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The following comments are submitted on behalf of Federated Investors, Inc.
(“Federated”) with respect to the Joint Notice of Proposed Rulemaking (“NPR”)
published by the Agencies in the F ederal Register on September 25,2006 relating to the
implementation of the Basel Committee on Banking Supervision’s Revised Framework
for International Capital Measurement and Capital Standards (“Basel ).

Federated’s comments relate solely to the impact of the NPR on the highest
quality money market mutual funds (“MMFs”).> F ederated, a major issuer of MMF S,
respectfully submits that the NPR would assign unreasonably high risk weights to top-
rated MMFs, and would therefore create a needless and undesirable disincentive for
institutions subject to Basel II to use these MMFs as a safe and efficient medium for
managing cash and holding temporary liquidity.

Top-rated MMFs have characteristics that distinguish them from all other types of
investment funds, including MMFs rated in lower categories. First, all MMFs are subject
to special rules of the Securities and Exchange Commission (“SEC”) intended to assure
the quality and liquidity of MMF portfolios. Second, MMFs, rated in the highest rating
category by the nationally recognized statistical rating organizations (“NRSROs”), must
satisfy additional demanding requirements of the rating agencies relating to the liquidity,
quality, maturity and diversification of the portfolio, as well as to the adequacy of
management and internal controls. For these reasons, Federated requests that the final
version of the Agencies rules implementing Basel II (the “Final Basel II Rules”)
recognize these special characteristics in the assignment of risk weights by affording top-
rated MMFs the same treatment as top-rated tranches of securitizations.

I. The Backeround of MMFs.

A. General.

MMFs are open-end management investment companies registered under the
Investment Company Act of 1940 (the “1940 Act”) that have as their investment

' Risk-Based Capital Standards: Advanced Capital Adequacy Framework and Market
Risk; Proposed Rules and Notices, 71 Fed. Reg. 55829 (Sept. 25, 2006) (“Basel II NPR”).

? These comments may be considered as responsive to Question 59 in the NPR, Basel I7
NPR, supra note 1, 71 Fed. Reg at 55899,
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objective the generation of income and preservation of capital and liquidity through
investment in short-term, high quality securities. First introduced in 1972, MMFs today
hold total assets of more than $2.3 trillion. MMFs offered by Federated hold total assets
in excess of $160 billion.

MMFs seek to maintain a stable share price, typically $1.00 per share, which has
encouraged investors to view MMFs as an alternative to bank deposits or checking
accounts, even though MMFs do not have federal deposit insurance. The SEC has

observed that “investors generally treat money market funds as cash investments.””

MMFs have been widely accepted by institutional investors. As the Investment
Company Institute has noted, corporations have shown a preference to outsource cash
management to MMFs rather than holding liquid securities directly.* By using MMFs
institutions are able to obtain daily liquidity at par, together with true daily choice,
flexibility and economies of scale that are unavailable through internal management of
their liquid assets.” As of year-end 2005, U.S. businesses held about 19 percent of their
short-term assets in MMFs.°

“Prime” MMFs typically invest in a variety of high-quality, short-duration
assets, such as commercial paper, medium-term notes, bankers’ acceptances, corporate
debt, and certificates of deposit, as well as obligations of the U.S. government and
government-sponsored agencies, and are hi ghly rated by the NRSROs. Other funds may
invest predominantly in U.S. Treasuries and obligations of government-sponsored
enterprises, or solely in Treasuries (“government” funds), or in a variety of municipal
securities (“municipal” funds). Government and municipal funds may also be rated by
the NRSROs. These comments address solely the NPR’s impact on those prime,
government and municipal funds that receive the highest ratings, typically Triple-A,
from the NRSROs

® Revisions to Rules Regulating Money Market F unds, Investment Company Act Rel. No.
21837 (Mar. 21, 1996, 61 Fed. Reg. 13955, 13957 (Mar. 28, 1996) (“Money Marker Rule

Revisions™).
* Investment Company Institute, Mutual Fund Fact Book at 30 (42d ed. 2002).
5 .

See id.

® Investment Company Institute, 2006 Investment Company Fact Book at 25 (46™ ed.
2006).
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B. SEC Regulations Governing MMFs.

Under the 1940 Act and its implementing rules, mutual funds generally are
required to value portfolio investments at market value (or if market values are not
readily available, at fair value) and to calculate current net asset value per share as the
basis for issuing or redeeming shares. However, the SEC has exempted MMFs alone
from this requirement in order to enable MMFs to maintain a stable share price by using
the “amortized cost” method of valuation or the “penny-rounding” method of pricing.
The SEC’s Rule 2a-7 under the 1940 Act’ effectively prohibits a registered investment
company from holding itself out to investors “as a money market fund or the equivalent
of a money market fund” (and thus from taking advantage of the exception that allows
MMFs to maintain a stable net asset value per share) unless it meets specified conditions
relating to portfolio maturity, portfolio quality, portfolio diversification, and portfolio
liquidity. These conditions may be summarized as follows®:

Portfolio Maturity. MMFs must maintain a dollar-weighted average portfolio
maturity appropriate to the objective of maintaining a stable net asset value per share.
They may not acquire any instrument having a remaining maturity of greater than 397
calendar days, and may not maintain a dollar-wej ghted average portfolio maturity of
more than 90 days.

Portfolio Quality. MMFs may purchase only securities that are denominated in
United States dollars, that pose minimal risk to the fund, and that qualify as “Eli gible
Securities” under the rule. “Eligible Securities” are defined generally as (1) securities
that are rated in one of the highest two short-term rating categories by a nationally
recognized statistical rating organization, or (2) comparable unrated securities. Such
securities must be determined by the fund’s board of directors to present minimal credit
risks. MMFs other than government and municipal MMFs may not have more than 5

7 Securities and Exchange Comm., Rules and Regulations Under the Investment
Company Act of 1940 §2a-7, 17 C.F.R. §270.2a-7.

5 A more detailed discussion of SEC Rule 2a-7, including a description of the amortized
cost and penny-rounding methodologies, is attached as Appendix A, together with the full
text of the rule.



ARNOLD & PORTER 1P

To the Agencies Addressed
March 8, 2007
Page 5

percent of their assets invested in Eli gible Securities that are not in the hi ghest rating
category.

Portfolio Diversification. Rule 2a-7 subjects MMFs to a variety of requirements
designed to limit the fund’s exposure to the credit risk of any single issuer.

Portfolio Liquidity. SEC rules also subject MMFs to stringent portfolio liquidity
standards. MMFs are limited to investing no more than 10 percent of their assets in
illiquid securities. The SEC considers a security to be illiquid if it cannot be disposed of
within seven days in the ordinary course of business at approximately the price at which
the fund has valued it.’

As a result of these SEC rules, an MMF is effectively precluded from investing in
securities having an equity risk, and as a consequence MMF's do not invest in equities.

C. The Rating of MMF Shares

Major NRSROs in the United States regularly rate MMFs, and their ratings
criteria build significantly on the requirements of SEC Rule 2a-7. Indeed, an important
aspect of the regular monitoring of MMFs by the rating agencies is to corroborate that the
requirements of Rule 2a-7 relating to credit quality, diversification, maturity and liquidity
are actually being observed. For an MMF to obtain a top rating, however, the NRSROs
will apply even more stringent requirements than Rule 2a-7. For example, while Rule 2a-
7 requires that an MMF maintain a wei ghted average maturity of 90 days or less in its
portfolios, both Standard & Poor’s and Fitch require a weighted average maturity of not
more than 60 days in order to obtain a triple-A rating. S&P states explicitly that

“there are significant differences between the minimum standards required by
Rule 2a-7 and Standard & Poor’s rating criteria for the highest rating categories.
In fact, a fund that meets the minimum regulatory requirement would at best
qualify for a ‘BBB,,” rating from Standard & Poor’s.”!°

o Money Market Rule Revisions, supra note 3, 61 Fed. Reg. at 13966.
"% Standard & Poor’s, Fund Ratings Criteria at 9-10 (2005).
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The NRSROs also go beyond the requirements of Rule 2a-7 by making their own
assessments of a fund’s policies, procedures, management and oversight.'' As Fitch
states, “‘an assessment of management’s qualifications and specific track record in
managing the fund under review. . . is an integral part of the fund rating process.”!?
Similarly, Moody’s will assess fund management, as well as the professional skills and
track record of the fund’s investment advisor, in addition to the fund’s operational
procedures and controls.'?

While all MMFs must satisfy the requirements of Rule 2a-7, only those that also
meet the most rigorous standards of the NRSROs are awarded the highest rating. As of
January 16, 2007:

¢ 41 percent of all MMFs, representing 45 percent of total MMF assets, have at
least one AAA rating;

® 19 percent of all MMFs, holding 21 percent of all MMF assets, are rated AAA by
S&P and Moody's; and

¢ 7 percent of all MMFs, holding 14 percent of all MMF assets, are rated AAA by
all three major rating agencies.'™

D. The Safety Record of MMFs.

MMFs that may invest in the full range of securities permitted by Rule 2a-7 have
had an impressive record of safety for over 34 years. The vast majority of such funds
have never invested in any money market instrument that did not pay off at maturity.
While there have been relatively isolated circumstances in which an MMF has
experienced the potential for deviations between its stabilized share price and its market
based per share net asset value by virtue of its investments in all but one of such instances

" We have attached at Appendix B excerpts from publications of F itch, Moody’s and
Standard & Poor’s describing their processes and requirements for rating MMFs.

2 Fitch Ratings, U.S. Money Market Fund Ratings, p. 5 (March 3, 2006).

1 Moody’s Investor Services, Moody’s Managed Funds Credit Quality Ratings
Methodolgy, p.4 (June 2004)

" See Appendix C
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the funds’ investment advisers have purchased the distressed or defaulted securities from
their funds at their amortized cost value, plus accrued interest, or have contributed capital
to the fund to maintain the constant share price." Despite these incidents, “no individual
investor has ever lost money in a modern money market fund.”!®

Most important for the purposes of the Basel II NPR, no investor, individual or
institutional, has ever lost money in a top-rated prime, government or municipal
MMF.

II. The NPR’s Treatment of MMFs,

A. The Look-Through Approach

The NPR defines four categories of asset exposures: wholesale credit, retail
credit, securitizations, and equities.'” Shares in an “investment fund”'® are treated as
equities.'” While equities are generally risk-weighted at 300 percent, if they are publicly
traded, or 400 percent, if they are not publicly traded, the NPR has proposed, in Section
54, special rules for equity exposures to investment funds.?° Specifically, the NPR
proposes to adopt a “look-through” approach with respect to shares in an investment

15 Money Market Rule Revisions, supra, 61 Fed Reg. at 13972 n.162. While MMF
sponsors do not provide credit backing for their funds, Federated maintains uncommitted
backup liquidity lines for various of its mutual funds with two different hi gh quality
banks.

e iMoneyNet, “Money Fund Basics,” (available at
http://www.imoneynet.com/measics.htm) (accessed January 4, 2006).

"7 Basel Il NPR, supra, 71 Fed. Reg. at 55858-60.

' An “investment fund” is defined as a company “(1) all or substantially all of the assets
of which are financial assets; and (2) that has no material liabilities.” Basel I NPR,
supra, 71 Fed. Reg. at 55917.

1 Although the NPR treats shares in investment funds as equities, it should be noted that
the NPR definition of an “equity exposure” excludes ownership interests that are
“redeemable.: Basel NPR, supra, 71 Fed. Reg at 55915. All MMF shares are fully
redeemable.

** Basel I NPR, supra, 71 Fed. Reg. at 55945.
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fund, so that the actual risk weighting for such shares would be based on the risk
weightings for the exposures held or potentially held in the fund’s portfolio. The NPR
sets out three available methodologies:

The “Full Look-Through” Approach. This is essentially a weighted-average
approach based on the fund’s actual holdings. A bank may risk-weight its holding of
fund shares as the greater of (1) the product of (i) the risk wei ghts for each of the
securities held by the fund (calculated as if they were held directly by the bank), and (ii)
the bank’s proportional ownership share of the fund, or (2) 7 percent of the carrying value
of the bank’s interest in the fund.

The Simple Modified Look-Ti hrough Approach. Where the bank cannot
determine the composition of the fund, the risk weight for the bank’s holding of fund
shares would be the greater of the carrying value of the bank’s interest times (1) the
highest risk weight?! applicable to any exposure the fund is permitted to hold, or (2) 7
percent.

The Alternative Modified Look-T. hrough Approach. Under this approach the
bank may risk-weight its fund shares on a pro rata assignment of risk weights applicable
to the fund’s holdings based on the investment limits in the fund’s prospectus. If the sum
of the investment limits exceeds 100 percent, the bank must assume that the fund invests
to the maximum extent permitted in the assets with the highest risk weights, and then
continues to make investments in assets with the next highest weight, and so on.
However, the aggregate risk wei ght for the fund shares may not be less than 7 percent.

While these approaches may serve well for investment funds holding equities, or
for MMFs that do not enjoy the hi ghest ratings of the NRSROs, they significant penalize
top-rated, prime MMFs, as well as MMFs holding only governments.

First, the “look-through™ approaches would impose unduly high risk weights on
the shares of top-rated prime or municipal MMFs in any case where these approaches
would result in an overall weighted average risk weighting in excess of 7 percent. This
would be the case under the “full look-through™ approach, for example, where more than

*! As determined by reference to Table 10 in the NPR, “Modified Look-Through
Approaches for Equity Exposures to Investment F unds,” Basel II NPR, supra, 71 Fed.
Reg. at 55946.
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35 percent of the fund’s portfolio consisted of investments in securities having a risk
weight of 20 percent. It would also be the case under the other two approaches where the
fund’s prospectus permitted unlimited investments in securities having a 20 percent risk
weight.

The results with regard to government funds are €ven more onerous, since such
funds invest predominantly, if not entirely,” in assets having a zero percent risk
weighting, such as obligations of the U.S. government. In such cases, a “look-through”
risk weighting of the fund shares would likely be less than 7 percent. Federated knows of
no empirical basis for imposing a 7 percent minimum risk weighting on such shares, thus
treating them as having a risk characteristic greater than the risks in the fund’s portfolio.

III. A Proposed Alternative Treatment for MMFs.

Federated proposes and requests that the Final Basel II Rule exclude from the
treatment otherwise provided for exposures to investment funds MMFs that com}gly with
the SEC’s Rule 2a-7* and that are rated in the highest category by the NRSROs.2*

Specifically, Federated requests:

® That shares in prime MMFs rated in the hi ghest rating grade by an NRSRO
be assigned a risk weighting of 7 percent -- equivalent to that applicable to
comparably rated securitization exposures; and

¢ That shares in government and municipal funds rated in the highest rating
grade by an NRSRO be assigned a risk weighting calculated under one of the
“look-through” approaches, but not more than 7 percent.

* Federated’s U.S. Treasury Cash Reserves and Government Obligations Tax-Managed
Funds, for example, invest only in short-term U.S. Treasury or agency securities.

* As indicated above, an investment fund subject to the SEC’s jurisdiction cannot hold
itself out as a money market mutual fund unless it is in compliance with Rule 2a-7.

** It should be emphasized that Federated is not urging this treatment for investment
funds generally or for MMFs that do not enjoy the highest rating of the NRSROs.
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We have set forth in Appendix D suggested amendments to Section 54 that would
accomplish this alteration.

Federated believes that there are a number of compelling reasons for the Agencies
to adopt the approach we have suggested:

Most important, by using compliance with the SEC rule governing MMFs,
as well as the attainment of the highest rating category of an NRSRO, as
criteria for eligibility for special treatment for these MMFs, the Agencies
would have an extremely strong basis for distinguishing the highest quality,
least risky MMFs from other types of investment funds that may present
greater risk characteristics or equity-like exposures. Moreover, by
conditioning such special treatment on the requirements that an MMF both
comply with Rule 2a-7 and maintain the hi ghest rating grade, the Agencies
can be comfortable that an investment in the shares of such an MMF does
not present any market, credit, liquidity, or operational risk greater than that
implied by a 7 percent risk weighting.

Moreover, the treatment we propose would put qualifying MMFs on a par
with the most highly rated senior securitization tranches, which the NPR
affords a 7 percent risk wei ghting. This treatment of securitizations reflects
the fact that the risks involved in holding senior tranches are mitigated by
the existence of subordinate tranches, notwithstanding the risk
characteristics of the underlying securities. It also reco gnizes the inherent
difficulty of risk-wei ghting a security that represents an interest in an
underlying pool. While prime MMFs do not have the protection of
subordinated interests, they must meet stringent standards of quality,
maturity, diversification and liquidity both under the SEC rule and in order
to obtain an NRSRO rating comparable to that of the highest-rated
securitizations.

Highly-rated MMFs can serve an extremely important role for banks by
providing them with a safe, proven and efficient cash management tool. The
diversification that can be achieved through the use of an MMF diminishes,
and does not increase, risk.
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¢ While banks can hold directly the same investments that are permissible for
MMFs, there are likely to be greater transaction costs involved, and thus
greater inefficiencies, for a bank to attempt to achieve the same
diversification as is available through an MMF. The Agencies should not
create a needless disincentive for banks to forego the efficiencies and
diversification that can be realized through MMFs.

¢ Finally, by assigning a flat 7 percent risk weight based on the top rating of
an NRSRO, the rule would eliminate the cost and burden of having to risk-
weight separately each of the hundreds of securities held in an MMF’s
portfolio. We understand that a similar concern was one of the
considerations that led to the flat 7 percent charge on top-rated
securitizations, and it is equally applicable with respect to MMFs.?

Respectfully submitted,

Arnold & Porter LLP

By: Q}"f/ﬁm% W ‘///

ﬂfohn D. Hawke, Jr.

Attorneys for Federated Investors, Inc.

* Federated provides institutional investors in its MMFs with month-end reports on the
makeup of the funds’ portfolios. An example of such a report is attached as Appendix E.



APPENDIX A

The SEC’s Rule 2a-7

The essence of MMFs is their ability to maintain a constant share price -- generally $1.00 --
notwithstanding the requirements in section 2(a)(41) of the 1940 Act, 15 U.S.C. §80a-2(a)(41)
and the SEC rules implementing that section, 17 C.F.R. §§270.2a-4 and 270.22¢-1, that mutual
funds generally value portfolio investments at market value (or if market values are not readily
available, at fair value) and that sales, redemptions or repurchases of mutual fund shares be
effected at net asset value per share.

Under the SEC’s Rule 2a-7, MMFs may use either of two alternative methodologies for
establishing the price or redemption value of their shares -- the Amortized Cost Method or the
Penny-Rounding Method. Under the Amortized Cost Method, portfolio securities are valued at
the fund’s acquisition cost as adjusted for amortization of premium or accretion of discount,
rather than at their value based on current market factors. 17 C.F.R §2a-7(a)(2). Under the
Penny-Rounding Method shares are priced for purposes of distribution, redemption and
repurchase at net asset value or amortized cost rounded to the nearest one percent, or one cent on
a share value of a dollar. 17 C.F.R §270.2a-7(a)(18).

While Rule 2a-7 does not expressly define MMFs, it provides a comprehensive legal
framework for MMFs, both by conditioning a fund’s ability to hold itself out as an MMF and by
conditioning the fund’s ability to use one of the methodologies described above in order to
maintain a constant price per share.

Holding Out as an MMF. Rule 2a-7(b)(1) makes it an untrue statement of material fact for
a fund to be held out “as a money market fund or the equivalent” unless specified conditions
relating to portfolio maturity, quality and diversification (the “2a-7 Conditions”) are satisfied,
and Rule 2a-7(b)(2) and (3) state that it shall constitute “the use of a materially deceptive or
misleading name or title” for a fund to use the term “money market” as part of its name, or to
suggest that it is a money market fund by using such terms as “cash,” “liquid,” “money,” “ready
assets,” or the like unless the 2a-7 Conditions are satisfied.

Share Price Calculations. Rule 2a-7(c) provides an exemption from the standard
requirement that fund shares be priced at net asset value so long as the 2a-7 Conditions are
satisfied; and provided further that the fund’s board “determine, in good faith, that it is in the
best interests of the fund and its shareholders to maintain a stable net asset value per share” by
using one of the methodologies described above, and that the fund “will continue to use such
method only so long as the board of directors believes that it fairly reflects the market-based net
asset value per share.”

The 2a-7 Conditions.

Portfolio Maturity. MMFs must maintain a dollar-weighted average portfolio maturity
appropriate to their objective of maintaining a stable net asset value per share. However, they



may not (i) acquire an instrument with a remaining maturity greater than 397 days, or (ii)
maintain a dollar-weighted average portfolio maturity greater than 90 days.

Portfolio Quality. Rule 2a7’s conditions relating to portfolio quality are complex and
extensive. Generally speaking, however, MMFs must limit their portfolios to U.S. dollar-
denominated securities that their boards have determined to present minimal credit risks, and
that:

* Arerated in one of the two highest short-term rating categories by a
nationally recognized statistical rating organization (provided that not
more of 5 percent of the assets of a taxable fund my be invested in
securities not in the highest rating category);

¢ Ifunrated, are of comparable quality to a security meeting the
requirements for a rating in one of the two highest categories;

® Arerated asset-backed securities;
® Are subject to a rated guarantee or are guaranteed by a rated guarantor; or
* Are fully-collateralized repurchase agreements.

Portfolio Diversification. Rule 2a-7’s conditions on diversification are also complex
and extensive. Generally speaking, however, MMFs may not invest more than 5 percent of their
total assets in the securities of a single issuer. In the case of securities not in the highest rating
category, MMFs are further limited to investing not more than the greater of one percent of their
total assets or $1 million in the securities of a single issuer.

