 14, 1980), attached
hereto as Exhibit T.

93/ Rule 6c-4(T), Investment Company Act Release No. 11137 (April 22,
1980), attached hereto as Exhibit U.
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the operations of investment campanies subject to the deposit requlations and
other hardships that might otherwise occur while such investment campanies were
adjusting their operations as a result of the credit control regulations. In
reaction to the Board's requlations and the Camission's temporary rule, many
money market funds established "clone funds," which were new campanies set up
to mirror the old campany, the only difference being that the new fund was
subject to the special deposit while the old one was not.

Similarly, when the special deposit requirements were rescinded, subject
money market funds were again faced with a variety of concerns, including
what disclosure cbligations arose as a result of chamges in requlation plus a
number of requlatory concerns; especially whether they should continue to
maintain the clone fund, and if not, what procedures should be utilized to
dissolve the fund. Again the Cammission issued a general statement of policy
outlining the issues facing such investment campanies, 94/ and again took the
view that the Cammission should facilitate any changes In operations or
disclosure that investment campanies would need to make in reaction to rescis-
sion of the special deposit requirements by the Board. Accordingly, the
Cammission later issued another emergency temporary rule designed to aid such
money market funds in their adjustments. 95/

94/ Investment Campany Act Release No. 11263 (July 21, 1980), attached
hereto as Exhibit V.

95/ Rule 6c-5(T). Investment Campany Act Release No. 11277 (July 25,
1980), attached hereto as Exhibit W.
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Gearge A. Fitzsimmons
Secretary

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

ACCOUNTING SERIES
Ref. No. 219/May 31, 1977

VALUATION OF DEBT INSTRUMENTS BY MCNEY
MARKET FUNDS AND CERTAIN OTHER CPEN-
END INVESTMENT COMPANIES

AGENCY: Securities and Exchange Cammission.
ACTION: Ruie interpretation.

SUMMARY: The Commission has issued an inter-
pretation aof a rule adopted uncer the investment Com-
pany Act of 13940 (the ‘‘Act’’) incicating. generally,
that it shall be considered inappropriate uncer the gro-
visions of the rule for '‘money market’' funds and
certain other open-end investment companies to de-
termine the fair vatue of debt partfolic sscurities on an
amortized cost basis. except n the casa of securities
with remaining maturities of 60 days or less. There
has teen considerable confusion and uncertainty as !9
the appropriate methods to be utilized by ‘'‘mcnev
market’' funds in valuing their portfolio securitiass,
This interpretation shoulcd neip insure that shares of
such companies are sold and redeemed at prices re-
flecting the fair value of the uncerlying parttolio
Securities.

EFFECTIVE DATE: Immediately.
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FOR FURTHER INFORMATION CONTACT: Ken-
neth S. Gerstain: Esg., Division of Investment
Management. Securities and Excharge Commission,
Washington, D. C. 20543 (202:755:0233).

SUPPLEMENTARY INFORMATION: On Aprii 28,
1975, there was published for public comment notice
of a position the Commission proposed to take regard-
ing the standardization of procedures utlized by
registered investment companies, including ‘‘money
market’’ funds, for the valuation of short-term debt
instruments in their portfolios. [40 FR 18467].' 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
companies to discontinue the ‘‘amortized cost’’
method-of valuation.?

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 tenefits
of ‘*marking to market'’ vaiuation were small com-
pared to the attendant costs of such vatuation method;
(2) many ‘‘money market'’ fund shareholders desire a
valuation method that would achieve a constant asset
value; and (3) the Commission lacks the authority to
preclude the use of amortized cost vatuation. Other
commentators suggested that only ‘‘money market’
funds be required to ‘‘mark to market.”’ -

Nevertheless, after consideration and analysis of the
comments received with respect to the proposal, the
Commission. for the reasons discussed below, has
issued tris 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. '

3id. 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'* quotaticns. The Commission is
stilf considering these matters.
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Commission expects companies to caomply with this
interpretation at the eartiest possible date consistent
with their obligations to,avaid disruption of their
operations. but in any event not later than November

30,1977.

The Commissian 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 investars in such
funds to: (1) purchase and redeem their shares at
prices appropriately reflecting the current value of
fund portfolio securities: (2) be property credited for
any unrealized appreciation or depreciation in such
portfolio securities: and (3) be provided with
meaningful and 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
QOther Open-End Investment Companies.

The Commission is awars that many investment
companies, including some ‘‘money market’' funds,
value short-term debt instruments in their portfolias
on an amaortized cost basis. Under this methed of
valuation, investment companies initially value such
instruments at their cost on the date ot purchase and, it
the instrument was purchased at a discount, thereafter
assume a constant proportional increase in value until
maturity.3 However, quring the pernog a cept security
i3 held, changes in the market rate of interest and
other factors may affect the price at wnich that
security could be soid. As a general principle, the
longer the remaining maturity of an gutstancing debt
security, the more that price willi be affected by such
interest rate changes.

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

3In simplitied terms, for instruments purchased at a
discount, the difference Detween the cost of such ai
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 each day. More precisely, amartized
cost valuation may te agescribed as cost, adjustec for
amortization of premium. or for accretion aof discount.



In the case of registered open-end management
investment companies (‘‘mutual funds'' or ‘‘funds’’).
lthis would mean investors purchasing or redeeming
shares could pay or receive mare or {ess than the
actual value of their proportionate shares of the funds’
current net assets. The effect of such sales or
redemptions may therefore result in inappropriate
dilution of the assets and returns of existing
shareholders®

Although inappropriate valuation of securities couid
cause these effects in various types of funds, the
position take herein i3 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 could nave a matarial imgpac
on such funds’ net asset values per share. Generally,
the Commission would consicer 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 cne cent in a net asset vaiue
per share of $10.00.5 The interpretation explained
below will be applicable to both ‘‘money market™
funds and these other open-end investment
companies.t i

“For example. redemptions of shares in a fund which
has overvalued its cortfolin or sales of shares in a fund
which has undervalued ity portfolio could resuit in the
dilution of the assets and returns of other investors in
the fund. The extent of such dilutive effects would be
depandent upon several factcrs, including the extent
of the overvaiuation or undervalyation, and the
proportion of fund shares sold or redeemed at such
times.

SAlthough one cent differences in net asset values per
share of $10.00 might appear to be insignificant, the

effects of such differences can be material to the -

decisions of investors when translated into differences
in rates of return. Moreaver. the inequitable eftects of
amortized cost valuation can occur in the case of any
open-end investment company where a significant
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.

“See, generally, 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. 7221 (June 29. 1972) (37 FR 12790],
*Guidelines for the Preparation of Form N-8B8-1, "‘as
they relate to the valuation of porttolio securities by
open-end investment companies.

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 advantage of what at times
may be the higher short-term interest rates earned on
large investments. Through a pooling of maney 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 partfolio composition of **maney
market” funds is variable toth in terms of the types of
securities purchased and their maturities, the
portfolics of such funds typically include U.S.
governmant and government agency issues. certifi-
cates of deposit, banker's acceptances, and
commercial paper.

Section 22(c) [15 U.S.C. 80a-22(¢)] of the Act [15
U.S.C. 8Ca-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 comgany 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) (41}] of the Act
defines '‘value'’, as here relevant, to mean: '

(B) . . . (i) with respect to securities for which market
quotations are readily available. the market vaiue of
such securities; and (ii) with repsect to other

securities and assets, fair value as determined in good
faith by the [registered investment company’s] beard
of directors. . . .

Rule 2a-4 [17 C F R 270.2a-4] promuligated under the
Act provides, in part. that the ‘‘current net asset
value'’ of 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
substantiaily in accordance with the totlowing, with
estimates used where necessary or appropriate:

(1) Portfolio securities with respect to which market
quctations are readily available shall be valueg at
current market value. and other securities. . . shall »e

SEC DOCKET/717



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 heip
insure that shares of such fuynds are sold and
redeemed at prices reflecting the current market or
fair value of such funds’ portfalio securities, the
Commission has concluded that is shail prospectively
consider it inconsistent with the provisions of Rule
23-4 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
amartized 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 vafue of debt securities
originally purchased with remaining maturities of 60
days or less shail 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 €0 days, but
which currently have maturities of 60 days ar 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
an the 61st day prior to maturity.®

The Commission belleves that maoney market funds
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 readlly available, in such a
manner as to take into account any unrealized appre-
ciation or depreciation due ta ¢hanges in interest rates
and other factors which would influence the current

TThe fair value of securities with remaining maturities
6i 60 days or less may not always be accurately
reflacted through the use of amortized cost valuation,
due to an impairment of the creditworthiness of an
lssuer, or other factors. In such situations, it wouid
appear to be incumbent upon the directors of a fund tg
recognize such factors and take them into account in
determining ‘‘fair value.’’

