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SEC Takes Action on Money Market Fund Reform 
BY THE INVESTMENT MANAGEMENT PRACTICE 

Overview 

The Securities and Exchange Commission (“SEC”) has completed its first step toward money market 
fund reform by adopting new rules and amendments to existing rules, including Rule 2a-7, under the 
Investment Company Act of 1940, as amended (the “1940 Act”) (the “Money Market Fund Reform 
Rules”).1 The SEC’s action is intended to make money market funds more resilient to certain short-
term market risks, and provide greater protections for investors in funds that become unable to 
maintain a stable net asset value per share. The Money Market Fund Reform Rules, among other 
things, tighten the maturity and credit quality standards for money market funds, and impose new 
liquidity requirements. The Money Market Fund Reform Rules become effective May 5, 2010. Unless 
otherwise discussed below or in the Release (defined in fn. 1), the compliance date is May 5, 2010. 
The SEC has published a marked version of Rule 2a-7 reflecting the amendments on its website 
http://www.sec.gov/rules/final/2010/rule2a-7amendments.pdf.  

It is important to note that the SEC believes that its actions are only a first step towards money 
market reform. In fact, at the SEC’s open meeting on January 27, 2010, Commissioner Casey, the 
only Commissioner that did not vote in favor of the Money Market Fund Reform Rules, voted against 
them because she felt they did not go far enough in securing money market reform. Commissioner 
Casey expressed concern that the Money Market Fund Reform Rules will serve to further imbed the 
nationally recognized statistical rating organizations (“NRSROs”), which, in her opinion, is at odds with 
the lessons of the market crisis. Commissioner Casey stated that she believes that the money market 
fund space has grown too large for its current regulatory framework and hopes that the SEC will make 
more drastic regulatory change with respect to money market funds in the future. In the Release, the 
SEC states that it will continue to explore more significant changes to the regulation of money market 
funds. These more significant changes may include a requirement that money market funds move to a 
floating rate net asset value. The SEC expects to issue a release addressing additional issues and 
proposing further reform to money market fund regulation. 

Below is a review of the Money Market Fund Reform Rules. Managers of money market funds and 
boards of directors of money market funds should pay particular attention to the various compliance 
dates. 
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Portfolio Quality 

The SEC amended Rule 2a-7 to reduce the amount of credit risk a money market fund may assume. 
The SEC also amended provisions of Rule 2a-7 that address how NRSRO ratings are used by money 
market funds. 

Second Tier Securities – With respect to second tier securities, the Money Market Fund Reform 
Rules (i) reduce the amount of second tier securities that money market funds can acquire from five 
percent to three percent of their total assets; (ii) reduce the amount of second tier securities of any 
one issuer that a money market fund can acquire from one percent of the money market fund’s total 
assets or $1 million (whichever is greater), to one-half of one percent of the money market fund’s 
total assets; and (iii) limit money market funds to acquiring second tier securities with remaining 
maturities of 45 days or less. 

Compliance Date: May 28, 2010  

Eligible Securities – The Money Market Fund Reform Rules also now require that the board of 
directors of each money market fund (i) designate four or more NRSROs, any one or more of whose 
short-term credit ratings the money market fund would look to in determining whether a security is an 
eligible security, and (ii) determine at least once each calendar year that the designated NRSRO issues 
credit ratings that are sufficiently reliable for such use. Money market funds must identify the 
designated NRSROs in the money market fund’s statement of additional information (“SAI”), including 
any limitations with respect to the money market fund’s use of such designation. Money market funds 
are also required to identify designated NRSROs in Form N-MFP with respect to each of the fund’s 
portfolio securities. The SEC stated in the Release that it believes that the designation of at least four 
NRSROs will allow money market funds to designate smaller NRSROs that specialize in rating 
particular investments.  

In the Release, the SEC stated that before designating an NRSRO and before making its annual 
determination, a board should have the benefit of the fund manager’s evaluation regarding the quality 
of the NRSRO’s short-term ratings. The SEC anticipates that the board’s designations and annual 
determinations would be based on recommendations of the fund manager and its credit analysts, who 
need to have evaluated each NRSRO based on their experiences in addition to any information 
provided by the NRSRO. The Release discusses the types of information that the SEC expects fund 
managers will consider when evaluating NRSROs, including an examination of the methodology an 
NRSRO uses to rate securities (including the risks they measure) and the NRSRO’s record with respect 
to the types of securities in which the fund invests, including asset backed securities. 