Downgrades and Defaults. If the rating of a portfolio security held by an MMF is
downgraded (or if the fund’s board determines that an unrated security is no longer of
comparable quality), the fund’s board must, unless the security is disposed of with five business
days, promptly reassess whether the security continues to present minimal credit risks and take
such action as it determines to be in the best interest of the fund and its shareholders.

If there is a default with respect to a portfolio security, or if a security ceases to be eligible
for investment by an MMF or no longer presents minimal credit risks, or if there is an event of
insolvency on the part of the issuer or guarantor, the MMF must generally dispose of the security
as soon as practicable. If such default or event account for more than one-half of one percent of
the fund’s assets, the fund must promptly notify the SEC and describe the actions in intends to
take.

The Text of Rule 2a-7. The full text of Rule 2a-7 follows:




§ 270.2a-7 Money market funds.

(a) Definitions. (1) Acquisition (or Acquire)
means any purchase or subsequent
rollover (but does not include the failure to exercise
a Demand Feature).

(2) Amortized Cost Method of valuation
means the method of calculating an investment
company’s net asset value whereby portfolio
securities are valued a the fund’s Acquisition cost as
adjusted or amortization of premium or
accretion of discount rather than at
their value based on current market
factors.

(3) Asset Backed Security means a
fixed income security (other than a
Government security) issued by a Special
Purpose Entity (as defined in this
paragraph), substantially all of the assets
which consist of Qualifying Assets
(as defined in this paragraph). Special
Purpose Entity means a trust, corporation,
partnership or other entity organized
for the sole purpose of issuing securities
that entitle their holders to receive
payments that depend primarily
on the cash flow from Qualifying Assets,
but does not include a registered
investment company. Qualifying Assets
means financial assets, either fixed or
revolving, that by their terms convert
into cash within a finite time period,
plus any rights or other assets designed
to assure the servicing or timely distribution
of proceeds to security holders.

(4) Business Day means any day, other
than Saturday, Sunday, or any customary
business holiday.

(5) Collateralized Fully means
““Collateralized Fully”’ as defined in
§ 270.5b-3(cX(1).

(6) Conditional Demand Feature means
a Demand Feature that is not an Unconditional
Demand Feature. A Conditional
Demand Feature is not a Guarantee.

(7) Conduit Security means a security
issued by a Municipal Issuer (as defined
in this paragraph) involving an arrangement
or agreement entered into, drectly or indirectly,
with a person other than a Municipal Issuer, which
arrangement or agreement provides for
or secures repayment of the security.
Municipal Issuer means a state or territory
of the United States (including
the District of Columbia), or any political
subdivision or public instrumentality

of a state or territory of the
United States. A Conduit Security does
not include a security that is:

(1) Fully and unconditionally guaranteed
by a Municipal Issuer; or

(ii) Payable from the general revenues
of the Municipal Issuer or other
Municipal Issuers (other than those
revenues derived from an agreement or
arrangement with a person who is not
a Municipal Issuer that provides for or
secures repayment of the security
issued by the Municipal Issuer); or

(iii) Related to a project owned and
operated by a Municipal Issuer; or

(iv) Related to a facility leased to
and under the control of an industrial
or commercial enterprise that is part
of a public project which, as a whole, is
owned and under the control of a Municipal
Issuer.

(8) Demand Feature means:

(1) A feature permitting the holder of
a security to sell the security at an exercise
price equal to the approximate amortized cost of the
security plus accrued interest, if any, at the time of
exercise. A Demand Feature must be
exercisable either:

(A) At any time on no more than 30
calendar days’ notice; or

(B) At specified intervals not exceeding
397 calendar days and upon no more
than 30 calendar days’ notice; or

(ii) A feature permitting the holder
of an Asset Backed Security unconditionally
to receive principal and interest
within 397 calendar days of making
demand.

(9) Demand Feature Issued By A Non-
Controlled Person means a Demand Feature
issued by:

(1) A person that, directly or indirectly,
does not control, and is not controlled
by or under common control
with the issuer of the security subject
to the Demand Feature (control means
““control” as defined in section 2(a)(9)
of the Act (15 U.S.C. 80a-2(a)(9)); or

(i) A sponsor of a Special Purpose
Entity with respect to an Asset Backed
Security.

(10) Eligible Security means:

(i) A Rated Security with a remaining
maturity of 397 calendar days or
less that has received a rating from the
Requisite NRSROs in one of the two



highest short-term rating categories
(within which there may be sub-categories
or gradations indicating relative
standing); or

(ii) An Unrated Security that is of
comparable quality to a security meeting
the requirements for a Rated Security
in paragraph (a)(10)(i) of this section,
as determined by the money market
fund’s board of directors; Provided,
however, that:

(A) A security that at the time of
issuance had a remaining maturity of
more than 397 calendar days but that
has a remaining maturity of 397 calendar
days or less and that is an
Unrated Security is not an Eligible Security
if the security has received a
long-term rating from any NRSRO that
is not within the NRSRO’s three highest
long-term ratings categories (within
which there may be sub-categories
or gradations indicating relative standing),
unless the security has received a
long-term rating from the Requisite
NRSROs in one of the three highest
rating categories;

(B) An Asset Backed Security (other
than an Asset Backed Security substantially
all of whose Qualifying Assets
consist of obligations of one or
more Municipal Issuers, as that term is
defined in paragraph (a)(7) of this section)
shall not be an Eligible Security
unless it has received a rating from an
NRSRO.

(iil) In addition, in the case of a security
that is subject to a Demand Feature
or Guarantee:

(A) The Guarantee has received a rating
from an NRSRO or the Guarantee
is issued by a guarantor that has received
a rating from an NRSRO with
respect to a class of debt obligations
(or any debt obligation within that
class) that is comparable in priority
and security to the Guarantee, unless:

(/) The Guarantee is issued by a person
that, directly or indirectly, controls,
is controlled by or is under common
control with the issuer of the security
subject to the Guarantee (other
than a sponsor of a Special Purpose Entity
with respect to an Asset Backed
Security);

(2) The security subject to the Guarantee

is a repurchase agreement that is
Collateralized Fully; or

(3) The Guarantee is itself a Government
Security; and

(B) The issuer of the Demand Feature
or Guarantee, or another institution,
has undertaken promptly to notify the
holder of the security in the event the
Demand Feature or Guarantee is substituted
with another Demand Feature
or Guarantee (if such substitution is
permissible under the terms of the Demand
Feature or Guarantee).

(11) Event of Insolvency means *‘Event
of Insolvency’’ as defined in § 270.5b—
3(c)2).

(12) First Tier Security means any Eligible
Security that:

(1) Is a Rated Security that has received
a short-term rating from the
Requisite NRSROs in the highest
short-term rating category for debt obligations
(within which there may be
sub-categories or gradations indicating
relative standing); or

(i) Is an Unrated Security that is of
comparable quality to a security meeting
the requirements for a Rated Security
in paragraph (a)(12)(i) of this section,
as determined by the fund’s board
of directors; or

(iii) Is a security issued by a registered
investment company that is a
money market fund; or

(iv) Is a Government Security.

(13) Floating Rate Security means a security
the terms of which provide for
the adjustment of its interest rate
whenever a specified interest rate
changes and that, at any time until the
final maturity of the instrament or the
period remaining until the principal
amount can be recovered through demand,
can reasonably be expected to
have a market value that approximates
its amortized cost.

(14) Government Security means any
“Government security”’ as defined in
section 2(a)(16) of the Act (15 U.S.C.
80a-2(a)(16)).

(15) Guarantee means an unconditional
obligation of a person other than
the issuer of the security to undertake
to pay, upon presentment by the holder
of the Guarantee (if required), the principal
amount of the underlying security



plus accrued interest when due or

upon default, or, in the case of an Unconditional
Demand Feature, an obligation

that entitles the holder to receive

upon exercise the approximate

amortized cost of the underlying security
or securities, plus accrued interest,

if any. A Guarantee includes a letter

of credit, financial guaranty (bond)
insurance, and an Unconditional Demand
Feature (other than an Unconditional
Demand Feature provided by the

issuer of the security).

(16) Guarantee Issued By A Non-Controlled

Person means a Guarantee issued
by:

(1) A person that, directly or indirectly,
does not control, and is not controlied
by or under common control
with the issuer of the security subject
to the Guarantee (control means ““control”’
as defined in section 2(a)(9) of the
Act (15 U.S.C. 80a-2(a)(9)); or

(i1) A sponsor of a Special Purpose
Entity with respect to an Asset Backed
Security.

(17) NRSRO means any nationally
recognized statistical rating organization,
as that term is used in paragraphs
(©)(2)(vi)(E), (F) and (H) of § 240.15¢3-1 of
this Chapter, that is not an ““affiliated
person,”’ as defined in section 2(a)(3)(C)
of the Act (15 U.S.C. 80a-2(a)(3)(C)), of
the issuer of, or any insurer or provider
of credit support for, the security.

(18) Penny-Rounding Method of pricing
means the method of computing an
investment company’s price per share
for purposes of distribution, redemption
and repurchase whereby the current
net asset value per share is rounded
to the nearest one percent.

(19) Rated Security means a security
that meets the requirements of paragraphs
(2)(19)(i) or (ii) of this section,
in each case subject to paragraph
(a)(19)(iii) of this section:

(1) The security has received a short-term
rating from an NRSRO, or has
been issued by an issuer that has received
a short-term rating from an
NRSRO with respect to a class of debt
obligations (or any debt obligation
within that class) that is comparable
in priority and security with the security;
or

(i) The security is subject to a Guarantee
that has received a short-term
rating from an NRSRO, or a Guarantee
issued by a guarantor that has received
a short-term rating from an NRSRO
with respect to a class of debt obligations
(or any debt obligation within
that class) that is comparable in priority
and security with the Guarantee;
but

(iii) A security is not a Rated Security
if it is subject to an external credit
support agreement (including an arrangement
by which the security has
become a Refunded Security) that was
not in effect when the security was assigned
its rating, unless the security
has received a short-term rating reflecting
the existence of the credit support
agreement as provided in paragraph
(a)(19)(i) of this section, or the
credit support agreement with respect
to the security has received a short-term
rating as provided in paragraph
(a)(19)(i1) of this section.

(20) Refunded Security means *‘Refunded
Security’” as defined in § 270.5b-
3(cx4).

(21) Requisite NRSROs means:

(i) Any two NRSROs that have issued
a rating with respect to a security or
class of debt obligations of an issuer; or

(i) If only one NRSRO has issued a
rating with respect to such security or
class of debt obligations of an issuer at
the time the fund acquires the security,
that NRSRO.

(22) Second Tier Security means any
Eligible Security that is not a First
Tier Security. Second Tier Conduir Security
means any Conduit Security that
is an Eligible Security that is not a
First Tier Security.

(23) Single State Fund means a Tax
Exempt Fund that holds itself out as
seeking to maximize the amount of its
distributed income that is exempt from
the income taxes or other taxes on investments
of a particular state and,
where applicable, subdivisions thereof.

(24) Tax Exempt Fund means any
money market fund that holds itself
out as distributing income exempt
from regular federal income tax.

(25) Total Assets means, with respect
to a money market fund using the Amortized



Cost Method, the total amortized

cost of its assets and, with respect

to any other money market fund,

the total market-based value of its assets.

(26} Unconditional Demand Feature
means a Demand Feature that by its
terms would be readily exercisable in
the event of a default in payment of
principal or interest on the underlying
security or securities.

(27) United States Dollar-Denominated
means, with reference to a security,
that all principal and interest payments
on such security are payable to
security holders in United States dollars
under all circumstances and that
the interest rate of, the principal
amount to be repaid, and the timing of
payments related to such security do
not vary or float with the value of a
foreign currency, the rate of interest
payable on foreign currency borrowings,
or with any other interest
rate or index expressed in a currency
other than United States dollars.

(28) Unrated Security means a security
that is not a Rated Security.

(29) Variable Rate Security means a security
the terms of which provide for
the adjustment of its interest rate on
set dates (such as the last day of a
month or calendar quarter) and that,
upon each adjustment until the final
maturity of the instrument or the period
remaining until the principal
amount can be recovered through demand,
can reasonably be expected to
have a market value that approximates
its amortized cost.

(b) Holding Out and Use of Names and
Titles. (1) It shall be an untrue statement
of material fact within the meaning
of section 34(b) of the Act (15 U.S.C.
80a-33(b)) for a registered investment
company, in any registration statement,
application, report, account,
record, or other document filed or
transmitted pursuant to the Act, including
any advertisement, pamphlet,
circular, form letter, or other sales literature
addressed to or intended for
distribution to prospective investors
that is required to be filed with the
Commission by section 24(b) of the Act
(15 U.S.C. 80a-24(b)), to hold itself out
to investors as a money market fund or

the equivalent of a money market

fund, unless such registered investment
company meets the conditions of paragraphs
(€)X(2), (c)(3) and (c)(4) of this

section.

(2) It shall constitute the use of a
materially deceptive or misleading
name or title within the meaning of
section 35(d) of the Act (15 U.S.C. 80a-
34(d)) for a registered investment company
to adopt the term ‘‘money market’’
as part of its name or title or the
name or title of any redeemable securities
of which it is the issuer, or to
adopt a name that suggests that it is a
money market fund or the equivalent
of a money market fund, unless such
registered investment company meets
the conditions of paragraphs (c)(2),

(€)(3), and (c)(4) of this section.

(3) For purposes of this paragraph, a
name that suggests that a registered
investment company is a money market
fund or the equivalent thereof shall
include one that uses such terms as
““cash,” ““liquid,”’ “‘money,”” “‘ready assets”’
or similar terms.

(c) Share Price Calculations. The current
price per share, for purposes of
distribution, redemption and repurchase,
of any redeemable security
issued by any registered investment
company (‘‘money market fund”’ or
““fund’’), notwithstanding the requirements
of section 2(a)(41) of the Act (15
U.S.C. 80a-2(a)(41)) and of §§ 270.2a-4 and
270.22¢-1 thereunder, may be computed
by use of the Amortized Cost Method
or the Penny-Rounding Method; Provided,
however, that:

(1) Board Findings. The board of directors
of the money market fund shall
determine, in good faith, that it is in
the best interests of the fund and its
shareholders to maintain a stable net
asset value per share or stable price per
share, by virtue of either the Amortized
Cost Method or the Penny-Rounding
Method, and that the money market
fund will continue to use such
method only so long as the board of directors
believes that it fairly reflects
the market-based net asset value per
share.

(2) Portfolio Maturity. The money
market fund shall maintain a dollar-weighted



average portfolio maturity

appropriate to its objective of maintaining

a stable net asset value per

share or price per share; Provided, however,
that the money market fund will

not:

(i) Except as provided in paragraph
()(2)(ii) of this section, Acquire any instrument
with a remaining maturity of
greater than 397 calendar days; or

(i1) In the case of a money market
fund not using the Amortized Cost
Method, Acquire a Government Security
with a remaining maturity of
greater than 762 calendar days; or

(iii) Maintain a dollar-weighted average
portfolio maturity that exceeds
ninety days.

(3) Portfolio Quality—i) General. The
money market fund shall limit its
portfolio investments to those United
States Dollar-Denominated securities
that the fund’s board of directors determines
present minimal credit risks
(which determination must be based on
factors pertaining to credit quality in
addition to any rating assigned to such
securities by an NRSRO) and that are
at the time of Acquisition Eligible Securities.

(ii) Second Tier Securities. Immediately
after the Acquisition of any
Second Tier Security:

(A) Taxable Funds. A money market
fund that is not a Tax Exempt Fund
shall not have invested more than five
percent of its Total Assets in securities
that are Second Tier Securities; and

(B) Tax Exempr Funds. A money market
fund that is a Tax Exempt Fund
shall not have invested more than five
percent of its Total Assets in Conduit
Securities that are Second Tier Conduit
Securities.

(iii) Securities Subject to Guarantees. A
security that is subject to a Guarantee
may be determined to be an Eligible
Security or a First Tier Security based
solely on whether the Guarantee is an
Eligible Security or First Tier Security,
as the case may be.

(iv) Securities Subject to Conditional
Demand Features. A security that is
subject to a Conditional Demand Feature
(““Underlying Security’’) may be
determined to be an Eligible Security
or a First Tier Security only if:

(A) The Conditional Demand Feature
is an Eligible Security or First Tier Security,
as the case may be;

(B) At the time of the Acquisition of
the Underlying Security, the money
market fund’s board of directors has
determined that there is minimal risk
that the circumstances that would result
in the Conditional Demand Feature
not being exercisable will occur;
and

(1) The conditions limiting exercise
either can be monitored readily by the
fund, or relate to the taxability, under
federal, state or local law, of the interest
payments on the security; or

(2) The terms of the Conditional Demand
Feature require that the fund
will receive notice of the occurrence of
the condition and the opportunity to
exercise the Demand Feature in accordance
with its terms; and

(C) The Underlying Security or any
Guarantee of such security (or the debt
securities of the issuer of the Underlying
Security or Guarantee that are
comparable in priority and security
with the Underlying Security or Guarantee)
has received either a short-term
rating or a long-term rating, as the
case may be, from the Requisite
NRSROs within the NRSROs’ two highest
short-term or long-term rating categories
(within which there may be
sub-categories or gradations indicating
relative standing) or, if unrated, is determined
to be of comparable quality
by the money market fund’s board of
directors to a security that has received
a rating from the Requisite
NRSROs within the NRSROs’ two highest
short-term or long-term rating categories,
as the case may be.

(4) Portfolio Diversification— (i) Issuer
Diversification. The money market fund
shall be diversified with respect to
issuers of securities Acquired by the
fund as provided in paragraphs (c)(4)(i)
and (c)(4)(ii) of this section, other than
with respect to Government Securities
and securities subject to a Guarantee
Issued By A Non-Controlled Person.

(A) Taxable and National Funds. Immediately
after the Acquisition of any
security, a money market fund other
than a Single State Fund shall not



have invested more than five percent of
its Total Assets in securities issued by
the issuer of the security; Provided,
however, that such a fund may invest
up to twenty-five percent of its Total
Assets in the First Tier Securities of a
single issuer for a period of up to three
Business Days after the Acquisition
thereof; Provided, further, that the fund
may not invest in the securities of

more than one issuer in accordance
with the foregoing proviso in this paragraph
at any time.

(B) Single State Funds. With respect
to seventy-five percent of its Total Assets,
immediately after the Acquisition
of any security, a Single State Fund
shall not have invested more than five
percent of its Total Assets in securities
issued by the issuer of the security;
Provided, however, that a Single State
Fund shall not invest more than five
percent of its Total Assets in securities
issued by the issuer of the security unless
the securities are First Tier Securities.

(C) Second Tier Securities—(1) Taxable
Funds. Immediately after the Acquisition
of any Second Tier Security, a
money market fund that is not a Tax
Exempt Fund shall not have invested
more than the greater of one percent of
its Total Assets or one million dollars
in securities issued by that issuer that
are Second Tier Securities.

(2) Tax Exempt Funds. Immediately
after the Acquisition of any Second
Tier Conduit Security, a money market
fund that is a Tax Exempt Fund
shall not have invested more than the
greater of one percent of its Total Assets
or one million dollars in securities
issued by that issuer that are Second
Tier Conduit Securities.

(ii) Issuer Diversification Calculations.
For purposes of making calculations
under paragraph (c)(4)(i) of this section:

(A) Repurchase Agreements. The Acquisition
of a repurchase agreement
may be deemed to be an Acquisition of
the underlying securities, provided the
obligation of the seller to repurchase
the securities from the money market
fund is Collateralized Fully.

(B) Refunded Securities. The Acquisition
of a Refunded Security shall be
deemed to be an Acquisition of the

escrowed Government Securities.
(C) Conduit Securities. A Conduit Security
shall be deemed to be issued by
the person (other than the Municipal
Issuer) ultimately responsible for payments
of interest and principal on the
security.
(D) Asset Backed Securities—(1) General.
An Asset Backed Security Acquired
by a fund (“‘Primary ABS”")
shall be deemed to be issued by the
Special Purpose Entity that issued the
Asset Backed Security, Provided, however:
() Holdings of Primary ABS. Any person
whose obligations constitute ten
percent or more of the principal
amount of the Qualifying Assets of the
Primary ABS (‘“Ten Percent Obligor™)
shall be deemed to be an issuer of the
portion of the Primary ABS such obligations
represent; and
(i) Holdings of Secondary ABS. If a
Ten Percent Obligor of a Primary ABS
is itself a Special Purpose Entity
issuing Asset Backed Securities (*‘Secondary
ABS”), any Ten Percent Obligor
of such Secondary ABS also shall
be deemed to be an issuer of the portion
of the Primary ABS that such Ten
Percent Obligor represents.
(2) Restricted Special Purpose Entities.
A Ten Percent Obligor with respect to
a Primary or Secondary ABS shall not
be deemed to have issued any portion
of the assets of a Primary ABS as provided
in paragraph (c)(4)(ii)(D)(7) of
this section if that Ten Percent Obligor
is itself a Special Purpose Entity
issuing Asset Backed Securities (‘‘Restricted
Special Purpose Entity’”), and
the securities that it issues (other than
securities issued to a company that
controls, or is controlled by or under
common control with, the Restricted
Special Purpose Entity and which is
not itself a Special Purpose Entity
issuing Asset Backed Securities) are
held by only one other Special Purpose
Entity.
(3) Demand Features and Guarantees.
In the case of a Ten Percent Obligor
deemed to be an issuer, the fund shall
satisfy the diversification requirements
of paragraph (c)(4)(iii) of this
section with respect to any Demand
Feature or Guarantee to which the Ten



Percent Obligor’s obligations are subject.