A fund also may use amortized cost valuation for a
period less than 80 days prior to maturity, in which
case the principles indicated above would also be
applicable.

718/SEC DOCKET
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fair values of such securities® These methods are
sometimes referred to as “"marking to market.” In
determining ‘‘fair vatue’' by reference to current
interest rates and other ‘ac:ors. the board of directors
of a moaney market fund may. of course, utilize
whatever method it Zetermines in good faith to be
mast appropriate.'” The method utilized couid 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. the
Commission believes that. in view of the experience
which has now Ltz2sn gained with respect to the
characteristics of money markat funags. the use of the
amortized cost method of valuation by a money market
fund cannot in the ‘uture represent a '‘good faith”
effort to determine value' of partiolio
securities for purposes of Rule 2a-4: such valuation
fails to consider the imcact of market factors
subsequent to the date a dabt security is purchased an
the value of such security. Maregver. the probapiitiy
that amortized cost valuation will not approximate
“‘fair value'’ is progressively greater for securities of
increasingly longer maturities. The Commission
believes that the use of amortized cost valuation by
money market funds in vatuing securities with
remaining maturities in excess of 30 days is not an
appropriate estimate of market value ¢r ‘‘fair valye"
and further that, because alternative valuation
procedures which consider market factors are
available, use of amortized cost valuation under such
circumstances as an estimate is nat necessary. This
standard should he!p insure that fund shares are sold

13 8 M
ine Tair

%In Accounting Series Release No. 118, note 6, supra,
the Comrussion stated tnat:

As a general principle. *he current “fair value' gf an
Issue of securities Being valuad by ‘he Board of
Directors would appear to be the amount which the
owner might reasonably exgpect to receive for them
upon their current saie.

In that release, the Commissicn notes various factars
that might be consigered in arriving at ‘‘fair value'’,
which factors inciuded:

. an
evaluation of the forces which influence the market in
which these securities are Aurchased and sold. . . lang
the] price and extent of nubiic trading in similar
securities of the issuer ar comoarapie companies, ang
other relevant matters.

0See note 6 supra.



ind redeemed at prices reflecting the approopriate
Jroportionate share of funds' current net assets. and
Tninimize the potential for dilution of the assets and
returns of existing shareholders.

The Commission is also of the view that money market
fund shareholders should be accurately crecited with
the effects of any wunrealized appreciation or
Jepreciation that may occur when the 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 resuit would be
a situation analogous to thzt which would exist if
amertized cost valuaticn ware us2d. and similar
dilutive effects could occur. Such may be the case. for
exampie. where a money market fund ‘‘marks to
market,” but declares a daily dividend of accrued
interest incomz and ref'ests any remaining unrealized
appreciation or depreciation in a ‘‘floating’’' net asset
value of $1.C0 nominal value per share. rounded to the
hearest cent. Under these circumstances. unrealized
capital changes. which could materially affect the
value af 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 depreciation. in the case of a fund with a
“floating’’ $1.00 net asset value per share, would
generally appear in the third and fourth decimal
places, and when rounded to the third decimai place
(i.e., tenths of ane cent) would still not have a cne cent
impact on the net asset vilue. Moreover, it such a one
cent change should occur, dilution may also resuit,
since a relatively smail change in net asset value
would cause a larger change in the computed net asset
value per share due to rounding. For example, if in the
type of fund described above the net asset value was
calculated accuratelv 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 praperly credited for capital appreciation or
depreciation, 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 calcuiation by

""Such calculation is applicable anly with respect to
those money market funds which do not include in
their gistributions to snarenolders all caoital changas.
'f such a fund had a net asset value of $10.00 per
Share. it would be appropriate to caiculate its current

such a fund might have the effect of masking the
impact of changing values of portfolio securities and
therefore might not “reflect’” the fund's calculations
pertaining to its portfolio valuation as required by Rule
23-4.7

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 decisions by some funds to make various
modification of their valuation and distribution
bractices. To avoid any sudden changes in net asset
values some funds might wish ta 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
etfecting orderly transitions, the Commission, as noted
above, expects companies to comply with this
interpretation by no later than November 30, 1977.

By the Commission.

George A. Fitzsimmons
Secretary

May 31, 1977

N e ——

ESTMENT COMPANY ACT OF
. 9787/June 2, 1977

net asset value. accurately to one tenth of a cent,
rounded‘to the neaest onecent. It such a tund had a
net asset value per share of $1.00 it would be
appropriate to calculate its current net asset value
accurately to the nearest one hundredth of ane cent,
rounced o the nearest one tenth of ane cent.

'2See note 5, supra.
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ction will restrain Medicorp from dis-
semindtag materially false or misleading
statements as ither of those offers as well.

This memoraandum forth the court’s
findings of fact and conclusio
quired by Rule 52(a) of the Federa
Civil Procedure.

Medicorp’s motion for inju
nied in all respects ana’s motion is
gramed to the.ext®nt of enjoining Aedicorp,
. officers, agents and emplovees
disseminating materially false and mis-

New Court Decisions
First Muttifund for Duaily Income, [uc.

76 2.1-78
. SEC
leading statements as to: ) Humana's

posed offer as set furth in its le Alan
Miller, President of Medi axed Septem-

t t of Trans World -\urhnes. Ine. and Hil-
ton International Co.. as set forth in their of-
circular of December 21. 1977, and 3)
vised offer as set forth in Amend-
ment No. 17 to 1 edule 14D-1 and the sup-
plement therein filed ™l the Securities &
Exchange Commission Dece ¢ 30, 1977.
and is otherwise denied.

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

United States District Court,
uary 20, 1978. Opinion in {ull text.

Investment Company Act—Valuation of Securides—Good Faith—Challenge to SEC
Interpretatdon—Standing~—Ripeness.—Aithough an investment company had standing to
sue the Securities and Exchange Commission based upon the SEC's interpretation, 2s ex-
pressed in a release. of what constitutes '‘good faith” by a board of directors in deter-
lmmng the value of open-end investment company or mutual {und securities, this case was not
yet ripe for judicial consideration. Since the Commission stated that it expected com-
pliance with the terms of the interpretation 'no (ater toan November 30, 1977, the release
was more than merely advisory. The practical effecr of the release way to compel com-
pliance by a certain date unless an exemption was granted. Thus, plamnuff had standing.
However, there was an inherent weakness in this matrer’s fitness for judicial review
by the fact that it involved a preenforcement situation. The investment company sull had
apen to it a process by which it couid seek an exemption frcm the application of the rule.
In addition, plaintiff failed to show that any real hardship would result from the withholding

District of -Columbia. Civil Action No. 77-1845. Jan-

of judicial action at this time.
See § 47,250,
“Accounting Releases” division, Volume 3.

“Investment Companies—Definitions”

division, Volume 4: and 772241,

Carl L. Shipley, District of Columbia, for plaintid.
Elisse B. Walter, District of Columbia, for defendant.

Fraxnery, District Judge: This matter
comes betore the court on plaintiff’s motion
for summary judgment and defendant’s
cross-motion for dismissal, or in the alter-
native, for summary judgzment. The rfacts
in this case are not in dispute. The Secu-
rines and Exchange Commission (S.E.C.)
is empowered hy the Investment Company
Act of 1940, 15 U.S.C. §§80a-1, ¢t seq.. to
regulate open-end investment ccmpanies
and mutual funds. Such companies and
funds are required to redeem their secu-
rities on demand. 15 US.C. §80a-22(e), at
a price baserl on the value of the entire
security portiolio owned by the fund at the
time of the redemption or sale of the shares
in the fund. 15 U.S.C. §580a-2(2)(32). Cou-
gress stated that remistered sccurities as-
soctations had the authority under the \ct
to proniulgate rules goverming the min-
imum purchase price and maxinium redemp-

196,287

tion price for redeemable shares in such
open-end investment compafies or mutual
funds,
for the purpose of eciiminating or re-
ducing. so far as reasonably practicable.
any dilution of the value of other out-
standing securities of such comipany or
any other result of ... purchase, redemp-
tion, or sa]c which i1s unfair to holders
of such other ourstanding securities.. ..
15 U.Ss.C 580“- 2(a). At rhe same time,
Congress allowed the S.E.C. to promulgate
rules and regulations to accompliish the
same purposes. and indicated that if an

S.E.C. rule confiicted with that of a secu-
ritivs association, the S.E.C. rule would
prevail. 15 U.S.C. §802-22(¢). In :aking

such a determination of value of open-und
investment company or mutual fund secu-
rities, 153 U.S.C. §30a-2(2) (41) provides:

© 1978, Commerce Clearing House, Inc.
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“Value”, with respect to assets of reg-

istered investment companies. .. means—
(B) ... (i) with respect to securities
for which market quotations are readily
available, the market value of such se-
curities; and (ii) with respect to other
securities and assets, fair value as deter-
mined in good faith by the board of
directors;

in each case as of such time or times as

determined pursuant to this subchapter,

and the rules and regulations ixsued by

the Comumission hereunder.