The SEC noted that even with the recommendations of the fund manager, a board’s determination 
whether an NRSRO’s ratings are “sufficiently reliable” for use in determining whether a security is an 
eligible security will be a matter of judgment. Boards of directors should work with fund managers to 
establish proper procedures for designating NRSROs. 

Compliance Date: December 31, 2010  

Asset Backed Securities – The Money Market Fund Reform Rules no longer requires that an asset 
backed security (“ABS”) be rated by at least one NRSRO in order to be an eligible security for a money 
market fund. The SEC noted that the original purpose of imposing the requirement that an ABS be 
rated by at least one NRSRO was out of concern that money market fund advisers may not be in as 
good a position to perform the legal, structural and credit analysis that the rating agencies performed. 
The SEC does not believe that the NRSRO ratings of asset backed securities served this function 
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during the 2007-2008 market downturn and it no longer believes that the requirement that all asset 
backed securities be rated is warranted as serving its intended purpose. The SEC did issue a word of 
caution in reminding money market funds that as part of the minimal credit risk analysis that any 
money market fund must conduct before investing in an ABS, the board of directors (or its delegate) 
should: (i) analyze the underlying ABS assets to ensure that they are properly valued and provide 
adequate asset coverage for the cash flows required to fund the ABS under various market conditions; 
(ii) analyze the terms of any liquidity or other support provided by the sponsor of the ABS; and (iii) 
otherwise perform the legal, structural, and credit analyses required to determine that the particular 
ABS involves appropriate risks for the money market fund. 

Portfolio Maturity 

The Money Market Fund Reform Rules further restrict the maturity limitations on a money market 
fund’s portfolio in order to reduce the exposure of money market fund investors to certain risks, 
including interest rate, spread, and liquidity risks. 

Weighted Average Maturity (“WAM”) – the maximum weighted average portfolio maturity 
permitted has been reduced from 90 to 60 days. 

Weighted Average Life (“WAL”) – there is also now a requirement that limits the dollar-weighted 
average life to maturity of a money market fund’s portfolio to 120 calendar days. In the Release, the 
SEC noted that unlike WAM, the WAL of a portfolio is measured without reference to any Rule 2a-7 
provision that otherwise permits a fund to shorten the maturity of an adjustable-rate security by 
reference to its interest rate reset dates. 

Compliance Date: June 30, 2010  

Portfolio Liquidity  

The Money Market Fund Reform Rules have added three new provisions to Rule 2a-7, which address 
different aspects of portfolio liquidity. 

General Liquidity Requirements – the Money Market Fund Reform Rules now impose daily and 
weekly minimum liquidity requirements as discussed below. However, funds may be required to 
maintain greater liquidity than would be required by the daily and weekly minimum liquidity 
requirements in order to meet reasonably foreseeable shareholder redemptions in light of the fund’s 
obligations under Section 22(e) of the 1940 Act and any commitments the fund has made to 
shareholders.2 The SEC believes it is incumbent upon the management of each fund and its board of 
directors to evaluate the money market fund’s liquidity needs and to protect the fund and its 
shareholders from the harm that can occur from failure to properly anticipate and provide for those 
needs. In order to comply with this general liquidity requirement, the SEC expects money market fund 
managers to consider factors that could affect the fund’s liquidity needs, including characteristics of a 
money market fund’s investors and their likely redemptions.3 The SEC noted that a fund would need 
to consider the extent to which it may require greater liquidity at certain times when investors’ 
liquidity needs may coincide.  

To comply with the Money Market Fund Reform Rules, money market funds will need to adopt policies 
and procedures designed to assure that appropriate efforts are undertaken to identify risk 
characteristics of shareholders.4 In other words, fund boards of directors should make sure that the 
fund manager is monitoring and planning for “hot money.” The SEC further noted that in boards of 
directors’ consideration of these procedures and in the oversight of their implementation, the boards 
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of directors should appreciate that, in some cases, fund managers’ interests in attracting fund assets 
may be in conflict with their overall duty to manage the fund in a manner consistent with maintaining 
a stable net asset value. The SEC urged directors to consider the need for establishing guidelines that 
address this conflict. 