(E) Shares of Other Money Market
Funds. A money market fund that Acquires
shares issued by another money
market fund in an amount that would
otherwise be prohibited by paragraph
(c)(4)(i) of this section shall nonetheless
be deemed in compliance with this
section if the board of directors of the
Acquiring money market fund reasonably
believes that the fund in which it
has invested is in compliance with this
section.

(iii) Diversification Rules for Demand
Features and Guarantees. The money
market fund shall be diversified with
respect to Demand Features and Guarantees
Acquired by the fund as provided
in paragraphs (c)(4)(iii) and
(c)(4)(iv) of this section, other than with
respect to a Demand Feature issued by
the same institution that issued the
underlying security, or with respect to
a Guarantee or Demand Feature that is
itself a Government Security.

(A) General. Immediately after the
Acquisition of any Demand Feature or
Guarantee or security subject to a Demand
Feature or Guarantee, a money
market fund, with respect to seventy five
percent of its Total Assets, shall
not have invested more than ten percent
of its Total Assets in securities
issued by or subject to Demand Features
or Guarantees from the institution
that issued the Demand Feature
or Guarantee, subject to paragraphs
(c)(4)(ii) (B) and (C) of this section.

(B) Second Tier Demand Features or

Guarantees. Immediately after the Acquisition

of any Demand Feature or
Guarantee (or a security after giving
effect to the Demand Feature or Guarantee)
that is a Second Tier Security, a
money market fund shall not have invested
more than five percent of its
Total Assets in securities issued by or
subject to Demand Features or Guarantees
from the institution that issued
the Demand Feature or Guarantee.

(C) Demand Features or Guarantees

Issued by Non-Controlled Persons. Immediately

after the Acquisition of any security
subject to a Demand Feature or
Guarantee, a money market fund shall
not have invested more than ten percent

of its Total Assets in securities

issued by, or subject to Demand Features
or Guarantees from the institution

that issued the Demand Feature

or Guarantee, unless, with respect to
any security subject to Demand Features
or Guarantees from that institution
(other than securities issued by

such institution), the Demand Feature
or Guarantee is a Demand Feature or
Guarantee Issued By A Non-Controlled
Person.

(iv) Demand Feature and Guarantee
Diversification Calculations—(A) Fractional
Demand Features or Guarantees.

In the case of a security subject to a
Demand Feature or Guarantee from an
institution by which the institution
guarantees a specified portion of the
value of the security, the institution

shall be deemed to guarantee the specified
portion thereof.

(B) Layered Demand Features or Guarantees.

In the case of a security subject

to Demand Features or Guarantees

from multiple institutions that have

not limited the extent of their obligations

as described in paragraph

(©)(@)(iv)(A) of this section, each institution
shall be deemed to have provided

the Demand Feature or Guarantee

with respect to the entire principal

amount of the security.

(v) Diversification Safe Harbor. A
money market fund that satisfies the
applicable diversification requirements
of paragraphs (c)(4) and (c)(5) of this
section shall be deemed to have satisfied
the diversification requirements of
section 5(b)(1) of the Act (15 U.S.C. 80a-
5(b)(1)) and the rules adopted thereunder.

(5) Demand Features and Guarantees
Not Relied Upon. If the fund’s board of
directors has determined that the fund
is not relying on a Demand Feature or
Guarantee to determine the quality
(pursuant to paragraph (c)(3) of this
section), or maturity (pursuant to
paragraph (d) of this section), or liquidity
of a portfolio security, and maintains
a record of this determination
(pursuant to paragraphs (c)(9)(ii) and
(c)(10)(vi) of this section), then the
fund may disregard such Demand Feature
or Guarantee for all purposes of
this section.



(6) Downgrades, Defaults and Other
Events—(i) Downgrades—(A) General.
Upon the occurrence of either of the
events specified in paragraphs
(C)(6)(IXA) (1) and (2) of this section
with respect to a portfolio security, the
board of directors of the money market
fund shall reassess promptly whether
such security continues to present
minimal credit risks and shall cause
the fund to take such action as the
board of directors determines is in the
best interests of the money market
fund and its shareholders:

(1) A portfolio security of a money
market fund ceases to be a First Tier
Security (either because it no longer
has the highest rating from the Requisite
NRSROs or, in the case of an
Unrated Security, the board of directors
of the money market fund determines
that it is no longer of comparable
quality to a First Tier Security);
and

(2) The money market fund’s investment
adviser (or any person to whom
the fund’s board of directors has delegated
portfolio management responsibilities)
becomes aware that any
Unrated Security or Second Tier Security
held by the money market fund
has, since the security was Acquired by
the fund, been given a rating by any
NRSRO below the NRSRO’s second
highest short-term rating category.

(B) Securities To Be Disposed Of. The
reassessments required by paragraph
(c)(6)(i)(A) of this section shall not be
required if, in accordance with the procedures
adopted by the board of directors,
the security is disposed of (or matures)
within five Business Days of the
specified event and, in the case of
events specified in paragraph
(eX6)(IX(A)(2) of this section, the board
is subsequently notified of the adviser’s
actions.

(C) Special Rule for Certain Securities
Subject to Demand Features. In the event
that after giving effect to a rating
downgrade, more than five percent of
the fund’s Total Assets are invested in
securities issued by or subject to Demand
Features from a single institution
that are Second Tier Securities,
the fund shall reduce its investment in

securities issued by or subject to Demand
Features from that institution to

no more than five percent of its Total
Assets by exercising the Demand Features
at the next succeeding exercise

date(s), absent a finding by the board

of directors that disposal of the portfolio
security would not be in the best

interests of the money market fund.

(ii) Defaults and Other Events. Upon
the occurrence of any of the events
specified in paragraphs (c)(6)(ii)(A)
through (D) of this section with respect
to a portfolio security, the money market
fund shall dispose of such security
as soon as practicable consistent with
achieving an orderly disposition of the
security, by sale, exercise of any Demand
Feature or otherwise, absent a
finding by the board of directors that
disposal of the portfolio security would
not be in the best interests of the
money market fund (which determination
may take into account, among
other factors, market conditions that
could affect the orderly disposition of
the portfolio security):

(A) The default with respect to a
portfolio security (other than an immaterial
default unrelated to the financial
condition of the issuer);

(B) A portfolio security ceases 1o be
an Eligible Security;

(C) A portfolio security has been determined
to 1o longer present minimal
credit risks; or

(D) An Event of Insolvency occurs
with respect to the issuer of a portfolio
security or the provider of any Demand
Feature or Guarantee.

(iii) Notice to the Commission. In the
event of a default with respect to one
or more portfolio securities (other than
an immaterial default unrelated to the
financial condition of the issuer) or an
Event of Insolvency with respect to the
issuer of the security or any Demand
Feature or Guarantee to which it is
subject, where immediately before default
the securities (or the securities
subject to the Demand Feature or
Guarantee) accounted for 12 of 1 percent
or more of a money market fund’s
Total Assets, the money market fund
shall promptly notify the Commission
of such fact and the actions the money



market fund intends to take in response
to such situation. Notification

under this paragraph shall be made
telephonically, or by means of a facsimile
transmission or electronic mail,

followed by letter sent by first class

mail, directed to the attention of the
Director of the Division of Investment
Management,

(iv) Defaults for Purposes of Paragraphs
(c)(6) (ii) and (iii). For purposes
of paragraphs (c)(6) (i) and (iii) of this
section, an instrument subject to a Demand
Feature or Guarantee shall not
be deemed to be in default (and an
Event of Insolvency with respect to the
security shall not be deemed to have
occurred) if:

(A) In the case of an instrument subject
to a Demand Feature, the Demand
Feature has been exercised and the
fund has recovered either the principal
amount or the amortized cost of the instrument,
plus accrued interest; or

(B) The provider of the Guarantee is
continuing, without protest, to make
payments as due on the instrument.

(7) Reguired Procedures: Amortized Cost
Merhod. In the case of a money market
fund using the Amortized Cost Method:

(1) General. In supervising the money
market fund’s operations and delegating
special responsibilities involving
portfolio management to the
money market fund’s investment adviser,
the money market fund’s board
of directors, as a particular responsibility
within the overall duty of care
owed to its shareholders, shall establish
written procedures reasonably designed,
taking into account current
market conditions and the money market
fund’s investment objectives, to
stabilize the money market fund’s net
asset value per share, as computed for
the purpose of distribution, redemption
and repurchase, at a single value.

(i) Specific Procedures. Included within
the procedures adopted by the board
of directors shall be the following:

(A} Shadow Pricing. Written procedures
shall provide:

(1) That the extent of deviation, if
any, of the current net asset value per
share calculated using available market
quotations (or an appropriate substitute

that reflects current market

conditions) from the money market

fund’s amortized cost price per share,

shall be calculated at such intervals as

the board of directors determines appropriate
and reasonable in light of

current market conditions;

(2) For the periodic review by the
board of directors of the amount of the
deviation as well as the methods used
to calculate the deviation; and

(3) For the maintenance of records of
the determination of deviation and the
board’s review thereof.

(B) Prompt Consideration of Deviation.
In the event such deviation from the
money market fund’s amortized cost
price per share exceeds 12 of 1 percent,
the board of directors shall promptly
consider what action, if any, should be
initiated by the board of directors.

(C) Marterial Dilution or Unfair Results.
Where the board of directors believes
the extent of any deviation from the
money market fund’s amortized cost
price per share may result in material
dilution or other unfair results to investors
or existing shareholders, it
shall cause the fund to take such action
as it deems appropriate to eliminate
or reduce to the extent reasonably
practicable such dilution or unfair results.

(8) Required Procedures: Penny-Rounding
Method. In the case of a money
market fund using the Penny-Rounding
Method, in supervising the money market
fund’s operations and delegating
special responsibilities involving portfolio
management to the money market
fund’s investment adviser, the
money market fund’s board of directors
undertakes, as a particular responsibility
within the overall duty of care
owed to its shareholders, to assure to
the extent reasonably practicable, taking
into account current market conditions
affecting the money market
fund’s investment objectives, that the
money market fund’s price per share as
computed for the purpose of distribution,
redemption and repurchase,
rounded to the nearest one percent,
will not deviate from the single price
established by the board of directors.

(9) Specific Procedures: Amortized Cost
and Penny-Rourding Methods. Included



within the procedures adopted by the
board of directors for money market
funds using either the Amortized Cost
or Penny-Rounding Methods shall be
the following:

(1) Securities for Which Maturity is Determined
by Reference to Demand Features.

In the case of a security for

which maturity is determined by reference
to a Demand Feature, written

procedures shall require ongoing review
of the security’s continued minimal

credit risks, and that review must

be based on, among other things, financial
data for the most recent fiscal

year of the issuer of the Demand Feature
and, in the case of a security subject

to a Conditional Demand Feature,

the issuer of the security whose financial
condition must be monitored under
paragraph (c)(3)(iv) of this section,
whether such data is publicly available

or provided under the terms of the security’s
governing documentation.

(ii) Securities Subject to Demand Features
or Guarantees. In the case of a security
subject to one or more Demand
Features or Guarantees that the fund’s
board of directors has determined that
the fund is not relying on to determine
the quality (pursuant to paragraph
(©)(3) of this section), maturity (pursuant
to paragraph (d) of this section) or
liquidity of the security subject to the
Demand Feature or Guarantee, written
procedures shall require periodic evaluation
of such determination.

(iii) Adjustable Rate Securities Without
Demand Features. In the case of a Variable
Rate or Floating Rate Security
that is not subject to a Demand Feature
and for which maturity is determined
pursuant to paragraphs (d)(1),

(d)(2) or (d)(4) of this section, written
procedures shall require periodic review
of whether the interest rate formula,
upon readjustment of its interest

rate, can reasonably be expected to
cause the security to have a market
value that approximates its amortized
cost value.

(iv) Asset Backed Securities. In the
case of an Asset Backed Security, written
procedures shall require the fund to
periodically determine the number of
Ten Percent Obligors (as that term is

used in paragraph (c)}{4)(ii}(D) of this
section) deemed to be the issuers of all
or a portion of the Asset Backed Security
for purposes of paragraph
(©)(#)(ii}(D) of this section; Provided,
however, written procedures need not
require periodic determinations with
respect to any Asset Backed Security
that a fund’s board of directors has determined,
at the time of Acquisition,
will not have, or is unlikely to have,
Ten Percent Obligors that are deemed
to be issuers of all or a portion of that
Asset Backed Security for purposes of
paragraph (c)(4)(ii)(D) of this section,
and maintains a record of this determination.
(10) Record Keeping and Reporting—(i)
Written Procedures. For a period of not
less than six years following the replacement
of such procedures with new
procedures (the first two years in an
easily accessible place), a written copy
of the procedures (and any modifications
thereto) described in paragraphs
(c)(6) through (c)(9) and () of this section
shall be maintained and preserved.
(ii) Board Considerations and Actions.
For a period of not less than six years
(the first two years in an easily accessible
place) a written record shall be
maintained and preserved of the board
of directors’ considerations and actions
taken in connection with the discharge
of its responsibilities, as set forth in
this section, to be included in the minutes
of the board of directors’ meetings.
(iii) Credit Risk Analysis. For a period
of not less than three years from the
date that the credit risks of a portfolio
security were most recently reviewed,
a written record of the determination
that a portfolio security presents minimal
credit risks and the NRSRO ratings
(if any) used to determine the status
of the security as an Eligible Security,
First Tier Security or Second Tier
Security shall be maintained and preserved
in an easily accessible place.
(v) Determinations With Respect to Adjustable
Rate Securities. For a period of
not less than three years from the date
when the determination was most recently
made, a written record shall be
preserved and maintained, in an easily
accessible place, of the determination
required by paragraph (c)(9)(iii) of this



section (that a Variable Rate or Floating
Rate Security that is not subject to

a Demand Feature and for which maturity
is determined pursuant to paragraphs
(@(1), (d)(2) or (d)(4) of this section

can reasonably be expected, upon
readjustment of its interest rate at all
times during the life of the instrument,

to have a market value that approximates
its amortized cost).

(v) Determinations with Respect 1o
Asset Backed Securities. For a period of
not less than three years from the date
when the determination was most recently
made, a written record shall be
preserved and maintained, in an easily
accessible place, of the determinations
required by paragraph (€)(9)(iv) of this
section (the number of Ten Percent Obligors
(as that term is used in paragraph
(c)(4)(ii)(D) of this section)
deemed to be the issuers of all or a portion
of the Asset Backed Security for
purposes of paragraph (c)(4)(ii)(D) of
this section). The written record shall
include:

(A) The identities of the Ten Percent
Obligors (as that term is used in paragraph
(€)(4)(ii)(D) of this section), the
percentage of the Qualifying Assets
constituted by the securities of each
Ten Percent Obligor and the percentage
of the fund’s Total Assets that are
invested in securities of each Ten Percent
Obligor; and

(B) Any determination that an Asset
Backed Security will not have, or is
unlikely to have, Ten Percent Obligors
deemed to be issuers of all or a portion
of that Asset Backed Security for purposes
of paragraph (c)(4)(ii)(D) of this
section.

(vi) Evaluations with Respect to Securities
Subject to Demand Features or Guarantees.

For a period of not less than three years from the
date when the evaluation was most recently made, a

written record shall be preserved and
maintained, in an easily accessible
place, of the evaluation required by
paragraph (c)}(9)(i1) (regarding securities
subject to one or more Demand
Features or Guarantees) of this section.
(vii) Inspection of Records. The documents
preserved pursuant to this paragraph
(¢)(10) shall be subject to inspection
by the Commission in accordance

with section 31(b) of the Act (15 U.S.C.
80a-30(b)) as if such documents were
records required to be maintained pursuant
to rules adopted under section

31(a) of the Act (15 U.S.C. 80a-30(a)). If
any action was taken under paragraphs
(c)(6)(i1) (with respect to defaulted securities
and events of insolvency) or

(e)(7)(ii) (with respect to a deviation

from the fund’s share price of more

than 1/2 of 1 percent) of this section,

the money market fund will file an exhibit

to the Form N-SAR (17 CFR274.101) filed for the
period in which the action was taken describing with

specificity the nature and circumstances of
such action. The money market fund
will report in an exhibit to such Form
any securities it holds on the final day
of the reporting period that are not Eligible
Securities.

(d) Maturity of Portfolio Securities. For
purposes of this section, the maturity
of a portfolio security shall be deemed
to be the period remaining (calculated
from the trade date or such other date
on which the fund’s interest in the security
is subject to market action)
until the date on which, in accordance
with the terms of the security, the
principal amount must unconditionally
be paid, or in the case of a security
called for redemption, the date on
which the redemption payment must
be made, except as provided in paragraphs
(d)(1) through (d)(8) of this section:

(1) Adjustable Rate Government Securities.
A Government Security that is a
Variable Rate Security where the variable
rate of interest is readjusted no
less frequently than every 762 calendar
days shall be deemed to have a maturity
equal to the period remaining
until the next readjustment of the interest
rate. A Government Security
that is a Floating Rate Security shall
be deemed to have a remaining maturity
of one day.

(2) Short-Term Variable Rate Securities.
A Variable Rate Security, the principal
amount of which, in accordance with
the terms of the security, must unconditionally
be paid in 397 calendar days
or less shall be deemed to have a maturity
equal to the earlier of the period
remaining until the next readjustment
of the interest rate or the period remaining



until the principal amount
can be recovered through demand.

(3) Long-Term Variable Rate Securities.
A Variable Rate Security, the principal
amount of which is scheduled to be
paid in more than 397 calendar days,
that is subject to a Demand Feature,
shall be deemed 10 have a maturity
equal to the longer of the period remaining
until the next readjustment of
the interest rate or the period remaining
until the principal amount can be
recovered through demand.

(4) Short-Term Floating Rate Securities.
A Floating Rate Security, the principal
amount of which, in accordance with
the terms of the security, must unconditionally
be paid in 397 calendar days
or less shall be deemed to have a maturity
of one day.

(5) Long-Term Floating Rate Securities.
A Floating Rate Security, the principal
amount of which is scheduled to be
paid in more than 397 calendar days,
that is subject to a Demand Feature,
shall be deemed to have a maturity
equal to the period remaining until the
principal amount can be recovered
through demand.

(6) Repurchase Agreements. A repurchase
agreement shall be deemed to
have a maturity equal to the period remaining
until the date on which the repurchase
of the underlying securities is
scheduled to occur, or, where the
agreement is subject to demand, the
notice period applicable to a demand
for the repurchase of the securities.

(7) Portfolio Lending Agreements. A
portfolio lending agreement shall be
treated as having a maturity equal to
the period remaining until the date on
which the loaned securities are scheduled
to be returned, or where the agreement
is subject to demand, the notice
period applicable to a demand for the
return of the loaned securities.

(8) Money Market Fund Securities. An
investment in a money market fund
shall be treated as having a maturity
equal to the period of time within
which the Acquired money market
fund is required to make payment upon

redemption, unless the Acquired money
market fund has agreed in writing to

provide redemption proceeds to the investing
money market fund within a

shorter time period, in which case the
maturity of such investment shall be

deemed to be the shorter period.

(e) Delegation. The money market
fund’s board of directors may delegate
to the fund’s investment adviser or officers
the responsibility to make any
determination required to be made by
the board of directors under this section
(other than the determinations required
by paragraphs (c)(1) (board findings);
(©X(6)(I)(C) (rule for certain securities
subject to second tier Demand
Features); (¢)(6)(ii) (defaults and other
events); (c}(7)(i) (general required procedures:
Amortized Cost Method);

(©(T)(i)(A) (shadow pricing), (B)

(prompt consideration of deviation),

and (C) (material dilution or unfair results);
and (c)(8) (required procedures:

Penny Rounding Method) of this section)
provided:

(1) Written Guidelines. The Board shall
establish and periodically review written
guidelines (including guidelines for
determining whether securities present
minimal credit risks as-required in
paragraph (c)(3) of this section) and
procedures under which the delegate
makes such determinations:

(2) Oversight. The Board shall take
any measures reasonably necessary
(through periodic reviews of fund investments
and the delegate’s procedures
in connection with investment
decisions and prompt review of the adviser’s
actions in the event of the default
of a security or Event of Insolvency
with respect to the issuer of the
security or any Guarantee to which it
is subject that requires notification of
the Commission under paragraph
(c)(6)(iii) of this section) to assure that
the guidelines and procedures are being
followed.

[62 FR 64978, Dec. 9, 1997, as amended at 66
FR 36161, July 11, 2001]
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BACKGROUND AND OVERVIEW

randard & Poor’s has been rating

money market funds since 1984. A

money market fund rating is a safe-

ty rating, expressing Standard &

Poor’s opinion of the ability of a
fund to maintain principal value and to
limit exposure to loss. Rarings can range
from ‘AAAm’ to ‘Dmy’, with the ‘m’ denot-
ing a money market fund. The ‘m’ distin-
guishes the money market fund rating from
a Standard & Poor’s traditional debt rating.
A traditional debt rating usually is not sub-
scripted and indicates a borrower’s abilicy
to repay principal and interest on a timely
basis. A money market fund rating is not
directly comparable to a debr rating because
of differences in investment characteristics,
rating criteria, and the creditworthiness of
portfolio investments.