The S.E.C. has exercised ity rulemaking
power in this area by issuing Rule 2a-4
which provides that ¢the value of such se-
curities not readily subject to a market
price quotation shall be ‘‘determined in
good faith by the board of directors.” 17
C.F.R. §270.2a-4 (1977).

This suit involves a dispute regarding
the S.E.C.'s Investment Company Act of
1940 Release No. 97836 (May 31, 1977)
(hereinafter the Release). In issuing this
Release, the S.EC. purports to interpret
the term “good faith” as used in 15 U.S.C.
§ 80a-2(a).(41) and Rule 2a-4. The Release
states that, in the view of the S.EC, the
board of directors of an open-end invest-
ment company or muttal fund determines
the fair value of securities in good faith
only when such value is determined

in such a2 manner :; to take into account
any unrealized appreciation or deprecia-
tion due to changes in interest rates and
other factors which would influence the
current fair values of such securities.

Although this interpretation was issued on
May 31, 1977, the S.E.C. allowed for a
six month interfm period for transition to
this new valuation methed, indicating that
the Commission ‘“expects companies %o
comply with this interpretation by no later
than November 30, 1977.”

Plaintiff is an open-end investment company
subject to the Investment Company Act of
1940 and the rules and regulations oro-
mulgated pursuant thereto. Plainmtiff con-
tends that the Release is arbitrary, capri-
cious, and coatrary to the terms of the
Investment Company Act of 1940 and the
Uaited States Constitution. Defendant dis-
agrees with plaintiff's assessment of the
merits, and also raises two procedural bar-
riers to this court’s consideration of this
case. Defendant contends first that plain-
tiff lacks standing to bring this suit, and
second that this matter is not ripe for

Federal Securities Law Reports

adjudication. For reasons more iuiiv stated
below, this court holds that, although plain-
tiff does have 'standing to sue, ‘this case
is nr.t yet ripe for judicial consideration and
should. therefore, be dismrssed.

With regard to the assertion that plain-
tiff lacks standing, defendamt makes two
points. First, deiendant argues that the
Release is merely an advisory expression
of its policy: which adjudicates no rights
and which, therefore, does not harm the
plaintif. Second. defendant contends that
plaintiff has alleged no real injury rfesult-
ing from the issuance of the release.

Examination of the terms of the Release
and the history of 1ts promulgation in-
dicate that tt is not mereiy an advisory
expression of policy. In the Relegse, the
S.EC. suates that it expected compliance
with the terms of the interpretation no later
than November 30, 1977. If the Release
were merely advisory and comgliance with
it volumtary, compliance by a certain dead-
line could not be expected. Furthermore,
the S.E.C. has indicated that the Release
was a result of several vears of study of
the unprecedented growth of mutual funds
and open-end investment companies, which
study led to the conclusion that more
stringent guidelines were necessary to ac-
comoplish Congress’ regulatory purpose in
this area. The Release, when viewed against
this background, would seem to be more
mandatory than advisory. This court is not
bound by the agency’s characterization of
its Release. New York Stock Exchange <.
Bloom, 562 F. 2d 736, 740 (D.C. Cir. 1977);
Independent Broker-Dealers’ Trede Ass'n .
SEC., #2 F. 2d 132 137-39 (D.C. Cir.
1971). A court should not lightly find that
an agency release i3 nonreviewable, espe-
cially when the sole basis for such a find-
ing would be the agency's own description
of its release. Rarther, the court must look
to the practical effect of the release in
determining whether it is mercly advisory
or whether 1t does determine the rights of
the oparties. Independent Broker-Dealers’
Trade Ass'n v. S.E.C.. supra, 432 F. 2d at
139. The practical effect of the redease in
this case is to compel compiiance by a
certain date unless an cxemption is granted.
As such, plaintiff cannot be deprived of
standing simply on this basis.

Plaintiff also shows injury sufficient to
support a finding of standing. [t is true
that many of the injuries assested hy plain-
tiff are speculative, since most involve the’
possibility of «<ivil suirs, as yet umfiled,

196,287
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against plaintiff for changing the wvaluation
method of its securides. However, it 13
clear that the Release is designed to act
directly upon plaintiff’s portfolio, most likely
causing it to be revalued downmward. This
would amount to a loss to the plaintiff.
Although this might only be a loss on
paper, and even though the loss may be
slight, it is sufficizat to confer plaintif with
standing.

Although the plaintif has standing to
sue, this is no guarantee that this suit is
ripe for judicial action, Plaintiff seeks pre-
eniorcement review of the Release. The
determination of ripeness in such an ad-
ministrative setting s governed by the
Supreme Court’s decision in Abbott Lab-
oratorics, [nc. v. Bloom, 87 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 of premature adjudication, from en-

tangling themselves in abstract disagree-
ments over administrative policies, and
also 0 protect the agencies irom judicial
intesference until an administrative deci-
sion has been formalized and its effects
felt in a concrete way by challenging
_ parties. .
Id. at 1515. The Court in dbbott enunciated
a2 two part test to effectuate this purpose.
First. the court must decide if the issues
presented are fit for judicial decision. Sec-
ond, the court must determine if the parties
will suffer hardship if judicial acuon is
withheld. J/d. The stronger the showing
on one of these points, the less is the
required showing on the other. New York
Stock Exchange v. Bloom, supra, 562 F. 2d
at 741.

Since this case involves a preenforce-
ment situation, there is an inheremt weak-
ness in its atness for judicial review. While
it is true that the S.E.C. has stated that
it expected compliance with the 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. Furthermore, and perhaps
more importantly for the purpases of this
case, plaintiff still has open to it a process
by which it may seek an exemption from
the application of the rule. 15 U.S.C. § 80a-
6(c) provides that the S.E.C. may exempt
plaintiff from the application of the Release

?f and to the extent that such exemption
™S necessary or appropriate in the public
imerest and consistent with the protec-

1 96,287

tion of investors and the purposes fairly

intended by the policy aud provisions of

this subchapter.
Plaintiff has informed the court that its
portiolio consists totally of deposit 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. Howuver, this
argument seems to be precisely the type
that should be made to the S.E.C. in an
application for a section 80a-6(c) exemp-
tion. Although plaintiff protests that apply-
ing for such an exemption is a tacit ac-
knowiedgement of tiie validity of cthe Re-
lease, the ‘fact of the matter is that the
S.E.C. has already granted sevaral exemp-
tions from the terms cf the Release pending
the outcome of litigation. Since piaintid
has not attempted to secure such an ex-
emption, the issues presented in this suit
do not seem to be fit for judicial decision.

In addition, plaintif fails to show that
any real hardship will result from the with-
holding of judicial action at this time.
[1 is difcat Yo e bow prmctff can be
subjected to «wil !Iivilty 1or complying
in good farth with a directive irom the
S.E.C. Further, although plaintiff’s standing
is predicated upon the fact that the Re-
lease will force a revaluation oi plainziI's
portfolio, the precise effect and extent of
that revaluation is unclear. Although there
is the distinct possibility that the new
method of computing the redemption price
will result in a diminution in the value of
plaintiff’s portfolio, plaintf’'s portioiio is
just as likely to increase in value since such
changes depend on the conditions in the
money market at that time. Tying the
values of plaintiff's securities more closely
to the market does not seem to Le the type
of hardship necessary to establish ripeness.
Although the Release is more than an in-
formal expression of opinion, the fact that
it does not carry with it dire alternatives
caused by compliance or noncompliance,
and the availability of a statutory exemp-
tion process indicate that plaintitt is not
presented .with a “Hobson’s choice” such
as would warrant judicial action. Sce New
York Stock Exchange v. Bloom, supra. Since
plaintiff will not Le unduly prejudiced by
awaiting judicial action at another time,
this matter is not ripe for adjudication and
this cour: vhould not reach thc nierits of
the parties’ contentions.