Compliance Date: May 28, 2010 

Limitation on Acquisition of Illiquid Securities – the Money Market Fund Reform Rules further 
limit a money market fund’s investments in illiquid securities (i.e., securities that cannot be sold or 
disposed of in the ordinary course of business within seven days at approximately the value ascribed 
to them by the money market fund). Under the amended Rule 2a-7, a money market fund cannot 
acquire illiquid securities if, immediately after the acquisition, the fund would have invested more than 
five percent of its total assets in illiquid securities. Rule 2a-7 was also amended to define the term 
“illiquid security” as a security that cannot be sold or disposed of in the ordinary course of business 
within seven days at approximately the value ascribed to it by the money market fund.5 

Compliance Date: May 28, 2010 

Minimum Daily and Weekly Liquidity Requirements – the Money Market Fund Reform Rules also 
now mandate that each money market fund maintain a portion of its portfolio in cash and securities 
that can  be readily converted into cash. All taxable money market funds will be required to hold at 
least ten percent of their total assets in “daily liquid assets” and all money market funds will be 
required to hold at least 30 percent of their total assets in “weekly liquid assets.” “Daily liquid assets” 
and “weekly liquid assets” are now defined terms under Rule 2a-7. Compliance with the daily and 
weekly liquidity standards is measured at the time each security is acquired. 

Compliance Date: May 28, 2010 

Stress Testing – the Money Market Fund Reform Rules also now require the board of directors of 
each money market fund to adopt procedures providing for periodic stress testing of the money 
market fund’s portfolio. Under the amended rule, a fund must adopt procedures that provide for the 
periodic testing of the fund’s ability to maintain a stable net asset value per share based upon certain 
hypothetical events. The Release notes that these events include an increase in short-term interest 
rates, an increase in shareholder redemptions, a downgrade of or default on portfolio securities, and 
widening or narrowing of spreads between yields on an appropriate benchmark selected by the fund 
for overnight interest rates and commercial paper and other types of securities held by the fund. The 
SEC considered specifying details for stress testing in addition to these hypothetical events, but noted 
that because different tests may be appropriate for different market conditions and different money 
market funds, the SEC determined that the funds are better positioned to design and modify their 
stress testing systems. Stress testing is required to be done at such intervals as the fund board of 
directors determines appropriate and reasonable in light of current market conditions.6 

The rule amendments require that the board receive a report of the results of the stress testing at its 
next regularly scheduled meeting, as proposed, and more frequently, if appropriate, in light of the 
results. The SEC added the requirement for more frequent reporting in light of results because the 
SEC believes that the board should be apprised of test results when they indicate the magnitude of 
hypothetical events required to cause the fund to break a buck (such as changes in interest rates or 
shareholder redemptions or a combination of factors) is slight when compared with actual conditions. 
Boards should also note that the SEC expects money market funds to take into consideration the 
results of their stress testing when they assess their liquidity needs under the “general liquidity 
requirement” discussed above. The stress testing report must include: (i) the date(s) on which the 
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fund portfolio was tested; and (ii) the magnitude of each hypothetical event that would cause the 
money market fund to break the buck. The report also must include an assessment by the fund’s 
manager of the fund’s ability to withstand the events (and concurrent occurrences of those events) 
that are reasonably likely to occur within the following year. Funds are required to maintain records of 
the stress testing for six years, the first two in an easily accessible place.  

Compliance Date: May 28, 2010 

Repurchase Agreements 

The Money Market Fund Reform Rules impacted a money market fund’s investments in repurchase 
agreements for purposes of Rule 2a-7’s diversification provisions in two respects. 

First, money market funds are now limited to investing in repurchase agreements collateralized by 
cash items or government securities in order to obtain special treatment of those investments under 
the diversification provisions of Rule 2a-7 (i.e., allowing the money market fund to consider the 
acquisition of the repurchase agreement as an acquisition of the underlying collateral for 
diversification purposes). The SEC stated that this change is designed to reduce the risk that a money 
market fund would experience losses upon the sale of collateral in the event of a counterparty’s 
default. The SEC has noted that if the counterparty defaults, a money market fund might be required 
to dispose of the collateral as soon as possible to the extent that the collateral, now part of the fund’s 
portfolio, does not meet the fund’s maturity and liquidity requirements. In the Release, the SEC 
reminded money market funds that the rule does not restrict them from investing in repurchase 
agreements collateralized by non-government securities; rather the rule limits the circumstances 
under which a fund may look through the repurchase agreement to the underlying collateral for 
diversification purposes. 