COMMENTARY

Standard & Poor’s money market fund
ratings encompass the following:

2 Analysis of a fund’s investment cred-
it quality

Liquidity

Management

Investment guidelines

Strategies

Operational policies

Internal controls

A money market fund rating serves as a
current assessment of the fund’s overall
safety as Standard & Poor’s conduects
ongoing monitoring of a fund’s portfolio
and management. Standard & Poor’s has
updated its raring criteria for money mar-
ket funds as financial markets and finan-

cial products change and expand. Dis-
tinct criteria have been established for
each rating category (see Money Marker
Fund Ratings Definitions and Criteria
Sarnmary below).

RATING APPROACH AND PROCESS

Standard & Poor’s rates money market
funds solely upon the request of fund
management {or sponsor), which agrees
to provide all necessary portfolio infor-
mation on a timely basis. The rating
process begins when Standard & Poor’s
receives a written request to have a par-
ticular fund rated. At this point, the ana-
lyst assigned to the fund will request the
fund sponsor to submit fund information
(see Information Needed for a Money
Market Fund Rating, on page 4). Upon

~ Money Market Fund Batibgsngﬁhitioﬁs »and"ﬁriterié Sg‘tmmafy .
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review of the information, the analyst
schedules a meeting with fund invest-
ment officials at their offices (see Sug-
gested Agenda for Money Marker Fund
Rating Management Meeting, on page
S

After this meeting, the analyst and
back-up analysts present their findings to
a rating committee composed of senior
Standard & Poor’s fund analysts. The
committee exarmines all relevant informa-
tion uncovered in the rating process and
votes on an initial rating. Once a rating is
assigned to a money market fund, the
fund is monitored on a weekly basis to
ensure the accuracy of the rating,

Standard & Poor’s actively monitors a
fund’s

credit quality,
average maturity,
level of liquidity,
mtroduction of new investments,
and
& management.
See Information Needed to Monitor
- a Money Market Fund Rating, on

page 6.

Additionally, Standard & Poor’s con-
ducts annual management review meet-
ings for each rated fund to discuss

changes that may have occurred in a
fund’s

investment policy,

philosophy,

personnel,

ownership,

operations,

daily operating procedures, and
controls.

Standard & Poor’s receives an annual
fee for assigning and maintaining ratings
for money market funds.

This publication is intended to describe
the ratings criteria Standard & Poor’s
applies in the ratings process for money
market funds. It is essential that man-
agers and sponsors of rated funds clearly
understand the parameters that make up
the particular raring category, as these
terid to be more stringent than regulatory

requirements. By electing to meer the rat-
ing standards, fund management has
demonstrated a commitment to its share-
holders to limit a fund’s market price
exposure knowing that this may result in
a lower yield for higher rated funds under
certain market conditions. It should be
stressed that lower ratings within the
Investment grade rating categories {down
to ‘BBBm’) do not indicate that there is
something “wrong” with a fund, but sim-
ply that the fund is managed with a
slightly higher level of market risk.
Investors should expect higher returns as
compensation for these risks. A rating
below ‘BBBm’ indicates that the fund
does not provide adequate safety.

As outlined above, a money market
fund rating reflects Standard & Poor’s
opinion of the safety of invested principal
based on an analysis of portfolio credit
quality, market price exposure, liquidity
and management. Credit quality incorpo-
rates the credit risk of securities and the

Stanosro & Poor’s « 2003

Counterparty risk of transaction-based
investments, such as repurchase agree-
ments {repos). Market price exposure
relates to the potential for a decline in the
market value of a money marker fund’s
assets. Within this area, Standard &
Poor’s Jooks at a fund’s

weighted average maturity (WAM),
liquidity,

diversification,

investments in variable and floating-
rate securities,

policies regarding securities lending
and reverse repos,

sharcholder composition,

& pricing of securities, and

B net asser value (NAV) deviarion
procedures.

The quality of management is based on
a mecting with senior fund officials, and
is based on public and nonpublic infor-
mation.
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Poor’s. A minimum of 50% of its portfo-
lio should be comprised of ‘A-1+ rated
instruments. ‘AAm’, ‘Am’ and ‘BBBm’
ratings criteria allows for holdings in ‘A-
2’ quality securities with overnight matu-
rities, and provides for increased levels of
‘A-1” exposure. The levels reflect accept-
able amounts of credit risk for the differ-
ent fund rating categories and are based
on historical default and ratings transi-
tion rates for short-term debt securiries.
Additionally, securities rated A-1 or the
equivalent by Standard & Poor’s thar are
on CreditWatch with negative implica-
tions should be limited to marurities of
30 days or less.

Credit quality criteria are based on
results of Standard & Poor’s incernal
study on the stability of short-term rar-
ings. By combining an analysis of the

vield spread movements, resulting from
changes in the underlying credit quality
of money market instruments, together
with the study of Standard & Poor’s his-
torical ratings performance data, we have
developed the credit quality investment
guidelines for rated money market funds
to mainfain a consistent level of credit
risk within each rating category. Invest-
ments rated ‘A-1" maturing in 7 days or
less can be counted toward the ‘A-1+’
percentage minimums.

Diversification guidelines are in most
instances similar ro those mandated by
regulation (for U.S. money market funds,
Rule 2a-7). The first- and second-tier
diversification limits apply to both taxable
and tax-exempt money market funds.
Standard & Poor’s has established credic
quality standards and diversification crite-

Stanparo & Pook's - 2003

ria for repurchase agreement {repo}
providers and government agency issues.

MARKET PRICE EXPOSURE

By far, the most complex part of money
market fund analysis is judging a fund’s
sensitivity to changing market conditions.
Absolute stability of net asset value
(NAV) is a myth perpetuated by the
amortized cost method of pricing securi-
ties. All fixed-income securities are sub-
ject to price fluctuations based on

B interest rate movements,

 maturity,

& liquidity,

& credit risk or perceived credit risk,
and

& the supply and demand for each
type of security.

These factors are just as true for money
market funds as for longer-term fixed-
income mutual funds. The amortized cost
method of pricing permits money market
fund investments to be priced by amortiz-
ing any discount or premium in purchase
price straight to its maturity. For example,
the amortized cost price of a 90-day secu-
rity with a par value of 100 that was pur-
chased for 99.10 will increase in value by
0.01 each day until it matures, norwith-
standing any changing market conditions.
The amortized cost method masks market
risk by permitting funds to value securi-
ties as if no outside factors exist.

The theory behind allowing amortized
cost pricing is that the most instruments
eligible for purchase by money market
funds have minimal market volatility due
to their short maturities and high credit
quality. It is also cheaper for funds to use
this method than to get actual market
prices on a daily basis. Money market
funds are required to periodically calcu-
late the market value of their assers to
determine if the fund’s actual NAV per
share deviates materially from $1.00 and
to take action if significant deviation
exists. Deviations of greater than plus or
minus 0.5% can create a situation in
which a fund sefls and redeems shares at
a price other than $1.00, or “breaks the

8



dollar”. Clearly, there is a very small
margin for error. Recognizing this small
margin for error, Standard & Poor’s has
focused heavily on the potential deviation
in market value {referred to as market
price exposure} in establishing money
market fund rating criteria. Variables
analyzed for each fund rating include

weighted average maturity {(WAM),
liquidiry,

index and spread risk,
diversification,

potential dilution of a fund’s asser
base, and

& security and portfolio valuation
methods.

Combined, these factors determine
each fund’s market price exposure.

Weighted Average Maturity (WAM)
Determination of market price exposure
starts with an examination of a fund’s
susceptibility to rising interest rates. The
portfolio’s weighted average maturity
{WAM) is a key determinant of the toler-
ance of a fund’s investments to rising
interest rates. In general, the fonger the
WAM, the more susceptible the fund is to
rising interest rates. A fund comprised
entirely of Treasury securities with a
WAM of 45 days could withstand
approximately twice the interest rare
increase than could a fund with a 90-day
WAM, leaving all other factors aside (see
sidebar Protecting Money Market Funds
from Interest Rate Swings).

Standard & Poor’s assesses the sensitiv-
ity of the market value of the portfolio’s
assets to interest rate changes, with lower
sensitivity having a more favorable influ-
ence on the fund’s rating. For the ‘AAAmR
rating category, Standard & Poor’s crite-
ria calls for a maximum WAM of 60
days. However, some funds have distinct
liquidity needs based on asset size, asset
volatility, and shareholder profile and
cannot safely manage with a 60 day
WAM. Funds with less than $100 million
in assets and/or funds with a highly con-
centrated or highly volatile shareholder
base may be limited to 2 shorter WAM,

MoNEY

unless fund management can make a
compelling case otherwise,

Standard & Poor’s is often asked to
rate small funds with limited operating
history {start-up funds} that have a con-
centrated shareholder base, or 2 new
sharcholder base with uncertain liquidity
needs. Standard & Poor’s considers the
potential impact of a large redemption by
one or more of the major shareholders ro

MARKET FUND RATINGS CRITERIA

be a significant risk to a fund’s ability to
maintain a stable net asset value {NAV],
Consequently, until a fund has grown to
at feast $100 million with a diverse and
scasoned sharcholder base, Standard &
Poor’s will seek assurances that the fund
manages 1o a shorter WAM with higher
levels of liquidity. Higher WAMs are usu-
ally considered appropriate for funds in
lower rating categories with the maxi-

' v,!’mtecting Moaej} Market Funds fi#m interevs‘t‘ﬁételSWiéés'
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mum WAM fmits for ‘AANY and ‘Am’ rated
funds set ar 75 days and 90 days, respective-
iy /see Money Marker Fund Ratings
Definitions and Criterig Szfmmm}; page 3.

Liguidiry
Interest rare sensitivity is not the only fac-
tor that can affect the principal value of 2
money market fundy portfolio, Liquidity
of a money marker fund’s portfolio i
critical to maintaining a stable net asset
value (NAV). The liquidity of 4 security
refers to the speed at which that security
can be sold for approximarely the price at
which the fund has it valued or priced.
Securities that are less liquid are subject
Lo greater price variability. Certain securi-
ties may be liquid one day, and illiquid
the next. In determining a fund’s rating,
Standard & Poor’s considers each fund’s
liquidity needs and 1ts ability ¢o quickly
sell portfolio holdings if the need arises to
meet cash outflows or large redemptions,
The liquidity of portfolio investments i
also of critical importance in determining
a fund’s market price exposure, because
the degree of liquidity can greatly impact
the market value of investments and
result in an erosion of a fund’s NAV, In
reviewing a fund’s liquidity, Standard &
Poor’s takes into consideration the

# types of investments and their
secondary marker liquidity,

B presence of securities with limited
hiquidicy {e.g., those whose liquidity
is dependent on the Issuing entity or
broker/ck:al@f)3

8 the fund’s level of cash or overnight
securities including overnight repur-
chase agreements {repos), and

B the portfolio’s concentrations by
Issuers and affiliates,

A fund with a higher proportion of rel.
atively illiquid investments is more sus-
ceptible to experience 4 sizable decline in
its portfolio marker value than one hold-
ing highly liquid investments,

The size and breadeh of the primary
and secondary market, and hence
demand for different types of securities
factors into the liquidity equation, Clear-
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ly, the greater the demand for an instru-
ment, the more liquid it is. However,
some securities can be quite liquid when
the Issuer or that particular marker jg
performing well, When markerts turny
{e.g., due to event risk}), or when the mar-
ket experiences 2 flight to quality due to
actual or perceived higher market or
credit risk, cerrain mstruments can expe-
rience significans price movements and
liquidity can dry up rapidly. This was the
case with the structured notes market in
1993 and 1994, and for Funding Agree-
ments in 1999. Structyred notes were
designed to perform well and predictably
during periods of stable or falling interest
rates. The interest rare environment of
1993 made them popular and fairly lig-
uid. The fact that these securities were
issued by government agencies also
enhanced marketability and liquidiry.
When short rates began rising in 1994,
the demand, and consequently, the liquid-
ity of these instruments dried up. The
illiquid nature of these securities wag
exacerbated when regulators declared
that such securities were clearly mappro-
priate investments for money market
funds.

The liquidity of Funding Agreements
has been directly tied to the Issuing entity
because these securities are not actively
traded on the secondary market. Funding
Agreements are usually issued with 4
“put feature” that provides the investor
with the ability to convert the investment
back to cash upon notice to the Issuing
entity. Therefore, the investor is very
dependent upon the Issuing entity to pro-
vide liquidity for Funding Agreements, In
1999, an Insurance company that had
issued a sizeable amount of Funding
Agreements experienced a sudden and
unexpected series of credit downgrades,
resulting in a rush of holders to exercise
their puts. When this Issuer failed to meer
it’s put obligations, holders of Funding
Agreements were left with “lower credit
and illiquid securirjes” bresenting these
funds with significant marker valye risk.

Liquidity is not always easy to mea-
sure. As noted, some securities may be
very liquid in certain markets and very
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illiquid in others. Securities tend to be
less liquid if they are

& not often traded,

& in short supply,

B relatively new and innovative, or
& highly structured.

Other factors influencing liquidity are
the number of dealers making a market
in the security, rhe complexity of the
security, and the seasonal nature of sup-
ply and demand, particularly in the rax-
exempt market.

Government 4 gency Concentration
Liquidity analysis is performed on al}
issues and Issuers, no matter what their
level of credit quality. Securities with
minimal credit risk, such as U.S. govern-
ment agency obligations, may deviate in
price for reasons other than interest rate
movements. While the credit quality of
these agencies is not typically a major
concern, adverse publicity, or market
rumors about an agency can impact the
price and liquidity for even U.S. agency
securities. For thig reason, Standard &
Poor’s considers diversification to be an
important featare for alj securities,
including U 8. agency securities,

Short-term liquidity can dry up for all
types of securities and this could pose lig-
uidity problems for funds holding large
amounts of a [J.§. agency’s paper. The
spreads in yields between short-rerm
agency securities, whether fixed- or vari-
able-rate, and traditional benchmarks
such as the Treasury bill are subject to
widening due to 2 number of factors. For
fixed-rate securities with maturities of
less than one year, the impact of spread
widening on the price of the security is
minimal. However, given the small mar-
gin for error that money market funds
are permitted, high concentrations in the
securities of any one agency might poten-
tially expose the fund to material spread-
widening risks.

For these reasons, Standard & Poor’s
has government agency diversification cri-
teria for rated money market funds. Gen-
erally, Standard & Poor’s expects no more




than a 33 1/3% {one-third) exposure to
any single government agency. Funds that
have agency concentrarions exceeding
one-third of assets are expected to main-
tain lower weighted average maturities
(WAMSs) and or higher levels of highly liq-
uid securities to reduce this exposure. The
impact of spread widening can be viewed
as synonymous with marker interest rates
rising only for those securities. Therefore,
if a fund had a 50% concentration in any
one agency and spreads for that agency’s
securities widened by 20bp, the impact on
the marker value of the fund’s overal]
portfolio could be comparable to the
effect of market raes rising 10bp withour
that spread-widening.
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Funds with a WAM of 60 days should
be able to withstand up 1o a one-day
300bp rise in interest rates without
breaking the dollar ( holding all other fac-
tors constant). Standard & Poor’s has
calculated various break the dollar Jevels
for different U.S. agency given various
spread-widening assumptions. The
spread-widening and instantaneous inter-
€St rate increase assumptions differ for
cach rating category [see Weighted Aver-
age Maturity (WAM) Adjustments for
Agency Concentrations, below]. These
criteria are meant as a general guideline.
Circumstances can differ from fund to
fund based on the overall profile of the
agency securities including maturities of
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the agency securities, type of securities
{fixed- versus variable-rate}, other
sources of liquidity in the fund, and the
issuing a gency.

Variable and Floating Rate Securities

Standard & Poor’s €xXpects investment
policies to include clear and explicit
guidelines regarding variable-rate notes
{VRNs), floating-rate notes {FRNs) and
other synthetic instruments. Fund invest-
ment policies should Incorporate proce-
dures regarding approval, risk measure-
ment, control, and limits related to
Investment in structured notes and other
tloating/variable-rare instruments. Fund
managers holding such securities should

. Weigﬁte'd Average'Méturity (WAM) Adjustments for Agency éédtér_ifratians




be able to present an analytical basis for
determining thar such notes have a rea-
sonable likelithood of maiataining, or
repricing to, amortized cost value at each
reset until maturity. This analytical basis
should include a review of historical
index behavior and sensitivity analysis.

Standard & Poor’s criteria for FRNs
and VRN in rated money market funds
calls for written guidelines and proce-
dures that ensure:

#& No purchase of range notes, dual
index notes, “deleveraged” notes
{notes linked to a multiple of the
index where the multiple is less than
one), or notes linked to lagging
indices {e.g., Cost of Funds Index
(COFD] or to long-term indices
(e.g., five-year or 10-year Trea-
suries),

8 No purchase of VRNs with coupons
tied to indices, index formulas, or
index spreads with less than 95%
correlation with the U.S. Federal
Funds Rate. Indices with historically
high correlations are: Three-Month
Treasury Bill, Three-Month LIBOR,
Six-Month LIBOR, Prime Rate, and
Commercial Paper Composite.

& At the ‘AAAm’ level, the final maru-
rity for all FRNs/VRNs will not
exceed two years.

& At the ‘AAm’ level, the final maturi-
ty for all FRNs/VRNs will not
exceed three years.

8 At the ‘Am’ level, the final maturity
for all FRNs/VRNs will not exceed
four years,

& At the ‘BBBm” level the final maturi-
ty for all FRNs/VRNs will not
exceed five years.

B Where valuation is not based on
actual dealer bids, there muyst be
clear notification and disclosure of
any other valuation methodology
{e.g., matrix pricing). Pricing poli-
cies should include techniques to
verify and validate FRN/VRN pric-
ing on a recurring basis.

& Weekly reporting of FRN/VRN
holdings to Standard & Poor’s
should include current marker price,

Money

CUSIP, coupon or interest rate
terms, frequency of reset, marker
value, put features, and any other
significant terms and conditions.

Index and Spread Risk

Variable rate notes (VRN} and floating
rate notes {FRNs) present unique mar-
ket price risks. VRN and FRNs used
in money market funds are typically
linked to conventional money market
indices, providing funds with yields
that track shore-term interest rate
movements. These investments are
designed to exhibit less interest rate
risk when compared with fixed-rare
investments. However, this is not
always the case for all VRNs and
FRNs. Factors affecting the value of
these instruments include index risk
and spread risk.

Index risk is the possibility that the
coupon of a VRN or FRN will not adjust
in tandem with money market rates. Index
risk can be introduced by calculating the
variable-rate coupon based on a non-
money market index, a money market
index in which the coupon adjusts based
on a multiple (or fraction) of the index, or
an index based on the difference (or
spread) between two or more indices.

When analyzing VRNs and FRNs in
money market funds, Standard & Poor’s
compares the index used in the variable-
rate adjustment formula to g standard
money market index, such as the Federal
Funds Rate. Standard & Poor’s believes
that for al] money funds rated ‘BBBm®
and above, the index should have a corre-
lation of ar least 95% of the effective
Federal Funds Rate. By this measure,
non-traditional money marker fund
indices such as the 11th District Cost of
Funds [ndex {COFI) and the 2-Year Con-
stant Maturity Treasury Index are clearly
uasuitable, with historical correlations of
well below 90% (see sidebar Correlations
of Various Indices).

Some VRNs and FRNs may use indices
that are highly correlated to traditional
money market indices. Yet, because of
their rate adjustment formulas, they can
stll introdace significant price risk. One
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example is an adjustment formula ted to
a multiple or fraction of a money market
index. For this reasom, stress testing is
important. Although there are a variety
of valid techniques to model potential
performance of these securities under
adverse market environments, one
straightforward approach is to look at
VRIN/FRN performance under significant
interest rate movements. If 3 VRN/FRN
can withstand a 3% {300bp) move in
rates without causing its value to deviate
significantly, the VRN/FRN should
behave adequately under most interest
rate environments. In order to “pass” the
3% stress test, the vield on the
VRN/FRN would need to increase by a
comparable amount.

The ultimate maturities of VRNs/FRNs
are also risk factors. The concern here is
not index risk, but the spread risk associ-
ated with longer-dared securities. For
example, a government agency may issue
five-year adjustable-rate notes that reset
weekly at the Three-Month Treasury Bill




Rate plus 25bps. Over 3 period of time,
these securities may be perceived by the
market as warranting a higher spread to
the Three-Month Treasury because of lig-
uidity, credit, supply and demand, politi-
cal events, or volatility in market interest
rates. Investors may demand that subse-
quent comparably dated securities of that
agency be sold ar 50bp above the Three-
Month Treasury Bill Rare, This creates a
negative drag of 235bp, potentially for the
remaining life of the original security, and
could materially affect jts market value,
This may occur even though the maturi-
ties of these VRNs can be calculated at
seven days (time to next reset) for regula-
tory purposes, and their coupons are tied
to a highly correlated index.

Because of the potential impacts of
spread risk on the market prices of VRNs
and FRNs, Standard & Poor’s expects
rated funds to limit the remaining maturity
of U.S. government VRNS/FRNs to two
years for ‘AAAm’, three years for ‘AAm’,
four years for ‘A, and five years for
‘BBBm’. Corporate and structured (e.g.,
asset backed securitjes or ABS)
VRNS/FRNs have the added risk of credit
deterioration and should be limited to final
maturities of 13 months or fess for money
market funds registered under rule 2a-7 of
the Investment Company Act of 1940, The
percentage of VRNs/FRNs in a fund also
enters into the rating analysis to determine
a fund’s overall risk profile. For example, a
fund that was 50% invested in
VRNs/FRNs with four-year remaining
maturities would not receive an ‘Amy’ rat-
ing due to spread risk concerns. Percent-
ages of VRNS/FRNS in each fund are ana-
lyzed on a case-by-case basis in
conjunction with the fund’s other holdings.