_For these reasons, and upon considera-
tion of plaintiff’s motion for summary judg-

© -1978, Commecrce Clearing House, Inc.
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ment, deiendant’s motion to dismiss or in
the alternative for summary judgment, the
memoranda submitted in support thereof
and in opposition thereto. oral argument
thereon. and the entire record now before
the count, it is, by this court, this 20th
day of January, 1978,

ORDERED that plaintiff's motion for
summary judgment be, and the same here-
by is, denied; and it is further

ORDERED that detendant’s motion to
dismiss or in the alternative for summary
judgment be, and the same hereby is.
granted; and it s further

ORDERED that this case be. and here-
by 7, dismissed for lack of ripeness.

. [196,288]
et Of.

Bache Halsey Stuart, Inc. v. Afiliated Mortgage Investments, lne.,

ited States District Court. Northern District of Georgia, Atlanta Division. 6-

272A. D
Securii
for the pur

ember 20, 1977. Opinion in full text.

Act—Exemptions—Sales—GNMA Certificates—Future Delivery.—{/Ontracts
ase of mortgage-vacked certidcates guaranteed by the Governm_e
Mortgage Assdgiation for delivery at a stated time in the future are not secur;

National
es required

to be registered Wnder the Securities Act. The GNMA certificates are specifigilly exempted

from registration

in this case were sole

See 71101,
Exemptions™ division, Voldge 1.

Move, District Judge: ThiNis an action
for violation of the Securitiel Exchange
Act of 1934, 15 1. S. C. §78j;\jynd Rule
10b-5 p-omulgated thereunder. e case
is before the Court for the second tilge on
the plaintiff's motion for judgment\on
the pleadings as to Count IV of the defég-
dant’s counterclaim.

The issue presented for resolution at
this time is whether or not cer:ain cog
tracts entered into by the parties for jhe
purchase of mortgage-backed certifjfates
guaranteed by the Government MAtional
Mortgage ‘Association (GNMA cepfificates)
for delivery at a stated time in/Ahe future
were securities reguired to registered
by section 5 of the Securitig§ Act of 1933,
15 U. S. C. §77e. Wh the issue was
first presented, the Co requested briefs
from the parties and/irom the Securities
and Exchange Copfmission (SEC) con-
cerning the issue/at hand. The GNMA
Motrtgage-Backed Securities Dealers Asso-

ciation (Dealgts Association) requested
and was nted leave to file a brief
amicus cuyfae on the issue as well. The
Court n has before it the briefs of the

and the Dealers Association. The
as declined to file an amicus brief.

he instruments in question are certifi-
tes, each represeating a share in a pool

Federal Securities Law Reports

s securities guaranteed by the United States. The

aspect of the transdctions does not constitute a Separate contract
sales of exempt GNMA certificates.

“SecunMes Act—Definttions”

elaved delivery
e sales involved

division; and {2921, ‘“Securities Act—

of mortgages/Ainsured by variocus iederal
agencies, paylble at a fixed rate of interest.
The certigéates are transferable, and those
instrumpfits bearing the same interest rate
are {yfly fungible. The certificates are
issupd in a minimum denomination of 323,-
00 and are sold in amounts of not 'ess
#han 31 million. The certificates sold in
the transactions at issue are modified pass-
Wirough securities issued in pools of single
faygily home mortgages, meaning that the
issudy is obliged to transmit a pro rata
share\of monthly interest and principal
paymemys to the security holder. swhether
or not sxch payments have been made.
The intere® and principal pavments are
guaranteed; b GNMA and are backed by
the full faith d credit of the Unrited
States governmeXt. The securities are is-
sued by mortgage\bankers who assemble
the pools of mortgades for sale to broker-
dealers such as the pld\gtiff, banks, savings
and loan associations, ¥edit unions, and
other thrift institutions. “Wurchase by an
individual investor is rare.

The usual sale of a modifed Ngss-through
GNMA security provides for Mlivery of
the certificate and payment on a “Zpecifed
date some 20 to-180 Hays after the nhgotia-
tion of the sale. The purchaser may Wect
to take delivery of the security and mae

1 96,288



VESTMENT COMPANY ACT OF 1940
slease No. 10081/January 5, 1978

the Matter of

JRPYS CHRISTI CAPITAL CORPORATION
| Ping\ Street

ADER PURSUANT TO SECTION 6(c) OF THE A
RANTING EXEMPTION FROM ALL PROVISIONS OF
1E ACT \

orpus Christi Capital Corporation (“Applicant/) filed
1 application on October 4. 1977, and amefdments
ereto on November 17, 1977 and Decembey 1, 1977,
r an order of the Gommission pursuant fo Section
c) of the Investmeni Company Act of 1840 (“Act"),
tempting Applicant ftom all provisiong of the Act,
ibject to certain conditions. Applica
connection with its proposed sale
- finance the constructiqn of an et
ant near Corpus Christi, \Texas.

secured notes
iene producing

n December 7, 1977, a natice/was issued (Invest-
ent Company Act Release N-‘o. 0045) of the filing of
e application. The notice gaw interested persons an
portunity to request a hegr‘i'kzg and stated that an
‘der gisposing of the appligatian would be issued as
" course uniess a hearin;asho\eld be ordered. No
quest for a hearing MHas been filed, and the
ammission has not ordéred a heayi

e matter having b considered, i\ is found, on the
isis of the informaglon contained in\the application.
iat the granting the exemption is\ appropriate in
'e public interestfand consistent with\the protection
" investors and Ahe purposes fairly infended by the
slicy and provjfions of the Act. Accor ngly,

'tS 2RDE ED, pursuant to Section 6(c) ol the Act,
at t e
. ital Corporation from all provisiond of the
. sulffect to the conditions stated in the a plica-
Summarized in the notice, be, and her
- offective forthwith.

"‘
[ L"""S::Whisslon. by the Division of Investmint
! bursuant to delegated authority.

' oacker

sought relief

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, 1378,
at 2:00 p.m. in Room 825 at the Commission’s oifices,
500 North Capitol Street, Washingtan, D.C. 20549, it
will hold a public meeting at which interested perscns
may express their views concerning the valuation of
portfolio securities by money market funds.

On May 31, 1977, the Commission issued an
interpretative reiease (Ilnvestment 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

cuwrrent market factors. The release indicated that use

of the amortized cost method of valuation did not .
ordinarily take such factogs properly into account, and
therefore could be inconsistent with the provisions o-

Rule 2a-4 {17 CFR 270.2a-i] under the lnvestment

Company Act of 1940 (the “Act™) [15 U.S.C. 8Ca-1 et

seq.]. -

Subseguent to the issuance of Release No. §786, nine
applications were filed on behalf of money market
funds seeking exemptions from appropriate grovisons
of the Act which, if granted, would permit the use of
amortized cost valuation under specified circum-
stances and conditions.! in addition, a numter ot

'Notices of the filing of seven such applications have

. been published in the Federal Register giving

interested persons an opportunity to raquest that
hearings be held on them. Certain communicaticns
have been received by the Commission which raise
questions as to whether hearings should be ordered on
these applications. Pending resalution of these
matters. the Commission issued an order granting the
exemptions requested in the seven applications on a
temporary basis subject to certain specified conaitions
(Investment Company Act Retease No. 10027,
November 28, 1977).



persons have raised questions with regard to the inter-
pretation set forth in Release No. 9786. Although the
Commission centinues to believe its position on this
matter is correct, in view of the aforementioned
developments, tha Commission telieves that it would
be approcriate at this time to schedule a public
meeting to enable interestad persons to present tneir
views orally on the issue of maney market fund
portfalio valuation to the Commission. The mesting
will atford persons affected by the interpretation
announced in Release No. 9786 an additional oppor-
tunity to bring their views directly to the Commis-
sion’s atiention.

Members of the public are invited to attend the
mesting. All persons wishing to speak at the meeting
should submit a request in writing by January 20,
1973, ta G:corge A, Fitzzimmons, Secretary, Securities
and Exchange Commission, 500 North Capitol Street,
Washington, D.C. 20549, indicating the nature of their
interest in the matter, a summary of the views they
propose iq 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'Donneli at
(202) 755-0225.