Second, the SEC reinstated the requirement that the money market fund’s board of directors or its 
delegate evaluate the creditworthiness of the repurchase agreement’s counterparty in order for the 
fund to take advantage of the special look-through treatment under Rule 2a-7’s diversification 
provisions. The SEC stated that the effect of this amendment is to require a fund adviser to determine 
that the counterparty is a creditworthy institution, separate and apart from the value of the collateral 
supporting the counterparty’s obligation under the repurchase agreement. 

Compliance Date: May 28, 2010 

Disclosure of Portfolio Information 

Public Website Posting – the Money Market Fund Reform Rules require money market funds to 
disclose information about their portfolio holdings each month on their websites. The portfolio 
information must be current as of the last business day of the previous month and be posted no later 
than the fifth business day of the month. Portfolio information must be maintained on the fund’s 
website for no less than six months after posting. The amended rules also require funds to provide a 
link to the SEC’s webpage so investors can obtain access to the fund’s most recent 12 months of 
publicly available filings on Form N-MFP (see below). In determining to scale back the amount of 
information required to be posted on a fund’s website from what was originally proposed, the SEC 
considered that for investors who may prefer to obtain more detailed information, such information 
will continue to be available in the money market fund’s quarterly Form N-CSR and Form N-Q filings. 

Compliance Date: October 7, 2010 
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Reporting to the Commission – the Money Market Fund Reform Rules also require money market 
funds to provide the SEC with a monthly electronic filing of more detailed portfolio holdings 
information. Money market funds are now required to report portfolio information on the new Form N-
MFP. Money market funds must report certain information on Form N-MFP, with respect to each 
portfolio security held on the last business day of the prior month, by the fifth business day of the 
month. The information contained in the portfolio reports that money market funds file with the SEC 
on Form N-MFP will be available to the public 60 days after the end of the month to which the 
information pertains. Form N-MFP must be filed electronically through EDGAR in an eXtensible Markup 
Language (“XML”) tagged date format. 

Compliance Date: The first mandatory filing on Form N-MFP is due on December 7, 2010, for holdings 
as of the end of November 2010. 

Phase-out of Weekly Reporting by Certain Funds – Rule 30b1-6T has been extended so that its 
expiration coincides with the first filing of portfolio information on Form N-MFP. 

Processing of Transactions 

The Money Market Fund Reform Rules require that a fund (or its transfer agent) have the capacity to 
redeem and sell its securities at a price based on the fund’s current net asset value per share, 
including the capacity to sell and redeem shares at prices that do not correspond to the stable net 
asset value or price per share. 

Compliance Date: October 31, 2011 

Exemption for Affiliated Purchases 

Expanded Exemptive Relief – the Money Market Fund Reform Rules expand the exemption provided 
by Rule 17a-9 of the 1940 Act from the 1940 Act’s prohibition on affiliated transactions to permit 
affiliated persons to purchase from a money market fund a portfolio security that has defaulted, but 
that continues to be an eligible security, so long as the conditions of the rule governing the purchase 
price are satisfied.7 These conditions require that the purchase price is paid in cash and is equal to the 
greater of the security’s amortized cost or its market value, including accrued interest. 

The SEC also added a new provision to the rule that will more broadly permit affiliated persons, under 
the same conditions as discussed above, to purchase other portfolio securities from an affiliated 
money market fund, for any reason, provided that such person promptly remits to the fund any profit 
it realizes from the later sale of the security. 

New Reporting Requirement – the SEC is also requiring a money market fund whose securities 
have been purchased by an affiliated person in reliance on Rule 17a-9 of the 1940 Act to provide the 
SEC with prompt notice by electronic mail of the transaction and the reasons for the purchase. In 
addition, the notification to the SEC must include the price at which the transaction was conducted 
and the amortized cost value of the security (which will be different if the market value is higher than 
the amortized cost). 