Standard & Poor’s final maturity
guidelines for non U.S, registered funds
and non-U.S. domiciled funds limits the
remaining maturity of VRNSs/FRNs of
sovereign Issuers rated ‘AAA’ by Stan-
dard & Poor’s to two vears for ‘AAAm,
three years for ‘AAm’, four years for
‘Am’, and five years for ‘BBBm’. On 2
case-by-case basis, consideration will be
given to requests from rared funds to
approve holdings of FRNs/VR N for

Issuers other than ‘AAA™rared sovereigns
{i.e., corporates and ABS) with time to
final marurity greater than 397 days but
10 more than two years. Before granting
approval to extend the maturity range of
VRN/FRN holdings, Standard & Poor’s
will seek assurance that ample liquidity
can be maintained by virtue of the fund’s
size, diversified shareholder base and
range of other assets and that adequate
resources are available to analyze and
manage credit risk. If such practice is
approved, all such FRNs/VRNs must be
rated ‘A-1+’ or equivalent and the total
holdings of all such FRNs/VRNs will be
limited to no more than 10% of net
assets of the fund (see bage 28 for more
information on this topic).

Sharekolder Characteristics

A money market fund’s market price
exposure is also affecred by the flow of
money into and out of the fund. Unex-
pected redemptions can have a direct
influence on a fund’s net asset value
(NAV). Therefore, Standard & Poor’s

carefully reviews the characteristics of
each fund’s sharcholder base to determine
the potential impact that significant
redemptions might pose on 2 fund’s mar-
ket price exposure. Money market funds
are permitted to issue and redeem shares
at $1.00, provided that their market
value is between $0.995 and $1.005. As
funds can pay out $1.00 on shares that
may actually be worth as litde as $0.995,
the remaining shareholders in the fund
absorb the difference. This is referred to
as dilution, as redeeming shares at a price
above their actual marker value is dilut-
ing the value of the fund’s holdings.
Dilution can accelerate fund losses in a
rising interest rate environment, causing a
fund to break the dollar. In the below
example Impact of Dilution, a 15 Obp rise
In interest rates causes a 90-day weighted
average maturity (WAM) portfolio’s mar-
ket value to drop to $0.9963 per share. A
subsequent 25% redemption {paid our at
$1.00 per share) dilutes the portfolio’s
value to $0.9947, thus breaking the dol-
lar. This occurs because although the

- Impactof Dilution
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unrealized loss in the fund remains the
same, the loss is spread over a smaller
number of shares. While sudden 150bp
rises in interest rafes are rare, several
large redemptions during a period of
steadily rising interest rates can produce
similar results,

Dilution concerns are heightened for
funds with sophisticated institutional
shareholders. These investors realize that
a fixed $1.00 NAV is an illusion based on
convenient valuation methods and can
easily take advantage of this phenome-
non. For example, if an investor held $1
million in 90-day U.S. Treasury bills
vielding 5%, and if interes: rates
increased 150 basis points, the value of
the investment would drop by approxi-
mately $3,700 and the investor’s yield
would remain at 5%, Instead, assume
that the investor held one million shares
of a money market fund holding exclu-
sively Treasury bills with z WAM of 90
days and yvielding 5% {setting aside fund
expenses for this example). [f interest
rates rose 150bp, the investor could sell
the fund investment for §$1.00 per share
and not experience any loss. The investor
could then purchase 90-day Treasury bills
yielding 6.5%, Instantaneously increasing
its rerurn by 1.5%. If this type of market-
sophisticated shareholder represents a
material percentage of a fund’s assets,
substantial dilution in share price is likely
due to large and sudden redemptions,

In analyzing money market funds,
Standard & Poor’s review of shareholder
constituency encompasses the number,
average holding size, type, the size of the
largest accounts, historical asset volatili-
ty, and the relationship fund management
has with it largest investors, The propor-
tion of retail versus mstitutional investors
and the past history of redemptions are
also examined. Funds with histories of
volatile subscription and redemption pat-
terns are expected to maintain shorter
weighted average portfolio maturities.

Standard & Poor’s expects that a fund’s
investments should be tailored to its
potential cash flow needs. For funds with
a volatile or potentially volatile share-
holder base, a more conservative
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approach must be taken with regard to
WAM and liquidity. Funds with more sta-
ble or predictable cash flows, such as
retail funds or institutional funds with
large, diverse shareholder compositions,
can be somewhat more aggressive. Stan-
dard & Poor’s uses a matrix that stress
tests portfolios based on the effect of
interest rate movements and redemptions
at a variety of WAM levels [see Multifac-
tor Net Asset Value (NAV) Sensitivity
Analysis, below and Standard o Poor’s
Sensitivity Marrix, page 13].

Stannaro & Poor’s - 200

Portfolio structure is also a factor in
determining the risk dilution presents to a
fund. Funds with a barbelled maturity
structure (heavily weighted in short-term
maturities with the remainder in longer-
term securities) are more susceptible to the
negative effects of shareholder redemp-
tions than laddered portfolios {relatively
evenly spaced marurities). If a barbelled
fund experiences redemptions in a rising
interest rate environment, the short end of
the fund will likely be liquidated in order
to avoid taking significant realized losses,
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This will cause the WAM of the fund to
extend, creating greater interest rate sensi-
tivity and exacerbating the negative cffects
of future redemptions. Laddered portfolios
are less exposed in rhese circumstances,
although they are by no means insulated
from rising interest rates and redemptions.
As part of the rating process, Standard &
Poor’s considers whether each fund’s port-
folio structure is best suited to its share-
holder base and potential asset outflows,

Pricing

Standard & Poor’s expects that all money
market fund investment advisers have the
ability to price (mark to market) portfo-
lo securities and calculate net asset value
{NAV} in-house. Additionally, Standard
& Poor’s asks rated funds to price securi-
ties at least weekly. In many cases, invest-
ment advisers rely exclusively on fund
administrators to perform such functions.
While fund administrators have proven
capable providers of such services and
provide independent prices, Standard &
Poor’s believes thar all Investment advis-
ers should have some built-in redundan-
cies to check the administrators’ work,
questioning any discrepancies that may
occur. For securities that are difficult to
price, such as structured notes or other
less liquid instruments, two or more deal-
er bids are suggested.

A Standard & Poor’s money marker
fund rating directly addresses the ability
of a fund to maintain a NAV that does
not deviate by more than one-half of 1%.
For a fund 1o effectively stay within this
narrow range, accurate pricing of its
securities is essential. Most money mar-
ket fund instruments are highly liquid
and easy to price. However, some com-
plex, structured, and derivative securities
present pricing difficulties.

Complex and derivative securities often
fack efficient, liquid markets. Trading in
these securities can he infrequent, creat-
ing varying price quotes among dealers
and wide bid/ask spreads. The prices of
these types of securities may be deter-
mined in a varicty of ways, including
dealer quotes, martrix pricing formulas,
spreads to benchmark securities, pricing
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services, or even by the fund advisers
themselves. All of rthese methods have
drawbacks. Dealer quotes on thinly
{infrequently) traded securities often rep-
resent indicative pricing levels and rarely
constitutes an actual bid to purchase the
security. Matrix prices, pricing service
quotes, and spread calculations are not
based on actual trades, and do not repre-
sent a price at which anyone actually
offered to purchase rhe security. These
methods calculate a hypothetical price
that is not verifiable. Pricing by fund
managers often occurs when the manager
either disagrees with the other pricing
methods or holds securities so unique
that other pricing methods are inade-
quate. Clearly, even if the fund manager
can determine fair value prices based on
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in-depth analytics, it is far from certain
that any buyers are willing to purchase
the securities at or near those prices.
Before purchasing complex, deriva-
tive, or less-liquid securities, portfolio
managers should carefully examine the
pricing issue. It is necessary to evaluate
the number of available pricing sources,
with an eye toward identifying material
discrepancies. Portfolio managers
should also be aware of pricing method-
ology, and compare the results to recent
trading activity. [t is inadvisable for a
fund’s manager to solely accept the cal-
culations of a security’s Issuer or dealer
in determining the value of an invest-
ment. This information may be either
highly biased or based on inaccurate
assumptions, or both. Portfolio man-
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agers should not only be able to deter-
mine their own fair value for securities
that are difficult to price, but also need to
consider the marketplace for each securi-
ty and the potential volatility that can he
caused by inefficient marker pricing. If a
fund adviser lacks the ability to assess the
potential market behavior of 2 security
with a high degree of comfort, the securi-
ty should not be purchased for that
money market fund.

Should a fund experience a situation
where stability of its $1.00 NAV is in
jeopardy, there are several actions the
fund may take. These include

B withholding dividends,

® selling securities to realize gains or
losses,

& valuing the shares at the market
rather than at amortized cost, or

B waiting out the situation to determine
if the problem is only temporary.

In the rating process, Standard & Poor’s
reviews the formal and informal policies
and procedures the fund has in place to
monitor and correct such situations,

MANAGEMENT
Essential ro any analysis of managed port-
folios is an understanding of the strengths
and weaknesses of management. The
process by which money market funds are
rated includes meetings with fund officials
to discuss fund investment objectives,
portfolio management techniques, and
risk aversion strategies. Standard & Poor’s
evaluates the effectiveness of fund man-
agement in implementing a dynamic
Investment process consistent with the
fund’s stated goals and objectives,
Standard & Poor’s believes that these
meetings are central to a meaningful fund
rating service. Managemen assessment
considers the following:

& Experience and track record in
portfolio management

& Operating policies and risk
preferences

& Credibility and commirment to
policies

‘MONEY MARKET Fu

¥ Extent and thoroughness of internal
controls and commitment to oversight

Standard & Poor’s judges each fund
Management team on its own merics.
Focus is placed on the way the fund is
managed in relation to its shareholder
base and stated investment objectives.
Standard & Poor’s closely examines how
daily operations of the fund are conduct-
ed. This examination includes organiza-
tional structures, depth of staff, and ade-
quacy and level of investment controls,

Experience

All too often, investment advisers will
assign their least-experienced portfolio
managers to run their money market
funds. The theory is that securities with
short maturities are less risky and require
minimal investment expertise. This is a
mistake. The subtleties of managing a
fund thar has 2 0.5% margin for error
require skilled professionals.

An experienced fund manager with a
proven track record in money market
funds greatly enhances a fund’s safety.
This manager does not necessarily have
to make every investment decision, but
should be closely involved with the fund.
It is acceptable for less senior personnel
to execute trades and make certajn
investment decisions within strict para-
meters. However, an experienced money
market fund manager should be monitor-
ing these activities daily.

It is also necessary to distinguish
between an experienced money market
fund manager and someone who has
experience managing long-term invest-
ments. Managing a stable net asset value
(NAV) fund is very different from manag-
ing a bond fund with a variable share
price. Investment policies and strategies
that may be very prudent for bond funds
can be disastrous for money market
funds. The precision necessary in running
a money market fund successfully takes a
different mindser than is required in man-
aging other fixed-income vehicles, An
experienced fixed-income manager docs
not necessarily equate to an effective
money market fund manager, Therefore,
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Standard & Poor’s emphasizes the level
of experience in managing money market
funds in its review of fund management.
Lack of experience can result in a lower
rating, more stringent rating criteria
[such as shorter weighted average maruri-
ty (WAM)], or both.

Operating Procedures and Risk Preferences
The processes involved in managing a
money market fund directly affect its safe-
ty. Standard & Poor’s evaluates the fund
manager’s operating procedures in con-
junction with each rating. A key compo-
nent of this review is the investment deci-
sion-making process. Numnerous investment
decisions are made daily for all money mar-
ket funds. Standard & Poor’s examines
how these decisions are made and who is
charged with executing them.

Fund advisers that conduct frequent
investment committee meetings to arrive
at both short-term and intermediate-term
investment strategies are viewed more
favorably than those who leave invest-
ment strategy decisions strictly up to the
fund manager. This helps prevent any one
individual from having an inordinate
amount of influence on the strategy of a
fund. The role of an investment commit-
tee should be to ser investment guidelines
and strategies. The portfolio managers
then have the job of executing these
strategies using their expertise in manag-
ing money market funds.

Standard & Poor’s also focuses on the
amount, type, and quality of information
used in making policy and investment
decisions. This includes the size and capa-
bilities of the credit and risk research
staff, the access to current economic data
and analysis, and the types of on-line
business information services used.

All fund prospectuses contain invest-
ment policies that fund advisers must fol-
low. These policies tend to be quite gener-
al, typically mimicking regularion and
thereby giving fund managers consider-
able investment leeway. It is prudent for
fund advisers to establish written internal
procedures to better define both the
fund’s invesrment guidelines and the
manager’s operating policies.




Credir quality is one area that should
be documented with formal written pro-
cedures. A fund adviser should establish
an approved investment list as well as
policies for adding or removing names
from that list. Additionally, a process and
methodology for periodically evaluating
the credit quality of all approved invest-
ments should be established. The use of
an internal credit rating scale is benefi-
cial. Such a scale sets a standard of com-
parison that can be widely recognized,
especially when evaluating securities for
which Nationally Recognized Statistical
Rating Organizations (NRSROs) have
differing views. They also provide evi-
dence that independent analysis has been
done, particularly if a credit committee
must approve the internal ratings.

The investment management arm of a
bank or broker/dealer often obtains its
credit research from somewhere else in
the organization, such as 4 central credit
research department. In these situations,
it is essential that the investment adviser
have immediate access to all changes in
credit standing. Standard & Poor’s has
seen organizations in which credit infor-
mation was distributed firm wide on a
quarterly or semiannual basis. This is
inadequate. Ideally, a representative from
the investment adviser should attend
credit commirtee meetings to ensure a
good flow of market information,

Funds also benefit from having clear
and explicit investment policies regarding
the use of variable-rate notes, structured
notes, and derivative instruments. Fund
investment policies should incorporate
procedures on the approval, risk mea-
surement, control, and limits related to
these investments. Fund managers should
be able to present an analytical basis for
determining that such securities are eligi-
ble fund investments and have a reason-
able likelihood of femaining at or repric-
ing to their amortized cost value at each
reser until marurity. This analytical basis
should include a review of historical
index behavior and sensitivity analysis.

The ultimare policy responsibility for
any muraal fund lies with its board of
directors or trustees. The board is elected

by fund shareholders 1o oversee their
investments and management. Boards
entrust investment advisers to handle the
funds’ day-to-day affairs, but should not
rely on the advisers to always act in the
best interest of the sharehoiders. Invest-
ment advisory contracts are based on a
percentage of fund assets. Therefore, it is
beneficial for advisers to attract money
into their funds. Historically, high returns
have been a way to attract these assets.
Higher returns are also associated with
greater risks. Boards must establish
investment policies thar are strict enough
to prevent fund advisers from taking risks
that are not in the best interest of the
shareholders, They must also establish
stringent procedures for reviewing and
enforcing these policies.

Board members are not necessarily
investment professionals and may lack
expertise in money market fund manage-
ment. Still, a board should act as an inde-
pendent body and demand that advisers
be able to clearly explain all investments
and investment strategies. Standard &
Poor’s feels that boards should receive
detailed reports regarding fund invest-
ments and activities ar least monthly.
Boards should be active, questioning fund
advisers at any time during the year, not
just at quarterly meetings. Too often,
boards are passive or lack the necessary
independence, which could lead to rub-
ber-stamp approval of investment adviser
activities. Such boards are not fulfilling
their responsibility to fund shareholders.

Investing, by definition, is risk taking.
Investment advisers are paid to take risks
commensurate with the desires of fund
shareholders. There is no way to elimi-
nate risk in money marker funds and still
provide adequate returns on Investment.
Even the most conservatively managed
fund can be in jeopardy of breaking rhe
dollar if there are sufficiently adverse
market conditions. Fund managers differ
in their risk preferences, as they should.
Managers who say they are “market-neu-
tral”, or who have no opinion on future
interest rate movements, are either not
telling the whole truth or deceiving them-
selves and their investors. Counservative
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and aggressive investment strategies can
be effective, provided that the proper
operating procedures are in place to
ensure that these strategies are consistent
with prudently established guidelines.

Internal Controls

Money market funds universally have the
investment objective of maintaining a
constant net asset value (NAV) per share.
Because of the small margin for error
allowable to achieve this goal, Standard
& Poor’s closely considers the internal
controls of fund advisers. Included here
are pricing policies, NAV deviation pro-
cedures, depth of staff, stress testing
capabilities, asset flow monitoring, trade
ticket verification, systems backups, level
of oversight, and disaster recovery.

Accurate pricing is a key factor in
maintaining a stable NAV. Standard &
Poor’s expects all investment advisers to
be capable to accurately price portfolio
securities and calculate a fund’s actual
NAV in-house, and to do so periodically.
Advisers are expected to compare the
market value of the fund to its amortized
cost value on a weekly basis. In many
cases, investment advisers rely exclusively
on fund administrators or outside pricing
services to perform this function. While
these outside providers are typically reli-
able sources, mistakes do occur, especial-
ly for securities that are difficult ro price.
Outside providers did a poor job in pric-
ing structured notes in early 1994, All
investment advisers should have some
built-in redundancies to check the work
of the outside providers and question any
discrepancies that may occur,

Not only do investment advisers need
to be able to calculare NAV, but they also
need to have explicit written plans for
dealing with any material deviation. NAV
deviation procedures are the responsibili-
ty of the investment adviser and the
fund’s board. Regulation dictates that
action must be contemplated if a fund’s
NAV deviates by more than 0.5% from
$1.00. Standard & Poor’s money market
fund rarings specifically address the likeli-
hood of this deviation occurring. There-
fore, Standard & Poor’s expects rated
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funds to have written policies that initiate
action long before that point. At mini-
mum, these policies should dictare action
at a 0.25% deviation. Required actions
should include a meeting among senior
fund officials, notification of board mern-
bers, and establishment of a formal
action plan. All portfolio managers
should be completely familiar with these
NAV deviation procedures, and not rely
on a third-party administeator for imple-
mentation. Since it is in the best interest
of the advisor to be proactive in dealing
with NAV deviations, Standard & Poor’s
requests daily portfolio pricing {marked-
to-market) and NAV calculations when
deviations reach the following for each
specific rating category:

8 ‘AAAm’ 0.15%{(.9985/1.0015)
B ‘AAny 0.209%(.9980/1.0020)

2 ‘A 0.25%(.9975/1.0025)

g ‘BBBm 0.30%(.9970/1.0030;

It 1s also important that the controls of
a fund do not suffer when the primary
portfolio manager is not managing the
fund, as substiture managers may not
have the investment experience of the pri-
mary manager. Howeves, it is inexcusable
to lack the necessary controls to prevent
mistakes from occurring when the prima-
fy manager is not available. Each member
of the investment adviser’s staff with the
authority to manage the fund on a tempo-
rary basis should be adequately trained in
the investment policies and guidelines for
those funds. Additionally, a set of proce-
dures should be in place to automatically
review the work of a substitute portfolio
manager each day that the substiture
manager is overseeing the fund(s).

Fund managers should also be reason-
ably prepared for the unexpected. This
entails the ability to perform “what if”
and stress test analyses. A fund manager
should be able to calculate the impact of
any security purchase on the fund’s
weighted average maturity (WAMj). This
caleulation should factor in the influence
of sudden or unexpected redemptions in
conjunction with the security purchase.

Additionally, fund managers should

have the ability to stress test both individ-
ual securities and entire portfolios. Indi-
vidual security rests should estimate price
sensitivity under severe interest rate
movements. Portfolio testing should
stress the fund’s assets in aggregate under
the same interest rate scenarios, but
should also measure the impact of dilu-
tion on NAV assuming sizable redemp-
tion activity. The magnitude of the poten-
tial redemption activity should take into
account historical redemptions and the
nature of the shareholder base. Funds
with interest rate-sensitive institutional
investors need to stress test redemptions
at much higher levels than funds with
typically more stable retail investors,

Redemption volatility adds to the diffi-
culty of managing a money market fund.
The feature of immediate liquidity is a key
element in the growth and popularity of
money market funds. Investors like the
idea of having quick access to their
money. Yet, the uncertainty created by
instant liquidity can make it difficulr to
employ a consistent investment strategy.
Funds with very volatile shareholder
accounts are subject to the greatest risk. Ir
is nearly impossible ro accurately predict
cash inflows and outflows, but fund man-
agers can take steps to prepare for them,

Frequent communication with 2 fund’s
largest shareholders is an important way
to get indications of redemptions. It is
also a way to stay informed of how long
large deposits are expected to stay in the
fund so managers can invest appropriate-
ly. Some funds have policies that encour-
age prior notification of large with-
drawals. Other funds wil] refuse “hot
money”, which is money from investors
who are very interest rate sensitive, Hot
money tends to leave a fund quickly in
rising interest rate environments, causing
dilution to NAV and potentially harming
the remaining shareholders, Fund man-
agers should be very familiar with the
redemption patterns of their largest
investors. This facilitates the management
of cash flow volatility, thus enhancing
fund safery.

Proper controls also entail trade ticket
verification. All trade tickets should
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require two signarures, one belonging to
the individual executing the trade and the
other to a portfolio manager or senior
level member of the investment advisory
staff. Additionally, it is beneficial to have
a computer system that is tailored to the
investment parameters of each fund. In
such a portfolio management system,
unauthorized investments would be
kicked out, immediately alerting portfo-
lio managers to the mistake. These sys-
tems can also do the same for purchases
that cause a fund’s WAM to exceed estab-
lished limits.