8y the Commission.

George A. Fitzsimmons
Secretary

INVESTIMENT COMPANY ACT OF 1940
Release No. 10083/January 5, 1973

In the Matter of

INTERNATIONAL INVESTORS INCORPORATED
and

I.1.1. SECURITIES CORPORATION
122 East 42nd Street
New York, New York

(812-4249)

NOTICE OF FILING OF AN APPLICATION FOR AN
})noen PURSUANT TO SECTION 6(c) OF THE ACT
“OR AN ORDER EXEMPTING A PROPOSED EX-

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

NOVXICE IS HERE3Y GIVEN that Interngt'
invedtors Incorgoraied (“International™), reg! tered
undeAthe invesiment Company Act of 1940 -

15, 1977, for an order of the Cgmmission

Decemb .
pursuant Yo Section 6(c) of the Act exe pting from

the provisypns of Section 22(d) of the t proposed
(“Sales”) pursuant to whigh shares of

Internationai\will be issued at net assef value without
a sales chargg in exchange for sharesfof certain gol!d
mining comgy{nies (“Securities”) hgid by Moncial
Commercial Liited, a Liechtensteirflimited company
{*Mondial™), thlpugh two of theirf accounts at ihe

Swiss Credit nk, the Meatric/ Accounting Unit
Survivai Contrac) (“MAUSC") spbaccount and the
Soverign Contrac ("Savereignf) subaccount (col-

lectively, the "Subéccomts"), irf which approximately
512 persons have peneficialf/interests (‘"Account
Holders'”). All interasted persons are referred 10 the
application on file \with tpe Ccmmissicn for a
statement of the renre§entatjons made therein, which
are summarized below.

-

Foun-
all of
\‘Jovember, 1975, tha Com-
cement groceedings in the
United States Distrigt Colunt fcr the District of
Columbia (the “District Churt'™) against various
individuals and entifies, inciugding Progress Founca-
tion and Mondial. / The Cou#® appointed a speciai
counsel (the “Spgcial Counsd’") on behalf of the
Account Holdersy/ Additionally\ the Swiss 3anking
Commission issyed a decree (th& “Swiss Decree’) in
June 1976, proyiding that all asyets of the various
Mandial subacgounts, including the Subaccounts, te
distributed tg the investors in manner to be
approved by/the Swiss Banking Qommission and
satisfactory fo the Commission.

International has been irbrmed that Progress
dation, a Swiss charitafAe instituticn, owns
the stock of Mondial.
mission initiated enf

internaticgal has been advised by the S\ecial Counsel

plans
for the : ymplete distribution of thX assets in

bac Banking
ission and the District Court for apprdval. The
Distfict Court approved such pians by orckr dateg
Degember 6, 1977. The Swiss 8anking Commiysion is
expected to consider the plans on January 19\ 1873
arRd the Special Counsel has been advised th t mé
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, Such acaquisition, the value of the investme
urities then held ty Standard (other than securitifs
» guch controiled affiliates) equals or exceeds ¢

such\time. This undertaking in no way limits the fight
of Styndard to receive at any time any secufi
listrib\ited or issued to Standard with reference fo any
securities then held by it, whether by reasonjof any
stock split, stock dividend, reorganization, erger,
sonversian or otherwise. Standard states that ft will not
invest any\ net earnings from its operating /assets in
investmeny securities other than sesclirities of
sontrolled Xtiliates excest that investmefiis may bte
term securities pending applicaticn of
such income\to pay dividends, to invet in directly
owned operatiNg businesses, to acquirg securities of
present and futdre controlied aperating atfiliates or to
repay any borroyings incurred for sy/ch purposes. it
alsa represents thyt it has no present ftention to issue
new securities upo\) deregistering, except that it would
be prepared to do sqin connection ‘ith the acquisition
of cperating businesases.

ay 3, 1977, Standard

The appiication states that on
eing an investment

shareholders voted td cease
company and {0 seek an orger of the Commission
terminating its registration yfider the Act. Moreover,
since that vote, Standard s'gérts that its management
has been actively geeking negotiating far operating
business acquisitions.

Section 8(f) of the Act prpvides, in pertinent part, that
wheriever the Commissipn up'@_n application finds that
a registered investmeny company has ceased to be an
investment company, it shall s declare by order and
upon taking effect such ordey, the registration of
such company shaif cease to bd in effect. Standard
states that for the rgasons stated akove, it is entitled to
an order pursuant go Section 8(f) diclaring that it has
ceased to be an ifvestment companly.

NOTICE 1S FURTHER GIVEN that\any interested
person may, ngt later than May 8, 197§, at 5:30 p.m.,
submit to thefCommission in writing a request for a
statement as

proposed
iat he be
hearing
thereo

t shall be served personally or by mail upon
Stanflard at the adcress stated above. Proof of\such
(by affidavit ar, in the case oA an
fney-at-law, by certificate) shall be f\ed
temporaneously with the request. As provided \py
ule 0-5 of the Rules and Regulations promulgatid
nder the Act, an order disposing of the applicatic
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e issued as of course following said dat ess
the Co igsion thereafier orders a rng upon
reguest or up e Ccmmisefdn’'s own motion,
Persons who request a hesa or advice as to whether
a hearing is ordegedrWili receive a ices and orders
issued in _thrs'matter, including the date ot earing
j ered) and any postponements thereof.

By the Commission.

George A. Fitzsimmons
Secretary

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

In the Matters of

INTERCAPITAL LIQUID ABSET FUND, INC,
130 Liberty Street

New York, New York 10CC6

(812-4220)

TEMPORARY INVESTMENT FUND, INC.

and

TRUST FOR 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 TRUST
175 Federal Street

Boston, Massachusetts 02110
(812-4200)



NSTITUTIONAL LIQUID ASSETS, INC.
{700 Sears Tower

shicago, lilitois 606086

812-4208)

VHITE WELD MONEY MARKET FUND, INC.

ind

VHITE WELD GOVERNMENT FUND, INC.
00 Federal Street

Joston, Massachusetts 02110

812-4213)

‘UND FOR GOVERMMENT INVESTORS, INC.
735 K Street, N.W.

Vashington, D.C. 20006

312-42186)

JAILY INCOME FUND, INC.
30 Park Avenue

iew York, New York 10017
812-4217)

IREYFUS MONEY MARKET INSTRUMENTS, INC.
67 Fifth Avenue

tew York, New York 10022

312-4229)

nd

‘EDERATED MASTER TRUST
21 Seventh Avenue

‘ittsburgh, Pennsyivania 15219
312-4236)

IQTICE 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.

IOTICE OF AND ORDER FOR HEARING ON
WPPLICATIONS PURSUANT TQ 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

IOTICE 1S HEREBY GIVEN that InterCapital Liquid
\sset Fund, Inc. (“InterCapitai"), registered under the
vestment Company Act of 1940 (the “Act”) as an
‘pen-end, diversified, management investment com-

pany, filed an application on November 23, 1977, for an
order of the Commission, dursuant to Section 6(c) of
the Act, exempting InterCapital from the provisions of
Section 2(3)(41) of the Ac: and Rules 2a-4 and 22¢-1
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 liquicity. InterCapital aiso
states that Dean Witter InterCapitai, Inc., a
wholly-owned subsidiary of Dean Witter Qrganization,
Inc., acts as investment adviser to InterCapital.

InterCapital further states that its porticlio may be
invested in a variety of money market instruments,
including U.S. Government securities, bank opliga-
tions, commercial paper and corporate obligations
maturing in two years or less. InterCapital represents
that, in general, its paolicy 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 date of purchase.