Fund Liquidation 

New Rule 22e-3 permits a money market fund to suspend redemptions and payment of redemption 
proceeds in order to facilitate an orderly liquidation of the fund. The rule permits a fund to suspend 
redemptions and payment of redemption proceeds if (i) the fund’s board, including a majority of 
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disinterested directors, determines that the deviation between the fund’s amortized cost price per 
share and the market-based net asset value per share may result in material dilution or other unfair 
results; (ii) the board, including a majority of disinterested directors, irrevocably has approved the 
liquidation of the fund; and (iii) the fund, prior to suspending redemptions, notifies the SEC of its 
decision to liquidate and suspend redemptions. As discussed in the Release, a fund that intends to be 
able to rely on Rule 22e-3 may also need to update its prospectus to disclose the circumstances under 
which it may suspend redemptions. 

  

If you have any questions concerning these developing issues, please do not hesitate to contact any of 
the following Paul Hastings lawyers: 

Atlanta 

Rey Pascual 
404-815-2227 
reypascual@paulhastings.com 

Los Angeles 

Arthur L. Zwickel 
213-683-6161 
artzwickel@paulhastings.com 

New York 

Chair 
Michael R. Rosella 
212-318-6800 
mikerosella@paulhastings.com 

Jacqueline A. May 
212-318-6282 
jacquelinemay@paulhastings.com 

Domenick Pugliese 
212-318-6295 
domenickpugliese@paulhastings.com 

Gary D. Rawitz 
212-318-6877 
garyrawitz@paulhastings.com 

San Francisco 

Vice Chair 
David A Hearth 
415-856-7007 
davidhearth@paulhastings.com 

Mitchell E. Nichter 
415-856-7009 
mitchellnichter@paulhastings.com 

Washington, D.C. 

Wendell M. Faria 
202-551-1758 
wendellfaria@paulhastings.com
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1 See, Money Market Fund Reform, SEC Release No. IC-29132 (February 23, 2010) available on the SEC’s website at 

http://www.sec.gov/rules/final/2010/ic-29132.pdf (the “Release”). The Release discusses in detail the amendments to Rules 2a-
7, 17a-9 and 30b1-6T, as well as new Rules 22e-3 and 30b1-7 and new Form N-MFP under the 1940 Act. 

2 Section 22(e) of the 1940 Act generally requires a fund to pay redemption proceeds to a redeeming shareholder within seven days 
of a tender for redemption. A fund’s prospectus should be reviewed to see if the fund has represented a shorter period of time 
for payment of redemption proceeds. 

3 In the Release, the SEC noted, for example, some shareholders may have regularly recurring liquidity needs, such as to meet 
monthly or more frequent payroll requirements. Others may have liquidity needs that are associated with particular annual 
events, such as holidays or tax payment deadlines.  

4 The Money Market Fund Reform Rules do not identify specific characteristics that should be addressed in a fund’s policies and 
procedures because the SEC believes that money market funds are in a better position to do so. For example, concurrent 
redemptions of several shareholders may have a material effect on a fund’s ability to satisfy redemptions even if the 
shareholders’ individual redemptions alone would not have such an effect.  

5 A money market fund using the amortized cost method will be able to treat as liquid a security that the fund can sell at a price 
that deviates from the security’s amortized cost value, as long as the price approximates the market-based value that the fund 
has ascribed to the security for purposes of determining its shadow price. Because the market-based value assigned by a money 
market fund to its securities is the measure that ultimately justifies the fund’s use of a stable net asset value, a money market 
fund should treat as illiquid any security that cannot be sold at a price approximating such market-based value.  

6 In footnote 262 of the Release, the SEC urged funds to adopt thresholds for testing frequency based, in part, on the amount of the 
deviation of the fund’s market-based net asset value per share from its amortized cost value per share similar to many funds’ 
thresholds for more frequent shadow pricing. The SEC stated that they would expect that if a fund’s shadow net asset value per 
share decreased to less than $0.9975, the fund would conduct stress tests at least every week, even if the fund stress tests less 
frequently under normal conditions. The SEC believes that more frequent testing would likely allow the fund to better understand 
and manage the risks to which the fund and its shareholders are exposed. 

7 Prior to the Money Market Fund Reform Rules, the exemption under Rule 17a-9 was only for the purchase of a portfolio security 
that was no longer an “eligible security.” This meant that if an “affiliate” of a fund wanted to purchase a fund’s portfolio security 
that was still an “eligible security,” the fund would need SEC exemptive relief from Section 17(a)(2) of the 1940 Act. 
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