Computer systems are vital to manag-
ing mutual funds. Standard & Poor’s
review of a fund’s controls examines
backup computer capabilities. System
failure cannot shut down a mutual fund,
even for a short amount of time, as share-
holders expect access to their money. All
computer processes for a fund should be
replicated on another system, usually
with a custodian or administrator. Fund
advisers should back up data nightly to
an offsite location. Ir is also important to
have detailed contingency management
and disaster recovery plans that are tested
periodically. Earthquakes in Los Angeles
and San Francisco, floods in Houston
and tropical storms hitting New Jersey
are just a few past examples of situations
in which emergency action plans had to
be execured.

SEC POST-EXAMINATION LETTERS

All rated funds that are registered under
Rule 2a-7 of the Investment Company
Act of 1940 must submir a copy of the
latest SEC post-examination letrer and
the investment adviser’s response to Stan-
dard & Poor’s. If no letter has been
received, fund counsel must represent
that no letter was in fact received from
the SEC. As part of its monitoring of
money fund ratings, Standard & Poor’s
requests such information annually. SEC
letters are requested even if the letter
addresses other money funds managed by
the same adviser and not the rated fund
specifically. Standard & Poor’s rates
money market fund based on representa-
tions from fund advisers and does not
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perform an audit. Where an audit is per-
formed, as in the case of the SEC exami-
nation, Standard & Poor’s believes that
the outcome of the audit can provide
important insights into the daily opera-
tions of the adviser, which may ultimately
affect fund safety.

TAX-EXEMPT MONEY MARKET FUNDS
Standard & Poor’s alse analyzes tax-
cxempt money market funds that invest
primarily in short-term municipal securi-
ties. In assigning ratings to tax-exempt
money market funds, Standard & Poor’s
analytical scope factors in all Nationally
Recognized Statistical Rating Organiza-
tion (NRSRO) ratings assigned to indj-
vidual securities. This policy allows Stan-
dard & Poor’s to take 2 broad-based
portfolio approach in analyzing all tax-
exempt funds.

In order to rate tax-exempt money mar-
ket funds that hold securities that Stan-
dard & Poor’s has not rated, Standard &
Poor’s must be able 1o assess the funds’
credit evaluation methods. Therefore, in
conjunction with al rarings assigned to
tax-exempt funds, Standard & Poor’s
conducts a detailed review of each fund’s
credit analysis approach. This entails a
meeting with each fund’s credit research
staff to examine their analytical practices,
procedures, and methodologies.

The examination covers

security evaluation,

market analysis,

security selection,

asset dispersion,
diversification,

pricing,

ongoing monitoring of credits,
sources of secondary market
information,

response to distressed credit
situations,

& resource dedication, and

B staff qualifications,

Discussions focus on the use of NRSRO
ratings, any internal rating systerns, and
the process in which each fund’s approved
list of securities is presented to and
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teviewed by the fund’s board of directors.

Standard & Poor’s has specific criteria
for assessing securities rated by other
NRSROs. Standard & Poor’s may dis-
count ratings by other NRSROs based on
where each security would likely be clas-
sified under Standard & Poor’s rating
scale. In most cases, such a discount
would involve a drop by no more than
one rating category. However, in some
sectors where Standard & Poor’s believes
other NRSROs diverge significantly from
Standard & Poor’s rating approach, dis-
counts may be more than one category.
Additionally, unrated securities are
assessed on a case-by-case basis,

Generally, Standard & Poor’s will clas-
sify securities as lesser quality if:

& The security is within a sector or
category of municipal securities
where there tends to be material dif-
ferences in the ratings assigned to
like securities by the various
NRSROs.

Or

& The security is within a sector or cat-
egory of municipal securities in
which the NRSRO(s) rating the
security has limited market presence.

Standard & Poor’s ratings guidelines
state that for a tax-exempt fund to be
rated by in the highest categories by Stan-
dard & Poor’s, all securities held by the
fund should be rated either ‘SP-1+° or “A-
1+’ or ‘SP-1° or *A-1". The proportions
for each rating depend on the fund’s rat-
ing category {see Money Market Fund
Rating Definitions and Criteria Summary,
page 3}. In considering other rating
scales, Standard & Poor’s makes the fol-
lowing distinctions:

& Securities not rated by Standard &
Poor’s that have been assigned the
highest short-term rating by another
NRSRO and have a long-term rat-
ing comparable to Standard &
Poor’s ‘AAA are considered Stan-
dard & Poor’s ‘A-14’ equivalent for
money market fund rating purposes
only.
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& Securities not rated by Seandard &
Poor’s that have been assigned the
highest short-term rating by another
NRSRO and have a long-term rat-
ing comparable to Standard &
Poor’s ‘AA’ are considered Standard
& Poor’s ‘A-1° equivalent for money
market fund rating purposes only.

# Securities not rated by Standard &
Poor’s that have been assigned the
highest short-term rating by another
NRSRO and possess credit support
from an entity rated ‘A-14’ by Stan-
dard & Poor’s are considered Stan-
dard & Poor’s ‘A-14’ equivalent for
money market fund rating purposes
only.

& Securities not rated by Standard &
Poor’s that have been assigned the
highest short-term rating by another
INRSRO and possess credit support
from an entity rated ‘A-1° by Stan-
dard & Poor’s are considered Stan-
dard & Poor’s ‘A-1° equivalent for
money markert fund rating purposes
only.

& General obligation debr not rated by
Standard & Poor’s issued by a
municipality that has an ‘SP-14° or
‘A-1+ short-term unsecured debt
rating from Standard & Poor’s is
considered Standard & Poor’s “A-
1+’ equivalent for money marker
fund rating purposes only.

& General obligation debt not rated by
Standard & Poor’s issued by a
municipality that has an ‘SP-1’ or
‘A-1" short-term unsecured debt rat-
ing from Standard & Poor’s is con-
sidered Standard & Poor’s *A-1°
equivalent for money market fund
rating purposes only.

These criteria serve as recommended
guidelines for rating tax-exempt funds. In
assigning actual ratings, Standard &
Poor’s bases its final analytical determi-
nation on its review of each fund’s port-
folio management and credir research
areas.
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INVESTING IN OTHER

MONEY MARKET FUNDS

Standard & Poor’s criteria calls for
rated money marker funds that invest
in other money market funds {also
called Registered Investment Compa-
nies or RICs) ro carry an identical rar-
ing. For example, a Standard & Poor’s
‘AAAmM’ money market fund may only
invest in Standard & Poor’s ‘AAAmr
money market funds. Funds registered
under Rule 2a-7 are lLimited to g 10%
investment in other money market
funds. Standard & Poor’s money mar-
ket fund criteria for funds that are not
registered under Rule 2a-7 (e.g., off-
shore funds, government investment
pools) generally calls for z maximum
25% exposure to any one fund with no
stated maximum exposure. However,
while no maximum is stated, Standard
& Poor’s will inquire as to the feasibil-
ity of one rated fund investing a major-
ity of its assets other rated funds. This
includes an analysis of the rared funds
position on fee rebates since investing
in another money market fund will
ultimately cause the shareholder to be
paying fees on two funds. In addition,
there are also percentage limits that the
investing fund may comprise of the
fund it is investing in, as it would not
be prudent for the fund to invest in
another rated fund if ir were going to
comprise a significant portion of its
assets.

REPURCHASE AGREEMENTS {REPOS)

While Standard & Poor’s recognizes
the importance of the collateral secur-
ing these repurchase agreements
{repos)}, cur main focus with regards to
the risk in these securities has always
been on the creditworthiness of the
counterparry.

Generally speaking, the underlying
securities in traditional Iepos are typi-
cally ineligible investments for money
market funds, either because of their
maturity (longer than 397 days} or
type {certain mortgage-backed securi-
ties). A fund that takes possession of
such collateral will have to sell it as

$001n as possible. Any delay in a fund’s
ability to sell the sceurities could create
both liquidity and market risks inap-
propriate for money funds.
This is especially true for non-tradi-
tional collateral, as these security types
{e.g., non-investment grade corporates,
equities) possess higher potential price
volatility than traditional collateral
{see “Non-Traditional” Repurchase
Agreement (Repo) Collateral section
on page 19].

The following bullets and table out-
line specific repo criteria for ‘AAAm’
rated money market funds:

& The aggregate amount of ajl repos
{regardless of the rating) with
maturities of more than seven cal-
endar days may not exceed 10%
of a fund’s total assets.

& Overnight repos with any single
‘A-1” Issuer are limited to no more
than 25% of a fund’s total assets,

& Repos with maturities beyond
overnight and less than or equal
to seven days with any single
Issuer (‘A-1+°) are limited to no
more than 25% of a fund’s total
assets.

& Repos with maturities beyond
overnight and less than or equal
to seven days with any single
Issuer (*A-17) are limited to no
more than 10% of a fund’s total
assets,

For these criteria, the maturity of a
repo is defined as the absolute maruri.
ty of the agreement. If, however, the
agreement contains a put thar would
result in a lower effective maturity for
the agreement, Standard & Poor’s will
review the repo documentation to be
certain of the unconditional nature of
the put feature. Standard & Poor’s has
the same criteria for both tri-party and
deliverable repos. However, where a
tri-party repo is used, Standard &
Poor’s will examine the fund adviser’s
procedures ensuring that the proper
type and amount of collateral s
received.
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Credit

Quality {1 day) Days > 7 Days

Gvernight 2107

At * 25% 0%
Al 25% 10% 10%**
A2 8% 0% 0%

“While Standard & Poor's doss not formally propase any
diversification guidefings for overnight repo with any sin-
gle A1+ counterparty, we believa t udent for a rated
money market fund to maintain a minimal ameunt of diver-
sification and thus we wauld be concerned with a fund
that was comfartabla taolding > 40% i an overnight reno
with any single 'A-1+ Issuer/counterparty.

“*Aggregate exposure ta tam Tepo greater than 7 days is
fimited to 10%.

Standard & Poor’s repo diversification
criteria for funds rared ‘AAmY; ‘Am’ and
‘BBBm’ is identical to the above table
except for the permitted exposure to ‘A-
2’ Issuers on an overnight or one day
basis of 5% for ‘AAm’, 10% for ‘Am’
and 25% for ‘BBBm’.

To ensure that repos are properly
secured, Standard & Poor’s looks for cer-
tain written representations from all
funds investing in repos. Regarding per-
fection of the fund’s security interest in
repo collateral, Standard & Poor’s seeks
written representations that the fund
takes delivery of the collateral in either of
the following manners:

® The fund, or a third party acting
solely as agent for the fund, has pos-
session of the securities.

Or

# The securities have been legally
transferred to the fund under other
applicable laws, except that the
fund may not enter into any hold-
in-custody arrangements.

In addition, Standard & Poor’s also
locks for written representations that
confirm the following:

¥ A written master repo (e.g., the Bond
Market Association standard repo
form} governs all repo transactions.

& The fund takes all TICCESSAry Steps to
acquire and maintain a first perfected
security interest in any repo securities,
any substituted securities, and all pro-
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ceeds derived from the IEPO securities.

& For purposes of perfecting the fund’s
security interest, the counterparty
owns alf repo securities free of any
other claims.

& The fund intends to pay the purchase
price for the securities, as stated in the
applicable governing agreement,

& The counterparty will not incur, or
allow others to incus, any equal or
prior liens on the securities.

8 The fund has no knowledge of any
fraud involved in any of the repo
transactions it undertakes.

If the fund enters into tepos with Secu-
rities Investor Protection Corp. (SIPC)
and non-SIPC counterparties eligible to
be debtors under the U.S, Bankruptcy
Code, the fund should alse provide assur-
ance that the repos meet the Bankruptcy
Code definition of a repo.

If the fund enters into repos with finan-
cial institutions subject to FIRREA, the
fund must provide the following items:

& Assurance stating that the repos sat-
isfy the definition of 2 repurchase
agreement and “qualified financial
contract” under FIRREA.

# Written representations to the cffect tha:
1. All other requirements under
FIRREA have been met a5 oui-
lined in policy statements by the
FDIC and RTC dated Dec. 12,
1989; and

2. The fund, in accepting securities
from a counterparty thart is sub-
ject to FIRREA, is not in any
way acting to defraud the coun-
terparty, nor does the fund have
any prior knowledge to the effect
that the counterparty is insol-
vent, or may become insolvent,
as a result of the completion of
any such repo transaction.

Non-Traditional Repurchase Agreement
{Repo) Collateral

U.S. government or U.S, government
agency securities including Treasuries,
Agency Discount Notes and Agency
Mortgage Backed Securities have custom-

arily been used 1o collateralize repurchase
agreements (repos). Most recently, bro-
ker/dealers have pledged “non-tradirion-
al” collateral, including investment and
non-investment grade corporate debr,
money market securities and even shares
of U.S. equities to back their repo obliga-
tions. A key reason behind this recent
interest is that repos backed by “non-tra-
ditional collateral” provide a boost to
money fund yields. While the growth in
non-traditional collateral has been in part
spurred by brokers seeking to leverage
other asser types; the demand is more like-
ly fueled by the added basis points that
comes with the non-traditional collateral,
Standard & Poor’s Money Market
Fund Rating Criteria for repos collateral-
ized by “non-traditional” assets address-
es the credit quality and diversification
guidelines thar are consistent with its
money market fund ratings. The guide-
lines for non-traditional collateral are
more restrictive than traditional colfateral
because the non-traditiona) collateral
may not qualify for preferential treat-
ment under the Federal Deposit Insurance
Act or the Federal Bankruptcy Code and
therefore, must be treated as unsecured
obligations of the Issuer {counterparty),
Standard & Poor’s credic quality crite-
ria for repo collateralized by “non-tradi-
tional” assets calls for the counterparties
{e.g. broker/dealers) to either have an
explicit Issuer or counterparty rating
from Standard & Poor’s of AT or A-1+,
or have a letter of guaranty from an ‘A-1’
or *A-1+ (Standard & Poor’s rated) par-
ent company. This differs from repo col-
lateralized by traditional collateral, as
traditional repo may be transacted with
unrated broker/dealers that are 50% or
more owned by a parent company that is
rated “A-1° or better by Standard &
Poor’s qualify for the highest three rating
categories (‘AAAm’, AAmM’Am).
Standard & Poor’s “diversification criteria
for repos collateralized by “non-traditional”
assets calls for the maximum exposure o
any single counterparty (or broker/dealer) is
limited t0 5% of total fund assets, This dif-
fers from repo collateralized by traditional
collateral, as they mRy comprise up to 25%
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per dealer depending on the credit quality of
the broker/dealer.

Additionally, Standard & Poor’s con-
siders term repo agreements beyond
seven days (for both traditional and nog-
traditional collateral} to be illiquid, and
as such, should be limited to no more
than 10% of total fund assess, Standard
& Poor’s also expects that the underlying
collateral in term repo agreements to be
priced daily and maintained at the
required collateralization levels,

Evaluating Repurchase A greement (Repo)
Counterparties

The following criteria relates only to coun-
terparty assessments for repurchase agree-
ments {repos) collateralized by traditional
collateral in rated money market funds
and is not a comment on the unrated enti-
ty’s ability to repay its unsecured debt or
satisfy other contractual obligations.

Standard & Poor’s recognizes that
many money market funds transact repos
with unrated subsidiaries of highly rated
financial institutions. Standard & Poor’s
looks directly to the parent’s short-term
rating to determine the level of creditwor-
thiness of unrated Tepo counterparties
that are subsidiaries of rated entities. In
establishing this criterion, Standard &
Poor’s recognizes that repos, as secured
transactions, differ from unsecured oblig-
ations. Standard & Poor’s reviews the
legal structure of each fund’ repos before
assigning a rating to the fund,

Unrated entities that are at least 50%
owned by rated parents are considered at
the same investment level as the parent’s
rating. Therefore, a repo transaction with
an unrated broker/dealer whose parent
has an ‘A-1+7 rating is assessed at ‘A-1+
equivalent for money market fund rating
purposes only. Likewise, a repo with an
entity whose parent is rated CAT s
viewed as an ‘A-17 equivalent for money
marker fund rating purposes only.

For the case of rated repo counterpar-
ties that have parents with higher short-
term ratings, Standard & Poor’s looks to
the parent’s rating in assessing the proper
level, provided that the subsidiary is at
least $0% owned. For al] other rated
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fepo participants, the actual Standard &
Poor’s short-term rating applies.

FUNDING AGREEMENTS
Funding Agreements are floating-rate
investment contracts issued by insurance
companies for the institutional market-
place. These investment contracts are
popular with some money funds due to
their artractive vields and pur provisions.
The put provision allows the owner of a
fioating-rate Funding Agreement contract
to receive back its investment in a speci-
fied number of days. Most money funds
prefer seven-day puts although 30-, 90-,
180-day, and one-year puts are also avail-
able. Most floating-rate Funding Agree-
ment indexes are pegged to one- or three-
month LIBOR. Prime, commercial paper
composite index, and one-year constant
maturity treasury have also been used.
When evaluaring Funding Agreements
as eligible investments for rated money
market funds, Standard & Poor’s consid-
ers the credit quality of the Issuer (insur-
ance company), the terms of the agree-
ment including contract maturity, reset
index rate, and frequency of rate adjust-
menis {e.g., weekly, quarterly), and any
put or demand features. In order for the
Funding Agreement to be an eligible
investment for Standard & Poor’s rated
money market funds, the insurance com-
pany issuing the investment contract
must possess an ‘A-1° or ‘A-1+ short-
term rating from Standard & Poor’s. In
addition, contracts issued by a non-rated
subsidiary of a rated insurance company
are not eligible for rated money market
funds. As for the variable-rate features of
the Funding Agreements, the reser rates
should be tied to indices considered to be
money market rates, such as LIBOR, Fed
Funds, T-bill, and CP composite rates.
Standard & Poor’s also considers the
potential for credir and liquidity risks
presented by these contracts, Given the
liquid nature of short-term Funding
Agreements {i.e, no secondary market
rading), contracts that include short puts
and demand features {generally seven to
30 days) offer 3 greater level of prorec-
tion against credit deterioration of the
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issuing company. To provide for liquidity
in the event of credit action, some Fund-
ing Agreements include credit event put
provisions, which provide the buyer (the
fundj the abilicy to put back the contract
to the issuing entity upon a downgrade of
its rating. Standard & Poor’s views this
feature favorably since it enhances the
fund’s liquidity options.

Since Funding Agreements pay a vari-
able rate of interest on periodic reset
dates, money marker funds can take
advantage of the maturity shortening
provision under Rule 2a-7 of the Invest-
ment Company Act of 1940 regulating
money market funds. Hence, a Funding
Agreement with a One-year maturity and
30-day reset dates, are treated as 30-day
mstruments by money market funds for
purposes of calculating their average
portfolio maturity. However, these securi-
ties are considered to be part of the 10%
illiquid basket as per Rule 23-7. Funding
agreements that provide for seven-day or
daily puts are not subject to the illiquid
basket treatment.

EXTENDIBLE NOTES
Extendible notes come in many forms but
can generally be classified under two
broad categories based o who possesses
the option to extend - the holder of the
security or the Issuer of the security,
When comparing the two types, Standard
& Poor’s looks more favorably towards
those instruments where the holder of the
security possesses the option because this
option allows the holder to more actively
manage the maturity risk associated with
the Issuer, However, for extendible securi-
ties where the holder possesses the
option, Standard & Poor’s does not
believes it is prudent for a fund to extend
the maturity if the Issuer experiences any
credir deterioration, including being put
on CreditWatch Negative or upon 3
downgrade. For those securities where it
is the Issuer’s option to extend the maty-
rity, the following guidelines apply.
Extendible commercial notes {ECNs})
have received increasing interest from
money market funds. On the surface,
ECNs look very much like traditional
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commercial paper, but provide a twist,
Highly rated corporations issue ECNs for
a finite period of time, say 90 days. They
differ from commercial paper in that the
Issuer, at its discretion, can extend the
maturity of the note to a2 maximum of
390 days. The Issuer has the option to
call the notes at any time during the
extension period. Like commercial paper,
ECNs are offered at a discount rate based
on the initial maturity date. If extended,
the rate becomes variable based on a
spread above LIBOR. The size of this
spread is dictated by the short-term credit
rating of the Issuer and the spread’s mag-
nitude is designed 1o discourage the
Issuer from extending the maturity date.
The benefit to the Issuer is they can issue
ECNs without a back-up liquidity facili-
ty. At the initial redemption date, if the
Issuer lacks the necessary funding to pay
off the notes, it can simply extend the
maturity until alternatjve funding is
obtained. These differ from previously
issued short-term notes in which the
option to extend was controlled by the
note holders.

Extension would occur when the Issuer
has no other viable refinancing options,
making the ECN holder the lender of last
resort. This would be a precarious position
for a money market fund to be in, even
though it receives a premium for accepting
this risk. While the premium rate may
seem atrractive {e.g., 110% of LIBOR for
‘A-1+ credits, 115% for ‘A-17 credits),
money market funds could face liquidiry
and pricing problems. The fact that the
Issuer cannot place new commercial paper
into the market implies thar the fund will
have equal trouble finding buyers for irs
ECN position, rendering its holding illig-
uid. At this point, accurate pricing of the
securities becomes complex, particularly
given the Issuer’s option to call the ECNs
at any time. Standard & Poor’s believes
that prior to purchasing these securities,
money market fund advisers should adopt
a detailed investment policy for ECNs and
be prepared to hold the secarities o the
extended maturity dare.