According to the application, as of November 21, 1977,
InterCapital had approximately $26 miilicn 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 institutions,
municipalities, bank trust departments, indivigual
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 $100. InterCagital asserts that
the maintenance of a constant net asset value through
the use of amortized cost valuation is crucial 1o
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 ailso asserts that the
maintenance of a constant net asset value through the
use of amortized cost valuation is of overriding
importance to individual investors. InterCapital states
that amortized cost vaiuation recognizes the existence
of imperfect markets ‘for the resale ot pontfolio
securities and the intangibie vaiue of the enhanceq
liquidity offered by a mutual fund on a pool of assets
that are not in themselves antirely liquid.
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nterCapital further states that, in the opinion of its
ndependent diractors, valuation of securities on a
narking to market basis is only a pretense, in that such
raluation calls for a calculation of precise numbers and
issymes, contrary to fact, the existence of perfect
narkets. InterCapital assaris that calculation of
«aluyation pursuant to market valuation can be made
anly by marking to hypothetical market valuations,
since there are no uniform market values at which an
axisting body of assets couid be actually sold or
actually reproduced. InterCapital states that during its
existence its managemant has monitored the effacts of
amcrtized cost vzluztion by means of a ceriodic "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 %2 cent per share based
on a $1.C0 per share market price. it further asserts that
the amortized cost method of valuation recognizes the
fact that its portfolio securities are most often held to
maturity and, therefore, interim changes in vaius 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 vaiuation and to reflect them in asset
vaiue is fictional and contrary to reasonable
expectations. InterCapital asserts that, given the
toregoing, and what it considered to be negligible
variances between amgrtized cost valuation and values
based on a hypothetical market, its directors
determined in good faith that the amortized cost
method of valuaticn of portfolio securities was
appropriate.

As here pertinent, Section 2(a)(41) of the Act defines
‘vaiue” 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 ot directors.

Rule 22¢c-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” of a
redeemabie 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 porzfolio securities for which
Mmarket quotations are readily available shall be valued

at current market value, and other securities shall be
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“anticipated "redemptions

valued at fair value as determined in good faith by the
board of directors.

Section &(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 &(c) of the Act,
axempting it from the provisions of Section 2(a)(41) 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
gquotations are available, may te ceemed not tc compiy
fully with the requirements of Section 2(a)(41) and
Rutes 2a-4 and 22¢-1.

InterCapital states that its requested exemption is
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,
because the amortized .cost method of valuation is a
traditional and weil-recognized method of valuing
short-term money market instruments used by major
state and federal agencies and large institutional
investors. InterCapital represents that the selection
and maintenance of a 180-day or less average maturity
for portfolio instruments wiil protect its shareholders
from the unfair treatment they would receive if it were
forced to use market valuation for 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 foilowing investment
policies: (a) investments will be made only in
instruments having a remaining maturity of one year or
less, and (b) its portfolio will be managed so that (i) the
average maturity of all instruments in the ponfolio (on
a dollar-weighted basis) will be 180 days or less. and
(ii) adequate liquidity wiil be maintained to meet
in the normal course of
business and to minimiza the possibility that portfolio
securities will have to be soid to meet redempgtion
requests. '

2. That it will not seil instruments in its porttclio prior
to maturity uniess such sale or other disposition is



ned necessary to meet redemption requirements,
3 aresult of a revised cregit 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
xdy’s Investors Services, Inc., or if not rated, issued
1 company having an outstanding debt issue rated
'ast AA by Standard & Poor’'s or Aa by Mcody'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, surpius and
livided profits as of the date of their most recently
llished financial statements in excess of 31 billion.

That it will describe in its prospectus the policies
{ practices set forth in its application and the
icept and impact of valuation of instruments using
ramortized cost method as compared to the mark to
rket method upon its reported yield and net asset
ue.

NOTICE OF AND ORDER FOR HEARINGS, AND
IDER JOINING HEARINGS AND CONSOLIDATING
'OCEEDINGS.

' May 31, 1977, the Commission issued an
erpretation (Investment Campany Act Release No.
86) (“Release”) of Section 2(a)(41) of the Act and
ile 23-4 thereuncer which, among other things,
ated the Commission’s views that: (1) it is
sonsistent generally with the provisions of Section
1)(41) of the Act and Rule 2a-4 thereunder for “money
arket” funds to value their assets on an amortized
st basis, ignoring market factors, and (2) it is
sonsistent with the provisions of Rule 2a-4 for such
nds to “round off” calculations of their net asset
lues per share to the nearest one cent on a share
fue of $1.00.

veral “money market” funds have applied to the
immission, pursuant to Section 6(c) of the Act, for
emptive 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
lculate their net asset values to the nearest one cent
a $1.00 share.

the filing of such an application by Money Market
inagement, 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 Company
t Release No. 9992, November 4, 1977); (3) Daily

Income Fund, Inc. (Investment Company Act Release
No. 9998, November 8, 1977): (4) White Weld Money
Market Fund, Inc., et al., (Investment Company Act
Release No. 9999, November 8, 1877); (S) Institutional
Liquid Assets, Inc. (investment Company Act Release
No. 10000, November 8, 1977); and (6) Fund for
Ggavernment Investors, Inc. (Investment Company Act
Release No. 10007, November 10, 1977). Al of the
aforementioned applications request exemptions from
the provisions of Section 2(a)(41) of the Act and Rules
2a-4 and 22c-1 thereunder to permit the valuation of -
assets on an amortized cost basis. with the exception
of the application of Temporary Iinvestment Fund, inc.,
et al., which seeks an exempticn irom Rule 2a-4 to
permit calculation of net asset vaiue per share to the
nearest one cent on a share value of $1.00.

The aforementioned notices gave interested persons an
opportunity to request a hearing on the respeclive
matters and stated, in each case, that an order
disposing of that applicaticn wouid te issued as ot
course (following the expiration of the various periccs
specified in the notices) unless the Commission
should thereafter order a hearing thereon, either upon
request or upon the Commission’s own motion. Tha
Dreyfus Corporation and Feserve Management
Corporation, registered investment advisers to other
money market funds, have filed raguests for such
hearings. Trey assert, generally, that amortized cost is
an inappropriate valuation methcc.

Three additional applications recuesting =xemotive
relief similar to that requssted in the seven
applications discussed above have t2en filed. Notices
of the filing of these additional apsiications have been
issued as follows: (1) InterCapitai Liguia Asset Fund,
Inc. (noticed herein); (2) Creyfus Money Market
Instruments, Inc. (Investment Company Act Release
No. 10161, March 17 1978)'; ana (2) Fecsrated Master
Trust (Investment Company Act Reiease No. 10190,
April 5, 1978). Collectively, the 13 appticants in the ten
matters, captioned above, are reierred to beiow as
“Applicants,” and the ten agplications as “Applica-

. tions". Each Application, with tha exception of that of

InterCapital, has teen granied on a temporary basis
(Investment Company Act Releasa Nos. 10027, 10161
and 10190, dated November 28, 1977, March 17, 1978,

.-+ and April 5, 1978, respectively). InterCapital has not
1 Qctober 21, 1977, the Commission issued a notice’

requested that
temporary basis.

its application te granted on a

1Dreyfus Money Market Instruments, Inc.. seeks
exemptive reliet only in the =vent ihat the other
applications, as noticed, are granted.
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t appears to the Commission that it is appropriate in
‘he public interest and consistént with the protection
>f investars to hold a hearing with respect to each of
:he Applications. Accordingly,

T1S ORDERED, pursuant to Saction 40(a) of the Act,
:hat hearings on the Applications under tha 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 gquestions of law and
fact. Accordingly,

iT IS FURTHER ORCERED, pursuant to Rule 10 of the
Commission’s Rules ot Fractice (17 CFR 201.10), that
the hearings on these proceedings be joined for
hearing i aii matters in issueg in such groceegings, and
that such proceedings be, and hereby are,
consolicated.

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
Ruies of Practice (17 CFR 201.9(c)). setting forth the
nature and extent of his interest in the proceeding and
anry 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; shail te 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, Dby 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 involving the subject matter of the
proceeding.

IT IS FURTHER ORDERED that any officer or officers
of the Commission, designated by it for that purpose,
shall preside at said hearing. The officer so designated
is hereby authorized to exercise all the powers 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™)
Nas advised the Commission that, based upon
examination of the Applications, the following matters
are presented for consiceration, without prejudice to
the Divigion's specitying additional matters and
Questions upon further examination:
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1. To what extent, if any, dilution of
money market fund sharsholcers’ interests
may occur by reason cf use of amortized
cost valuation or rouncing off of the price
per share to the nearest cent on a 3$1.00
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
Commissian shall give notice of the aforesaid hearing
by mailing a copy of this Notice and Crcer By certified
mail to Applicants, The Dreyfus Corporation and
Reserve Management Corpcration; that nctice to ail
other persons be given by publication of this Notice
and Order in the "SEC Docket'; and that an
announcement of the aforesaid hearing shall te
included in the “SEC News Digest.”

By the Commission.

George A. Fitzsimmons
Secretary

INVESTMENT COMPANY ACT OF 1

S, INC.