Standard & Poor’s money market fund
criteria calls for rated money market
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funds to book the maturity of ECNs to
the initial redemption date and count
them toward their 10% less fiquid basket
of securities. Short-term credit ratings on
ECNs are treated the same as the Issuer’s
commercial paper ratings {for Standard
& Poor’s rated money market funds,
commercial paper Issuers must be rated
‘A-1” or better by Standard & Poor’s).
While it is considered unlikely that the
Issuer will extend the notes, upon exten-
sion, the rates change from fixed to vari-
able, and money market funds shouid
calculate marurity based on final maturi-
ty date. Although interest rates for ECNs
reset periodically (rypically monthly)
after extension occurs, calculating days to
maturity by referencing the reset dage is
imprudent. Money fund regulation per-
mits funds to calculate maturity for vari-
able-rate securities based on the reset
date. This applies only when the market
value of securities can be reasonably
expected to approximate amortized cost
at each reset until final maturity. Exten-
sion of an ECN would only occur when
an [ssuer experiences an adverse credit
event, or if the market encountered 2 lig-
uidity crunch. In either case, the ability to
project the market value of the ECN is
likely to be materially impaired.

INTERFUND LENDING
Standard & Poor’s has formulared guide-
lines for interfund lending in rated money
market funds. For those management
companies who have received exemptive
orders from the SEC to lend cash
between funds {managed by the same
investment adviser), Standard & Poor’s
believes that adherence to the following
guidelines is consistent with investment
practices of highly rated money market
tunds. Standard & Poor’s looks for:

Opinion written by either in-house or
external counsel for the fund evidencing
that the Fund lending cash has 2 lien on
the borrowing funds’ assets that is senior
to that of fund shareholders and service
providers {i.e. custodians, distributors,
investment advisers),

Established guidelines that specify per-
centages that each rated fund may lend

{tc each fund and in aggregate) as well as
the percentages that each borrowing fund
may borrow.

Additionaily, rated funds should:

# Refrain from lending to funds with
more than 35% emerging markets
exposure

& Refrain from lending to funds that
have lost greater than 25% of their
assets within the past five business
days (through any combination of
redemptions and market deprecia-
tion)

# Rated money market funds should
refrain from borrowing from other
funds except to meet emergency lig-
widity needs {i.c., not to Jever the
fund or otherwise enhance yield)

As part of the weekly monitoring
report, rated funds should provide dertails
on the amount of money loaned at any
time during the prior week, the name of
the borrowing fund(s}, the net asser size
of the borrowing fund(s), and the maturi-
ty and interest rate terms of the loan{s).
Additionally, Standard & Poor’s requests
that rated funds provide written notifica-
tion of these policies prior to commence-
ment of any such transactions,

CALLABLE AND CONVERTIBLE NOTES
Callable and convertible nores are
designed to perform well in stable interest
rate environments. Both callable and con-
vertible notes can present money market
funds with unique market risks including
call risk, reinvestment risk, interest rate
risk, and liquidity risk. Given these multi-
ple risks factors, managers should closely
evaluate the pricing and market risks pre-
sented by these securities.

Corporations and government agencies
issue short-term callable debr generally
with one-year final maturities and with
monthly or quarterly call dates. Due to
the call feature, the interest rares {yield}
for these securities are generally higher
than those for equivalent non-callable
instruments. The added risk is ‘uncertain’
principal maturity. There are several
ways that this risk can manifest, for
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example, during periods of rising interest
rates, the value of these callable notes
will decrease, as would a similar non-
callable fixed-income security. During a
period of falling rates, however, the price
of callable notes will not appreciate in
proportion with non-callable notes given
the increased likelihood that the callable
notes will be called at the next call dare.
Investors will be unwilling to pay any
material premium in the purchase price
given the call risk.

Callable note investors also face the
risk of having their notes called away
when rates fall. Reinvestment occurs
when Issuers call the securities, Issuers
are more likely to call {or retire their out-
standing debt) when interest rates have
dropped as this provides an opportunity
1o obtain cheaper financing, Investors of
callable notes that are called will have to
reinvest at lower rares.

Convertible notes are 2 variation on
short-term callable notes as convertible
notes while not callable can be converted
from a fixed rate to a floating rate at the
option of the Issuer. The holder is short
the convertible feature, and thus is paid a
vield premium to offser this uncertainty
or risk. Like callables, convertible notes
are typically issued with one-year final
maturities at attractive fixed rates or with
predetermined floating-rate formulas.
The value of convertible notes will also
fall during rising rate periods, behaving
much like standard fixed rate instru-
ments. However, when rates fall, the
price appreciation of convertible notes
will be limited due to the increased likelj-
hood of conversion. The conversion risk
1s similar to call risk and thus has similar
inherent price or market risks, The key
difference is that upon conversion, the
interest earned on the convertible notes is
based on a predetermined formula, while
the note holders controf the reinvestment
options for the callable notes.

Standard & Poor’s believes it is prudent
for fund managers to perform stress eests
on these securities under various interest
rate scenarios to determine the relative
value of holding these securities during
perieds of both rising and falling rates.
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Assumptions should include the magni-
tude of the interest rate decline required
for the securities to be called or converted
and the frequency of the options that
may be exercised (e.g., monthly, quarter-
ly). Managers should closely evaluate the
risk and reward trade-offs presented by
these securities before investing in these
notes.

In holding convertible notes, a fund is
taking all the risks of a fixed-rate instru-
ment, while potentially receiving the
lower returns that floating-rate instru-
ments provide in a declining interest rate
environment. To make these notes more
attractive, Issuers typically set the float-
ing rate reser formalas at spreads above
an index {such as Fed Funds or LIBOR}
that are higher than the market rate for
variable rate securitics. While such for-
mulas may look enticing in the near term,
spreads may widen over time, potentially
creating a below market yield as such
times as the notes are converted. In fact,
the Issuers of convertible notes have an
incentive to exercise the conversion
option should spreads widen sufficiently,
even if short-term interest rates remain
stable. In essence, this gives them the
opportunity to finance at below market
rates. This risk does not apply to callabie
notes because once the security has been
called, the holder is free to reinvest at
current market rates, either fixed or vari-
able.

Since callable and convertible notes are
more complex than standard fixed rated
sccurities, determining reliable prices for
these is a more difficult task. Managers
should price these securities to market on
a regular basis with multiple broker-deal-
ers or reliable sources to ensure accurate
market values as dealer quotations are
subject to a wide degree of subjectivity.
Since these securities often lack an effi-
cient and liquid secondary market, portfo-
lio managers should be able to value these
securities internally based on their own in
depth analysis. Given the less liquid
nature of these instruments, the securities
can experience higher price volatility.

If properly analyzed and accounted for,
callable and convertible notes can be

EY MARKET FUND RATINGS CRITERIA

appropriate investments for money market
funds. For instance, when calculating the
weighted average maturity {WAM},
callables and convertibles must be booked
to their final maturity dates. If the Issuer
exercises the option on the convertible note,
then the maturity can be calculated to the
next reset date, assuming the price on the
note can still reasonably be expected to
femain at or near par on subsequent reser
dates. If spreads for comparable floating
rate notes have changed materially, the con-
vertible notes should continue to be bocked
to their final maturity dates.

Further, Standard & Poor’s believes
that because of the inherent risks present
in these securities, money market funds
should impose limitations to their expo-
sure to callable and convertible notes,
thereby mitigating the risk of unanticipat-
ed price volatility. These limits should be
based on the fund’s cash flow volatlity,
liquidity needs, and overall market price
exposure.

MASTER NOTES AND PROMISSORY NOTES
Effective March 1, 2003 Standard &
Poor’s money market fund rating credit
quality criteria for promissory notes
and master notes will call for these
notes to be issued by an Issuer that has
an explicit Issuer rating or a counter-
party rating of ‘A-1+" or ‘A-1’ from
Standard & Poor’s. Eligible master
notes or promissory notes that are not
issued by a rated entity may be secured
by a letter of guaranty from a parent
company rated ‘A-1” or ‘A-1+° by Stan-
dard & Poor’s. Promissory notes and
master notes currently held by Stan-
dard & Poor’s rated money market
funds that do not meet the revised cri-
teria will be allowed to mature.

While a majority of promissory and
master notes are issued by rated Issuers,
some master and promissory notes are
issued by unrated subsidiaries of Stan-
dard & Poor’s rated entities. Prior to the
revised criteria, Standard & Poor’s based
the creditworthiness of promissory and
master notes issued by un-rated sub-
sidiaries on the Standard & Poor’s rat-
ings of the Issuer’s parent company.
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However, a comprehensive review of the
ratings correlation between parent com-
panies and their subsidiaries indicates
that there is often a disparity in the cred-
it ratings, or the creditworthiness,
between a parent company and its sub-
sidiaries. The disparity in the ratings
between a parent company and its sub-
sidiaries can be attributed to the sub-
sidiaries domicile, regulatory environ-
ment, or the importance of the
subsidiary to the parent company. Given
that creditworthiness of a money market
fund’s investments is a key element in its
ability to maintain principal exposure
and limit exposure 1o loss, Standard &
Poor’s has revised its criteria for highly
rated money market funds.

Master and promissory notes are
attractive alternative investment vehicles
for money market funds as they are high-
ly customizable. The investor can select
the floating rate reset, underlying index
of the reset rate, and the maturity date(s).
The investor can also vary the principal
amount, alter the pricing index, and
establish a put option for early marurity
of the notes. Master notes can be secured
or unsecured demand notes and an
Investor can invest varying amounts of
money at different (fixed or floating)
rates of interest pursuant to arrangements
with Issuers. The interest rate on a master
note can be fixed, based on or tied to
changes in specified interest rates, or
reser periodically according to a pre-
scribed formula. Although there is no sec-
ondary market for master notes, those
with demand features can provide the
investor, or the fund, with liquidity (usu-
ally in a relatively short time}.

Promissory notes can be secured, or
unsecured notes, issued by corporate enti-
ties to finance short-term credit needs,
operating expenditures, or to retire debt,
In return for the loan, companies agree to
pay investors a fixed return over a set
period of time. While most promissory
notes are registered with the SEC and
with the states in which they are sold,
notes with maturities of nine months or
less may be exempt from registration
requirements.

22



SECURITIES LENDING AND REVERSE
REPURCHASE (REPO) AGREEMENTS

Reverse repurchase agreements (repos)
and securities lending are investment
strategies used by some taxable money
market funds, primarily to enhance
investment income. Standard & Poor’s
has specific criteria concerning the lend-
ing of portfolio securities by a fund to
banks and broker/dealers. The criteria
apply not only to direct loans of securi-
ties, but also to reverse repos. These
transactions can create risks for money
funds in the areas of credit and market
price exposure in the form of leverage.

Reverse repos entered the spotlight in
1994 when several bond funds and
Orange County California’s investment
pool recognized significant losses due to
this leveraging technique. While reverse
Tepo transactions are typically associated
with longer-term fixed-income portfolios,
money market fund advisers are increas-
ingly making them part of their strategies.

A reverse repo is a leveraging technique
in which a fund simultaneously agrees 1o
sell and repurchase a security it owns. A
reverse repo is often viewed as collateral-
ized borrowing since a fund incurs a lia-
bility and uses the security as collateral.
As an example, assume 3 money fund
owns a $10 million Treasury note and
wants to borrow funds overnight. The
fund will sell the $10 million Treasury
note to the counterparty for settlement
today. At the same time, the fund agrees
to buy back the $10 million Treasury
note for settlement tomorrow, plus inter-
est. The result is that the fund has bor-
rowed overnight funds for one day (rate
times $10 million times one day/360).
During the term of the reverse repo, the
fund’s total assets and liabilities are
increased by the amount of the reverse
tepo, while net assets remain the same
[see sidebar Reverse Repurchase Repo
Agreement Transaction].

The main reason for using reverse
repos is to enhance income by investing
borrowed cash ar a higher rate than the
cost to borrow (reverse repo rate). Port-
folio managers also use reverse repos to
provide liquidity to funds. For example, a
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Reverse Repurchase Agreement (Repo} Transaction

Step One: Step Two:
Fund sefls asset and invests cash Fund buys back security

$10 million Treasury

[ S

310 milfion Treasury

$10 million Treasury $10 milfion Treasury

Retum: Difference between income on investment and borrowing costs

Risks: COUNTERPARTY: borrower declares bankruptey and colfateral fess than value of securities soig
UOUIDITY: reversed assettied up for term of reverse repo
OPERATIONAL: report transaction, monitor cokiateral, adiust WAM
SHAREHOLDER DISCLOSURE: increase in assets and fiabilities

Lending for Securities Collateral: Not Leveraged

Step One: Step Twa:
Fund / Custodian lends security Security is returned to Fund

-

$18 million Treasury

$10 miliion Treasury

Collateral Coliateral
(Treasury 102%) (Treasury 102%)

Retun:  Fee paid to find to borrow securities; split with custodian if custodian involved
Risks: COUNTERPARTY: borrower declares bankruptcy and collateral less than velue of securities sold
LEGAL: fund not allowed 1o touch cofiateral or delays
LIQUIDITY: assets tied up for term of loan
OPERATIONAL: cost to manitor coliaterat
DISCLOSURE: footnote on shareholder reports

Lending for Cash Collateral: Leveraged

Step One: Step Twa:
Fund fends security and invests cash Fund retums cash cofiateral

$10 miltion Treasury $10 million Treasury

e S S—

——
$10m Coliateral
Cash $10 million Cash

e
S$im Collateral
Cash 810 miflion Cash

Return:  Difference between imvestment income and loan pense; spitwith if o ian involved
Risks COUNTERPARTY: borrower declzre bankruptcy and coltateral tess than value of securities
LEVERAGE: need to adjust WAM for leverage
LEGAL: fund not aliowed 1o touch collatargl or detays
LIQUIDITY: assets tied up for term of lnen
OPERATIONAL: cost to monitor collateral, is WAM reflected correcty
DISCLUSURE: should increase assets & irabifites
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portfolio manager may choose to raise
cash via reverse repos to provide liquidi-
ty, rather than having to sell securities ar
an Inopportune time.

Securities lending, an investment strategy
used by money fund managers to enhance
income {or to lower custody expenses}, can
also increase the risk level of a money fund
portfolio via leverage. Some fund advisers
are now using securities lending, which
was once a strategy of large institutional
investors. Fund custodians typically
orchestrate the securities lending process,
but some larger fund companies have in-
house lending operations.

Traditionally, securiries lending was
viewed as a low-risk strategy with which
a fund manager (via the custodian) could
simply focus on the credit quality of the
counterparty and the loan collateral. If 2
fund accepts securities as collateral, it
encounters a different set of risks than if
the fund accepts cash collateral (see
Lending for Securities Collateral: Nor
Leveraged, page 23). In the former case,
the fund (usually via the custodian) lends
securities for a fee to a broker/dealer
(borrower) and requires securities as col-
lateral. The dealer provides collateral,
typically in the form of Treasuries, at
102% of the loaned securities’ value,
which is marked-to-market on a daily
basis. When the loan terminates {often
the next day), the broker returns the
securities and the fund returns the collat-
eral. If a custodian handles the operation,
the fees are split between the fund and
the custodian. The major risks are that
the borrower defaults or files for bank-
ruptey and, at the same time, the price of
the collateral drops to less than the value
of the loaned securities.

Securities lending is viewed as a more
aggressive strategy from an investment
standpoint if cash collateral is accepted,
The fund {via the custodian) lends our
securities bur accepts cash collateral
instead of securities (see Lending for
Cash Collateral: Leveraged, page 23},
The custodian invests the cash in securi-
ties with the aim of beating the cost of
the loan and splirting the income with the
fund. While the income is split between

the fund and custodian, the fund bears all
risks of the assets. Regardless of whether
the fund or custodian invests the cash
collateral, the resuft is that the assets of
the fund are increased (a leverage
impact). This type of securities lending
has a similar risk profile to reverse repos.

Many banks have entered the securities
lending business since the late 1980s. This
has led to lower fees and, in turn, more
aggressive investment policies. In Novem-
ber 1994, investors and custodians
learned abour the true risks in securities
lending when The Boston Co., a unit of
Melion Bank Corp., announced a $130
million net write-off ($223 million pretax)
related to securities lending losses. In The
Boston Co. case, instead of accepting
securities as collateral, the custodian
accepted cash as collateral and was will-
ing to take on significant investment risks.
Although The Boston Co. was acting as
an agent, not as a principal, it absorbed
its clients’ losses for business reasons,

Standard & Poor’s reverse repo and
securities lending criteria take into
account incremental risks associated with
these strategies. The criteria focus pri-
marily on the counterparty credit quality,
the term of the transaction, and the effect
that leverage has on a portfolio’s weight-
ed average maturity (WAM).

As with repos, Standard & Poor’s views
feverse repos and securities lending trans-
actions as posing counterparty risk, and
therefore limits counterparty ratings to ‘A-
1+’ and ‘A-1 at the *AAAm’ and ‘AAmy
rating levels. As a general guideline, Stan-
dard & Poor’s views all investments made
by the fund {related to reverse repos and
securities lending) as assets of the fund. In
cach of these cases, a modified WAM is
calculated. Standard & Poor’s then applies
its sensitivity matrix, as is done with all
rated money marker funds.

Standard & Poor’s also takes a conserv-
ative view when analyzing the structure
and term of the overall transaction. AJl
transactions should be “matched” on both
sides. For example, cash from a reverse
repo with a seven-day term should be
invested in a security with a seven-day
maturity. Additionally, at the ‘AAAm’ rat-
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ing level, the transactions should not
exceed 23% of net assets on maturities less
than or equal to 7 days or 10% on maturi-
ties greater than 7 days, with the term of
the transaction limited to 30 days or less.
Since the securities that are reversed or
loaned out are tied up for the term of the
transaction, Standard & Poor’s views
these sccurities as illiquid for transactions
beyond seven days.

Standard & Poor’s is also concerned
with incremental risks associated with
purchasing agency variable-rate notes
{VRNs} with borrowed monies {via
reverse repos or securities lending). To
limit the potential for mismatching maru-
rities, Standard & Poor’s feels it is map-
propriate for highly rated funds to invest
greater than 10% of borrowings in
VRNs. For example, a $100 miilion port-
folio that levers 25%, or $25 million of
net assets, should limit VRNs to 10%, or
$2.5 million, of the borrowed funds in
VRNs. Alf VRN purchases should meet
Standard & Poor’s VRN guidelines for
rated money market funds.

The reverse repo and securities lending
criteria recognize the incremental risks
associated with these strategies. The fol-
lowing example will assist in understand-
ing the effects that leverage can have on a
fund’s WAM. Assume an unlevered fund
is comprised of a 60-day Treasury securi-
ty, or a bullet portfolio with a2 WAM of
60 days. This $100 million portfolio
enters into a reverse repo, or lends 25%
of its assets and invests the proceeds in an
overnight deposit. While this transaction
is matched, Standard & Poor’s also ana-
lyzes the reported cffective WAM. If the
overnight repo investment is included in
the portfolio, the WAM (gross) could be
reported as 48 days {[80% * 60 days] +
[20% * one day] = 48 days). However,
becausc the increase in assets to $125
million has a leverage effect, the WAM
has to be calculated on a net basis, which
is 60 days. To properly adjust the WAM,
take the unlevered portfolioc WAM of 60
days and add the WAM of the borrowed
assets (60 + [25% * one day]}. If the fund
mvested in a 30-day security, the fund’s
effective WAM would be 68 days (60 +
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[25% * 30)). Further, Standard & Poor’s
analyzed the impacr of redemptions on
the levered portfolios and found the
WAM differences to become even more
significant. For example, the 60-day port-
folio with 25% net leverage experiences a
sharp rise in its effective WAM to 80 days
following an immediate 20% redemption
in assets [see Impact of Redemptions on
Weighted Average Maturity (WAM) of a
Levered Portfolio page 25 7.

Standard & Poor’s expects rated funds
to provide the following information with
regards to securities lending and reverse
Tepo transactions on a weekly basis:

& Gross assers (market value basis}
and net assets {market)

& Percentage of fund in reverse repo
and/or securities lending transactions

& All terms of transaction {L.e., coun-
terparty, collateral type)

- {51 Effective Toverage calcifated irmediately after redempti

& Investments from transactions
included in portfolio holdings
reports as fund assets

& Weighted average portfolio maturity
calculation adjusted for effects of
leverage

REGULATION VS. RATINGS

Rule 2a-7 of the Investment Company
Act of 1940 is the primary section of reg-
ulation that governs U.S. domestic money
market funds. The rule has been formally
amended several times since its adoption
in 1983 and there have been numerous
interpretive releases and exemptive orders
with regard to 2a-7 rules issued by the
SEC over the past few decades. Rule 2a-7
was established ro limit risks in money
market funds could take to provide
investors safety of principal and liquidity
from money market fund investing. The
rule, and prudent management, has been
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very effective to attaining these goals.

Standard & Poor’s money market fund
ratings address a money marker fund’s
ability to provide principal safety and lig-
utdity, bur there are significant differences
between the minimum standards required
by Rule 2a-7 and Standard & Poor’s rating
criteria for the highest rating categories. In
fact, a fund that met the hare minimum
regulatory requirements would at best
qualify for a ‘BBBm’ rating from Standard
& Poor’s. This rating could be lower
depending on the fund’s cash flow patterns,
management experience and controls,
investment parameters, and current
marked-to-market net asset value {NAV).