UDLEY, SHUPERT & CO., INC., OR BOSTON



dzte. The shareholders of Applicant, at a specia
peting held on October 27, 1977, approvets
redplutions, previously adopted by the Applican ‘s
Bodrd of Directors, which, in essence, provided forfhe
axedution of the Agreement and certain other evgnts
necedsary for the winding up of Applicant’s affairs.
Applidant states that on November 1, 1977, pursyant to
the Adreement, substantiatly ail of the asgets of
Applicalt were tranisferred to the Trust in exchgnge for
shares of\beneficial interest in the Trust, and tjfat those
shares were contemporaneously distrifuted to
Applicant’dsharaholders. Applicant states fyrther that,
immediatel\prior to the transfer of assets { the Trust,
there were 533,443.025 shares of Applicaght's common
stock outstapding. The net asset vflue, in the
aggregate, of Yuch shares was 35,034,480.25.

Applicant repredents that no brokergge commission
was paid on thk transfer of asse$ to the Trust.
Applicant states th\at there are no exigting shareholders
of Applicant to whim dis ributionsfin complete liqui-
daticn of their intardsts have not teen made, and that
at the time of the filkag of this agplication, Applicant
had no shareholders.

retainfd $21,046.00 in cash,
and that these assets Wwill gfot be invested in any
securities; rather, they Wwilf te usesd to discharge
Applicant’s remaining tiat\ifies. Applicant states that
Articies of Transfer, as ragufred by the Annotated Code
of Maryland, were executefion November 1, 1977, by
Aprlicant and the Trust, Anc\were filed and accepted
on Ncovember 2, 1977.

Applicant states that i

Saction 2(f) of the Act provides \in pertinent part, that
wherevar the Commgsion, updqn application, finds
that a registered invegtment compRgny has ceased {c be
an investment comgany, it shail g declare by order,
and {hat, upon thd taking effect %f such order. the
registration of sufh company shaX cease to be in
effect.

NOTICE IS FYRTHER GIVEN that Rny interested
person may, ngt fater than November 2(\ 1978, at 5:30
p.m., submit £o the Commission in writ\ng a request
for a hearing/ on the matter accompanieq by a state-
ment as to fhe nature of his interest, the\reason for
such requegt, and the issues, if any, of factpr law pro-

posed to b controverted, or he may request \nat he be
notified the Commission shall order a\ hearing
thereonf Any such communication shoyld be

addresped: Secretary, Securities and Exdhange
Commyssion, Washington, D.C. 2054G. A copy o\ such
requept shall be serveg personally or by mail ypon
Applfcant at the adaress stated above. Proof of yuch
serfice (by affidavit or, in the case of \an
attprney-at-law, by certificate) shall be filed
cgntemporaneously with the request. As provided

Hule 0-5 of the Rules and Regulations promuigated

ar the Act. an order disposing of the applicgl
issued as of course fcllowing said dagg#dnless
ission thereafter orcers a Le€ring ugon
«" own macticn.

will
the Comn
request or BREN

ve any noticas anag orders

a hearing is ordered, wN
{ng the date of the hearing

issued in this matter g

George A. Fitzsimmons
Secretary

INVESTMENT CCHAPANY ACT OF 1240
Release No. 10451/Qctober 25, 1973

In the Matters of

DAILY INCOME FUND, INC,
230 Park Avenue

New York, Mew York 1C017
(812-4217}

DREYFUS MONEY MARKZIT INSTRUMENTS, INC.
767 Fifth Avenue

New York, New York 10022

(812-422%) '

INSTITUTIONAL LICUID ASSETS, INC.
8700 Sea's Tower

Chicago, Hiinois 60306

(812-4206)

INTERCAPITAL LIQUID ASSET FUND, IC.
130 Liberty Street

New York, New York 100306

(812-4230)

MERRILL LYNCH GOVERNMENT FUND, INC.
and

MERRILL LYNCH INSTITUTIONAL FUND, INC.
100 Federal Street

Boston, Massachusetts 02110
(812-4213)

SCUDDER CASH INVESTMENT TRUST
175 Federal Street

Boston, ‘Massachusetts 2110
(812-42C0)
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|
APCRARY INVESTMENT FUND, INC.

1

IST FOP. SHORT-TERM FEDERAL SECURITIES
te 204—Webster Building

1cord Plaza

1 Silverside Road

mington, Delaware 19810

2-4173)

TICE OF AND CRDER CANCELLING HEARING
D GRANTING AMENDED APPLICATIONS FOR
EMPTIONS FROM RULES 2a-4 AND 22¢-1 UNDER
E ACT.

investment Company Act

Release Nos. 99498
vember 8, 1977), 10161 (tAarch 17, 1978), 10000
ovember 8, 1977), 1C201 (April 12, 1578), 9293

ovember 8, 1877), €522 (November 4, 1977), and 93933
ovember 1, 1977), notices were issued of the filing of
plications by: (1) Daily Income Fund. Inc.; (2}
eyfus Monay Market Instruments, inc.; (3)
stitutional Liquid Assets, Inc. (“ILA"), (4) Inter-
pital Liquid Asset Fund, Inc.; (5) Merrill Lynch
wernment Fund, Inc. (formerty, White VWeld Govern-
ant Fund, Inc.) and Merrill Lynch Institutional Fund,
3. (formerty, \White Weld Money Market Fund, Inc.);
Scm.du'r Cash investment Trust; and (7} Temporary
restmert Fund, Inc. ("Temp Fund") and Trust for
ort-Term Federal Securities (“Fed Fund™) (these
e comoeznies are hereinaftier referred to coilectively
“Applicants”), respectively.! Each of the Appli-
nts, with the excepiion of Dreyfus Money Market
struments, Temp Fund and Fed Fund, had requested
lers pursuant to Section 6(c) of the Investment
impany Act of 1940 (the "Act") exempting Applicants
'm_the provisicns of Section 2(a)(41) of the Act and
iles 2a-¢ and 22c¢c-1 thersunder to permit, generally,
2 valuation of their gortfolio inst.uments on an
yortized cost basis. ILA requested, in addition, that
i principal underwriter, Salomon Brothers, be
empted from the provisions of Rule 22¢c-1, to the
tent necessary to permit ILA to value its assets at
rortized cost. Dreyfus Money Market Instruments,
:., requested an order pursuant to Section 6(c) of the
it granting an exemption {rom Rule 22¢-1 io permit it
calculate its price per share o the nearest one cent
1 @ share value of $1.00. Temp Fund and Fed Fund

ZA states in its application, as amended, that it is in
€ process of effecting a reorganization into a new
1siness entity (“Successor’”), and reques!s that the
der it seeks be appiicable to such Successor. There-
re. for purposes of the orders hereby issued, the term
\policants,” as defined herein, includes ILA and its
Jccessor.
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requested an order pursuant to Section 6(c) of the Act
granting an exemption from Rul2 23-4 to permit them
to calculate their net assct v2iues per share to ihe
nearest one cent on share values of 31.00.

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 (following the expiration of the various periods
specitied in the notices) unless the Commission
should thereafter order a hearing therecon, either upon
request or upon the Commission's own motion. The
Dreyfus Corporation and Reserve Management
Corporation, registered investment advicers, filed
requests for such hearings.

Each of the Applicants describes its2lf as a “money
market” fund. Applicants, as well as certain other
“monay market” funds, requasted exemstions in tha
nature of those cescrizecd above, to the exicnt thossz
orders might be necessary, sither to permit them 0
value their assets or to calcuiate their prices per shars
in a manner inconsistent with the views of the
Commission exprassed in Invastment Compgany Act
FPeiease Mo. 97835 {May 31, 1977) ("Release No. 6736").
Release MNo. 5785, among other things, stated the
Commission's views that: {1} it is inconsistent
generally with the provisions of Rule 2a-4 under the Act
for "money market” funds to value their assets on an
amortized cost basis, ignoring market factors, and (2)
it is inconsisten: with the provisions c¢f Ru‘e 22-4 unger

the Act for such funds tc “round oft” calzulaticns of
thetr net asset values per share to the “eﬂ'esl nacant
on a share value of $1.00.

On April 12, 1978, having determined that it was

appropriate in the putlic interest and consistent with
the protection of investors to hold a hearing witn
respect to the anplications of the Applicants and thoss
ot other "money market” funds reguesting similar
refief, the Cormmission, pursuant to Section 40(a) of
the Act, ordered hearings on such applications, ang,
pursuant to Rule 10 of the Commission's Rules of
Practice, ordered that the applications b2 joined for
hearing, and that such proceadings be consclidated
!!nvas'mnmf“omyany Act Reiease No. 10201, April 12,
1978)

2The Commission granted temporary exemptions-to
each of the Applicants excent InterCapita!l Liquid Asset
Fund, Inc. Investment Company Act Rel2ase Nes.
1CC27 (November 28, 1977) and 10181 (March 17, 1978).

3That hearing is now scheduled to commence on
November 6, 1978.



he Applicants and The Feserve Fund, Inc., Dreyfus
iquid Assets, Inc., and the Dreyfus Corporation (the
itter three companies being non-party participants in
1e aforementioned hearing, and who are hereinafter
sferred 1o as the “Participants”) have entered into a
sint 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 Apglicants if amended in accordance with the
srms of the Joint Agreement.

OTICE IS HEREBY- GIVEN that the Applicants have,
\ accordance with the provisions of the Joint Agree-
ient, amended their apoiications to request, pursuant
» Section &(c) of the Act, exemptions frcm the pro-
‘'sions of Rule 2a-4 and Ru'!e 22c-1 under the Act, to
ermit them to calcuiale their net asset values or
rices, for the purpose of sales, redemptions and
acurchases cf their shares, to the nearest one cent on
share valua of 51.00. In addition, ILA has requasted
1at its princginal underwriter, Salomon Broth2rs, be
xempted from the provisions of Rule 22¢-1 to the
xtent necassary to permit ILA's net asset value to be
alculated to the nearest on2 cent on a share value of
1.00.

$ summarized in the abo2-cited prior notices of the
pplications, Agplicants state that investors
urchass their shares desir2 stable nst assst vaiues per
hare, and 2 relatively censtant return on their
westments. Ezch cf the Applicants seeks exemptions
‘hich would, in its view, 2nabie it largely to achieve
1ese objectives.

pplicants propose to value their portfolio securities in
ccordance with the views of the Commission set forth
) Releas2 No. 9785. As noted above, in part, Release
0. 9785 expressed the view that amortized cost
aluation shouid not be utilized, except with respect to
ortfolio securities with remaining maturities of 60
ays or less and provided that such valuation is deter-
ined by the toards of directors to be apprepriate.

ule 22¢c-1 adopted under the Act provides, in part, that
0 registered investment company or principal under-
riter therefor issuing any redeemable security shall
2ll, redeem, or repurchase any such security except at
price based on the current net asset value of such
2curity which is next computed after receipt of a

Applicants filed motions with the Administrative Law
ucge assigned to the hezring requesting, inter alia,
hat their applications be severed from the
onsolidated proceeding. The Administrative Law
udge ordered such severances on QOctober 6, 1978.

who -

tender of such security for redemption cr of an order to
purchase or sell such securnty. Rulz 2a-4 adopted
undcr the Act provides, as here relevant, that the

““current net asset value” of 2 rzdeemable securily

issued by a registered invesiment company usgg in
computing its price for the purposes of distribution
and rederaption shall be an amount which reflects
calculations made substantially in accordance with the
provisions of that Rule, with estimates used where
necessary or appropriate. Applicants have requested
exemptions from Rule 2a-4 and Rule 22¢-1 to enable
them to price their shares in the manner descrised
above.

Secticn 8(c) of the Act provides, in part, that the
Commission may, upon application, exempt any
person, security or transaction, or any class cr classes
ot persons, securities cr transactions, from any pro-
vision or provisicns of the Act or the rules thereunder,
if and to the extent that such exemption i3 necessary or
appropriate in the public interest and consistent wiin
the protection of invastors and the gurposes ‘ziriy
intendzd oy the policy and provisicns ¢f the Act.

Applicants assert that many of tneir investors reguire
an investment vehicle that ¢ifers a constant net asset
value per share and a relatively smosth stream of
investment income. They state that many of their
shareholders would seek other invastment alizrnatives
if such investors could not expect ordinarily that
shares of Applicants could be purchased and redeamed
at constant net asset values per share. Applicants
submit that the exemptions they reguest are
appropriate in the puktlic intersst and ceonsistent with
the protection of investors and the purposes fairly
intended by the policy and provisions of the Act.

Applicants have amenced their applications to
eliminate many of the conditions praviously contaired
in their applications. These conditions are summarizaed
in the abov2-cited notices of the applications. Apgsti-
cants, in recagnition of the fact that, urnilike traditicnal
investment companies with equity securities cor-
tolios, they seek to previde investment vehicles having
stable prices per share, have amended their
applications to prcvide the following alternative
conditions, ‘which conditions were specified in the
Joint Agreement, and have agreed that such conditions
may be imposed in any order granting the exemptions
they have requested:

(1) Each Applicant states that its Board of
Directors (Trustees, in the case of a trust],
N supervising Applicants’ respective
operations and cetegating special respon-
sibilities involving portfolio management to
Applicants’ respective invesiment adwvisers,
undertakes—as 3 particular responsibility
within the overall duty ot care owed to its
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shareholders—to assure to the extent
reasonably practicable, taking inta account
current market conditions affecting Appli-
cants’' investment objectives, that Appli-
cants’ respective prices per share as com-
puted for the purpose of 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 portfclio 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
specified instruments of specitied qualities
in the case of zall instruments other than
U.S. Government issues and U.S. Govern-
mant agency issues.d

s stated at note 2 above, all of the Applicants, with
e excertion of InterCapital Liquid Asset Fund, Inc.,
ere granted temporary exernptions t¢ enable ihem to
ilize amcrtized cost valuation, or calculate their net
iset values per share te tiie nearest one cent on share
dues of $1.00, in each cas2 under certain conditions
which they agreed. Thiose tempeorary orders were to
main in effect until final disposition of the
wlications by the Commission, including any sub-
:quent judicial review. Certain Applicants have
dicated that, if the Commission grants their applica-
)ns as amended, a transition period will be necessary

permit Applicants to modify their operations to
icommodate the procedures proposed in the applica-
ons. Accordingly, certain Applicants have requested
at they be permitted to operate pursuant to their

Nith respeci-to the condition relating to portfolio
Jality, each Applicant has speeified particular quality
nitations. These limitations are set forth in the
:Spective applications, as amended. Certain Appli-
ints have agreed 10 quality limitations which differ in
yme respects from those set forth in the prior potices
! their applications. However, these modifications do
Jt establish quality limitations lower than those to
hich other Applicants have agreed and which were set
wth in the notices of the applications of those other
pplicants.
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temporary orders for various periods of time
subsequent to any order granting thzir applications.5

In view of the foregoing, particularly (1) on the basis of
the applications as amencizd in the manner described
above, and (2) the agreement of the Panicipanis to
withcraw their objections to the granting of the appli-
cations without a hearing and to waive any right to
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 of the requested exemptions is
appropriaie in the public interest and consistent with
the protection of investors and the purposes fairty
intended by the policy and provisions of thea Act.
Accordingly,

IT IS ORDERED, pursuant to Section 32(a) of the Act,
that the hearing on the applicaticns of Acnlicants is
hereby cancelled, and that the order for a hearing on
these applications is hereby rescincad, effective forth-
with.

ITIS FURTHER CRITERED, pursuant to Saction S{c) ¢f
the Act, that the reguestad exemptions frcm th2 zro-
visions of Rule 22c-1 and [u'e 2a-4 promuligated urcar
the Act be, and hereby zre, granted, effectiva forthwiih,
each subject to the conditions set forth in the
respective amended zppiications and described atove.

ITIS FURTHER ORDEREZD, pursuant to Sections 382y
and 6(c) of the Act, that the orders iemegrartly granting
Applicants’' (other than !InterCapital Liguid Assat Func.
Inc.) applications as pravicusly nctliced £=. and hareby
are, extencdag (to the extent they otherwica will nave
expired by their terms) for such times as may e neces-
sary for those Applicants aifected to modify their
operations to implement the pricing proczdures ses
forth in their applications as amended: provided, how-
ever, tha! any such extension shall terminate on
February 28, 197S.

By the Commission.

George A. Fitzsimmons
Secretary

6The Division of Investment Management has acvised
the Commission that no Applicant has asked that the
temporary orders be extended beyond rFebruary 28,

1979. None of the Applicants objects 1o such extansion
of the temporary orcers,