The main areas in which Standard &
Poor’s approach differs from Rule 2a-7
guidelines are in the treatment of a port-
folio’s:

& Weighted average marturity (WAM)

& Credit quality

# Floating rate securities

@ Less-liquid securities

& Repurchase agreements (repos}

In dealing with weighted average port-
folio maturity, Rule 24-7 allows for a
maximum of 90 days. There is 2 common
misconception that this is a blanket
endorsement for a 90-day WAM but this
is not the case. The rule states that a
fund’s WAM should be at an appropriate
level to maintain a stable NAV, but in no
case exceed 90 days. It implies that funds
with volatile or less liquid assets or inter-
est rate-sensitive shareholders should
seek lower WAM levels,

The highest rating that a money market
fund thar allows for a 90-day WAM can
get from Standard & Poor’s is ‘Am’.
Analysis shows that a fund with a 90-day
WAM will likely break the doliar as a
result of an interest rate rise of 205 basis
points, without taking into account sub-
scription or redemption activity. Higher
rating categories require lower WAMs,
with ‘AAAm’ fund guidelines set at 2 max-
imum of 60 days; however, this can be set
lower depending on the types of assets
held and shareholder characteristics.

Rule 2a-7 delineates minimum credit
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quality standards for money market
funds. A taxable money market fund
must have at least 95% of its assets
nvested in first-tier securities. A first-tier
security is defined as being in the highest
rating category of at least two nationally
recognized statistical rating organizations
{NRSROs} or deemed equivalent by the
fund’s adviser. The remaining 5% may be
in second-tier securities (rated in the sec-
ond-highest rating category by rwo
NRSROs or deemed equivalent by the
tund’s adviser}. First-tier securities have 3
5% Issuer diversification Lmir {excluding
government securities). Issuer concentra-
tions are limited to 1% for second-tier
securities. Certain exceptions are made
for tax-exempt money market funds.

Standard & Poor’s criteria for ‘BBBm’
ratings closely mirror Rule 22-7 minimum
standards. Higher rating categories require
higher credit quality standards but there
are no second-tier securities allowed in
funds in Standard & Poor’s investment
grade fund ratings {(‘BBBm’ or better). The
SEC recognizes Standard & Poor’s ‘A-1°
short-term rating category as first-tier, Stan-
dard & Poor’s, however, uses a plus (+)
symbol with some ratings to indicate rela-
tive strength within the category. Criteria
for all ratings of outline a minimum accept-
able percentage of Standard & Poor’s rated
securities. Rule 2a-7 does not distinguish
berween “A-1” and ‘A-1+° ratings.

Rule 2a-7 views the credit quality of a
repo as that of the securities underlying
the agreement provided that the collateral
qualifies for preferential treatment under
the Federal Deposit Insurance Act or the
Federal Bankruptey Code. Since repos
typically involve government securities,
no diversification requirements apply.
Standard & Poor’s rating criteria Jook to
the creditworthiness of the Iepo counter-
party. The criteria are somewhar less
stringent in terms of diversification and
credir quality for *A-1+ and ‘A-1’ quality
counterparties than the criteria for unse-
cured obligations because of the short-
term nature of the transactions and the
fact that they are secured. However, Stan-
dard & Poor’s is not comfortable with
solely looking at the underlying instru-

MONEY MARK?

ments, as discussed in the repo section of
the criteria.

NEGATIVE YIELDS VS,

“BREAKING THE DOLLAR"

Money market funds have remained pop-
ular even though the yield on the average
U.S. money-market fund recently hovered
near an all-time low of 1% {at the end of
2002). The low yields are vexing enough
for fixed-income investors although they
still look relatively good compared to the
losses posted by the average equity fund
over the past few years. But they may
also be the cause of another unpleasant
surprise. Since fund expense ratios ~ (the
percentage amount a fund charges to
cover operating costs) may in some cases
exceed the actual yield, investors who
redeem their fand shares may find that
their balance is actually lower than the
amount they originally pur in. In essence,
the fund has posted a negative rerurn,
even though it has maintained jts princi-
pal value and had a positive yield. Many
money market funds are partially waiving
or cutting fees to avoid this situation and
t0 remain competitive,

Some fund professionals have warned
that if rates go even lower, it might cause
money-market funds to “break the dol-
lar”, a situation where the fund’s principal
value dips below $1.00 per share. It is
important to realize the difference between
high management fees eating up a fund’s
principal and the erosion in a fund’s assets
because of portfolio investment losses.

Standard & Poor’s money market fund
rating addresses the “safety” of the money
tund’s investments, and therefore, focuses
on a fund’s ability to limit loss. In the Us.,
maoney market funds seek to mainrain a
“stable” net asset value (NAV)} (or $1.00
NAV per share}. The more conservative
money market funds seck o avoid “break-
ing the one dollar per share or buck” by
investing in highly creditworthy, shore-
term and very liquid investments while
avoiding securities with higher degrees of
credit, market or liquidity risk.

While investors should be cognizant of
the fee structure of a money market fund,
particularly its total expense ratio, fees
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are not part of the ratings assessment.
Since the rating is focused on a money
market fuad’s ability to avoid losing ¥ of
1% or more {because if it loses more than
%2 penny it would be “’forced” to pay out
99 cents a share), Standard & Poor’s
analysis is mainly focused on the fund’s
portfolio level risk {e.g., credit ;market
risk, liquidity, and management}. There-
fore, as long as the market value of the
fund does not deviate by %% and has
sufficient liquidity to meet redemptions,
the fund should maintain a “stable”
share price. Yields have and will continue
to rise and fall over time, and as of the
end of 2002, vields were at their lowest
level since the 1960%.

If you were to invest § 10,000 in a rated
money fund and receives back $9,950 at
the end of one year because your fees
were higher than your return, doesn’t this
mean that the fund “broke the dollar”;
While the investor may not be happy
with the return of the investment, the
fund has maintained principal value and
did have a positive vield. Let’s say, for
instance, that the fund had 2 1.00% yield
over the past year, but its total expense
ratio was 1.50%. In this situation, the
mvestor would receive back their original
$10,000 investment plus the 1.00% yield
MINUS the 1.50% - thereby netting the
investor “less” than the original $10,000
{approximately $9,950). If the fund had 2
total expense ratio of 0.50%, it would
have generated a positive return of nearly
$50.00, and the investor would have
received back $10,050 at year-end.

An example of a fund “breaking the dol-
lar” is as follows. Let’s say that money
market funds are yielding 4%, with a total
expense ratio of 1.50%. If you invested
$10,000 in a money market fund and dur-
ing the time you held this investment, the
fund experienced a problem with a securi-
ty in its portfolio and had 1o sell it for 2
2% market value loss to the overall port-
folio. That foss is reflected in the amount
of assets available to pay investors when
they decide to redeem their shares in the
fund. If you decide to redeem you shares
at this point, your shares would be worth
$0.98. While you may receive a check for
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$10,050 your principal (now $9,800}, plus
the $400 dividend payout, minus the $150
in fund expenses (1.50%) netting $10,050,
this fund actually experienced a principal
loss since its market value deviated by
more than % of 1% or 2%, in this case.
This is when a fund “breaks the dollar™,
So even though the fund had a higher
return for the one-year holding period, it
did lose principal value. It should be
emphasized, though, that this is an excep-
tionally rare occurrence.

LIMITED LIQUIDITY BASKET

Money market fund’s that abide by Rule 2a-
7, both U.S. based and certain offshore
funds, can elect to classify and hold up to
10% of their assets in an illiquid basker.
This illiquid basket was intended to provide
money market funds with a safe holding
place to prevent these “illiquid” securities
from causing a deterioration of a money
market fund’s net asset value (NAV) during
periods of illiquidity for these securities,
Standard & Poor’s recognizes that a number
of rated money funds are taking on
increased price risk by holding cerrain secu-
rities, that while they may not consider these
securities to be part of the fund's illiquid
basket, Standard & Poor’s deems these secu-
rities to be less liquid than other money
market securities. For this reason, Standard
& Poor’s is implementing up to a 10%
“limited liquidity basket” for rated money
market funds.

These “limited liquidity™ securities rend to
be less liquid for a variety of reasons. Lig-
uidity may be limited due to their relative
newness to money markets, limited trading
activity or inactive secondary markets,
dependency on a single Issuer or broker, the
small number of dealers making a market in
the security, customization of the security or
the complex nature of the security. Since lig-
uidicy is defined as the speed at which the
security can be sold for the price at which
the fund has it valued, accurate pricing and
a deep secondary market are considered key
in determination and stability of the fund’s
overall marked-to-market calculation. There
have been instances where a certain security
or security type has performed as expected
and was liquid one day, but when markets

MONEY MARKET FUND R

turn {e.g., due to a market event such as
default or put) these less liquid instruments
could perform quite poorly as measured by
price depreciation and liquidity, causing fur-
ther stress on the market value of the money
market fund.

Standard & Poor’s assigns ratings to
money market funds based on the fund’s
credit quality and liquidity, and its ability to
manage both the market risks and liquidity
risks associated with these holdings given jes
shareholder base. Each money market
fund’s liquidity needs and its ability to hold
and manage less liquid securities is consid-
ered on a case-by-case basis. A fund with a
limited operating history, or with a volatile
shareholder base may not be able to effec-
tively manage and maintain a high degree of
share price stability with any exposure o
securities with limited liquidity. In addition,
a fund manager must be able to:

# Clearly and effectively demonstrate
a thorough understanding of the
risks presented by the security

g Internally price or value the security

# Offset the liquidity risks presented
to the fund by these limited liquidity
securities

Securities considered to possess “limit-
ed liquidity” by Standard & Poor’s are
limited up to an aggregate of 10% of
fund assets. Currently, the following
securities should be considered ro be part
of the “limited liquidity” basket:

Note: Securities not listed below may
be considered by Standard & Poor’s to
possess limited liquidiry.

2 Funding Agreements having uncon-
ditional puts beyond 7 days

® Exrendible notes where the Issuer of
the security has the option to extend

& Term repurchase agreements {repos)
beyond 7 days

# Securities denominated in currencies
other than a fund’s base currency
and swapped back into the base cur-
rency of the fund

# Time deposits exceeding 7-days to
maturity, unless the deposit agree-
ment has a specific option enabling

Stanparo & Poor's « 2003
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the holder to break the deposit
without a penalty or additional cost
& Master notes, promissory notes and
loan participation notes
& Credit linked notes (CLNs}

CLNs and other credit default swaps
present funds with “limited liquidity” due
to their inherent credit leverage and depen-
dency on a specific broker for liquidity.
Given these two risks, credit linked notes
held by rated money market funds should
mature in 13 months or less and be limited
to a maximum of 5% of a fund’s toral
assets diversified by 1% per issue and 2%
per sponsor/broker. Securities sponsored
by a broker/dealer that are not CLNs will
not count toward this 2% limit. It is also
recomniended that funds take the most
conservative route when applying its
diversification guidelines by also counting
the exposure to the underlying credit of a
CLN (i.e., reference entity) toward their
Issuer diversification guidelines.

Standard & Poor’s must rate all securi-
ties held in the limited liquidity basket
‘A-1" or ‘A-1+". In addition, Standard &
Poor’s rated funds should contact Stan-
dard & Poor’s prior to purchasing any
newly created securities or questionable
security types not on this list to determine
their liquidity and eligibility status. Stan-
dard & Poor’s will re-evaluate the status
of these securities and will update the
limited liquidity list on an ongoing basis.

EUROPEAN/OFFSHORE

MONEY MARKET FUND RATINGS

The following criteria apply to European
and Offshore registered or (non U.S. 2a-7
registered) Money Market Fund Safety
Ratings.

Credit Quality

If a fund invests in a security that pos-
sesses a guarantee from a rated third
party, the rated guarantors should com-
ply with Standard & Poor’s credit criteria
for the respective fund-rating caregory.
Standard & Poor’s will also conduct a
review of any guarantees to ensure they
meet Standard & Poor’s minimuam
requirements for rated funds.
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Maturity

The remaining term to maturity or, in the
case of floating rate variable rate securi-
ties, the interest reser date of any security
at the date of purchase, should nort exceed
397 days. Maturity limits for floating rate
or variable rate securities are detailed in
the section below: Floating/Variable Rate
Securities (FRN/VRN]).

Liguidity

Generally no more than 10% of any fund
should be invested in securities consid-
ered illiquid or less liquid than typical
money market eligible securities. Such
securities include: securities denominated
in currencies other than a fund’s base cur-
rency and swapped back into the base
currency of the fund; time deposirts
exceeding 7-days to maturity, unless the
deposit agreement has a specific option
enabling the holder to break the deposit
without a penalty or additional cost; and
repurchase transactions {repos) with
terms greater than 7 days, (see Limited
Liquidity Basker, page 27).

Diversification

No single Issuer should represent more
than 5% of fund assets, however an
exception can be made for exposure up
to 10% per issue if 5% of such exposure
matures within 90 days. ‘AAA’ rated
OECD government issues are excluded
from this condition, although in the case
of single OECD Issuers, diversification of
issues should be included).

Floating/Variable Rate Securities (FRN/VRN}
Standard & Poor’s has reviewed its
guidelines for floating rate note {FRN)
and variable rate note (VRN) holdings
in non-U.S. domiciled money market
funds and made the following additions
tG its criteria. Current guidelines limit
the maximum final maturity of all float-
ing and variable rates securities held by
a ‘AAAm’ rated money market fund.
This Hmit is set at 397 days unless the
security is issued by sovereign Issuer
rated ‘AA’ or better by Standard &
Poor’s in which case the maximum final
maturity is two years.

MONEY MARKET FUND RATINGS CRITERIA

Under new guidelines on a case-by-case
basis, consideration will be given to
requests from ‘AAAm’-rated funds ro
approve holdings of FRNs/VRNs for
Issuers other than *AAA -rared sovereigns
with time to final maturity greater than
397 days but no more than two years, All
such FRNs/VRNs must have a Standard
& Poor’s short-term rating of *A-1+". If
the Issuer does not possess a short-term
rating, a Standard & Poor’s long-term
rating of ‘AA’ or better is required.

The toral holdings of all such
FRN/VRNSs will be limited to no more
than 5% per Issuer and in aggregrate to
no more than 10% of net assets of the
fund. Additionally, these investments
should be public (not privately placed)
liquid issues (i.e., established secondary
market) and each fund should not be
comfortable owning a large portion of
issue outstanding.

Before granting approval to extend the
maturity range of FRN/VRN holdings,
Standard & Poor’s will seek assurance
that ample liquidity can be maintained by
virtue of the fund’s size, diversified share-
holder base and range of other assets and
that adequate resources are available to
analyze and manage credit risk.

With respect to asset backed {ABS)
tloating rate securities, internal research
by Standard & Poor’s has indicated that
the most prudent practice for Standard &
Poor’s rated money market funds is to
limit investments in ABS floating rate
instruments to a legal final maturity of
two years or less. Standard & Poor’s does
not believe it is appropriate for highly
rated money market funds to use the
expected maturity date of such instru-
ments as this date is calculated at the time
of issuance and periodically thereafter
based on the expected cash flows. The
legal final, also known as the rated final,
is the date by which the principal will
ultimately be made under a worst-case
scenario.

Accumulating Net Asset Value (NAV) Funds
Like $1.00 per share Net Asset Value
(NAV) or stable money market fund rat-
ings, Standard & Poor’s accumulating

Stanparo & Poog's - 2003

NAV money marker fund ratings address
the safety of invested principal and the
funds ability to maintain principal value
and limit exposure to oss.

In monitoring an accumulating
fund’s NAV, Standard & Poor’s reviews
the daily published share price of each
rated fund to make sure thar there is a
constantly increasing NAV and that if
there is a decrease, it does not deviate
more then the following percentages
from its highest point: “AAAm’ 0.15%,
‘AAm’ 0.20%, ‘Am’ 0.25% and
‘BBBm’ 0.30%. If a fund’s share price
deviates beyond the amounts listed
above, Standard & Poor’s will ask the
fund for a daily pricing/marked-to-
market NAV calculation. It is impor-
tant to note the Standard & Poor’s
money market fund rating on an accu-
mulating NAV fund, does not address
decreases in NAV due to periodic dis-
tribution of accrued income.

In addition to receiving the daily-
published share price, Standard &
Poor’s requests a weekly calculation of
the value of assets in the fund, calcu-
lated on a marked-to-market value
basis rather than an amortized cost
basis. This is an important element of
the surveillance as this allows us to
monitor the ability of the fund to repay
investor’s original capital, while con-
tinuing to offer yield independently.
Many money-market funds in Europe
accumulate rather than distribute
interest and we have previously moni-
tored the funds ability to maintain a
continually increasing unit price. As
such, we ask all rated accumulating
NAV funds to calculate an equivalent
stable share value (i.e., 1.00) by divid-
ing net assets calculated on a marked-
to-market value basis by net assets cal-
culated on an amortized cost basis and
express this figure to § decimal places.

Custodian

Generally a rated fund’s custodian should
be rated at least ‘A-2’ by Standard &
Poor’s or be deemed equivalent to ‘A-2°
in consultation with Standard & Poor’s
mutual fund analysts. &
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X Summary

Fitch Ratings” money market fund ratings offer retail and institutional

investors an objective means of assessing and comparing funds to

determine underlying credit quality and safety of principal. Fitch assigns

two types of ratings for funds:

¢ A credit rating, ranging from ‘AAA’ for the most creditworthy to
*CCC’ for speculative, assessing a portfolio’s overall credit quality.

¢ A volatility rating, reflecting the impact of interest rates, credit
spreads, exchange rates, liquidity, and leverage on the fund’s
market price and total return. Volatility ratings are on a scale of
‘V-1+’ (least volatile) through V-10> (most volatile). The ‘V-1+’
rating is reserved only for money market funds and local
government investment pools that are structured to exhibit stable
net asset values (NAVs). Money market funds generally receive
‘V-1+" and V-1 volatility ratings.

Fitch analyzes key factors contributing to a money market fund’s
safety of principal. Foremost among these are the fund’s policies and
procedures governing its investment style. Factors considered include
credit quality, diversification, maturity, liquidity, shareholder composition
and redemption activity, and policies concerning such investments as
variable-rate notes and repurchase agreements (repos). Fitch analyzes
each of these factors to ensure conformity with its rating guidelines.
Equally important is an assessment of the money manager’s experience,
organization, credit selection process, and distribution process, as well
as the adequacy of internal controls and systems.

Fitch assigns ratings at the request of a fund’s management and after
reviewing all pertinent material and performing an on-site asset
manager review. Upon request, Fitch publishes a report summarizing
its analysis, the fund’s investment objectives and strategies, portfolio
holdings, historical performance, fees, and other relevant information.
Portfolios are reviewed weekly to ensure that ratings are current.

R History and Background

Currently, there are nearly 900 money market funds — taxable and
tax-exempt — which are marketed as low-risk, highly liquid investment
alternatives for retail and institutional clients. The money market
industry was born in 1971 when Bruce Bent and Harry Brown created
the Reserve Fund, whose purpose was to provide a vehicle that focused
on short-term liquid investments. While the Reserve Fund invested
solely in Treasuries and other government debt to allow for the safest
possible investment, as the industry developed, other asset types were
added to the portfolios. These included certificates of deposit, bankers’
acceptances, and commercial paper (CP).

www fitchratings.com
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Money Market Fund Trends

{As of Dec. 31}
2005 2004 2003 2002 2001 2000 1989 1998 1997
Total Assets (§ Bil.)
Taxabie Money Market Funds 1708.2 1062.8 1764.3 1887.2 2013.7 1607.2 1407.9 1164.9 792.0
Tax-Free Money Market Funds 336.5 310.3 288.4 274.8 272.5 238.0 204.5 188.5 160.8
Total 20457 1373.1 205827 2272 2286.2 1845.2 16124 13534 9528
Total Number
Taxable Money Market Funds 595 839 662 679 697 705 702 666 682
Tax-Free Money Market Funds 276 304 312 310 340 337 343 341 331
Total 871 843 974 989 1,087 1,042 1,045 1,007 1,013

The initial draw of money market funds was that they
allowed easy access to the high yields available in the
money market. This trend continued throughout the
1970s due to the high interest rate environment. By
1980, 56.7% of total fund assets were managed by
106 money market funds. While the mutual find industry
has matured with the availability of a much wider range
of funds and strategies, assets invested in money
market funds still make up almost one-quarter of the
more than $8 trillion invested in mutual funds in the
U.S,, according to the Investment Company Institute.

The past several years have been tough for money
market funds. Due to the low interest rate environment,
including the Federal funds rate reaching a 40-year
low of 1.00%, there has been a significant drawdown
of moneys invested in these funds. In this environment,
investors need transparency as to the policies and
performance of the funds they invest in to ensure the
risk profile of each fund matches their expectations.
While Rule 2a-7 of the Investment Company Act of
1940 provides the regulatory framework for money
funds, it does not specifically address all areas of risk
that can be bome by money market funds. Additionally,
money market funds that are in compliance with
Rule 2a-7 can still offer varying degrees of principal
safety, liquidity, and share price stability, thus giving
rise to the need for careful analysis and ongoing
surveillance of money market funds.

B Types of Money Market Funds
Although the money market industry is thought to be
homogeneous, there are several degrees of conservatism.
Some funds will invest only in U.S. government-
backed Treasuries, while others will invest in a wide
range of liquid assets. The following are several of
the types of funds available to investors.

Prime Funds
Prime money funds are money market mutual funds
that invest in a variety of high-quality, short-duration

assets. Unlike taxable funds that only purchase
obligations of the U.S. government and its agencies,
prime funds may invest in the public debt of private
sector issuers. For example, prime funds may purchase
assets such as CP, medium-term notes, bankers’
acceptances, corporate debt, asset-backed CP (ABCP),
certificates of deposit, and funding agreements, as well
as obligations of the U.S. government and its agencies.

Government Funds

Government funds invest in U.S. Treasuries and
obligations of government-sponsored entities, including
Fannie Mae, Freddie Mac, Ginnie Mae, and Sallie Mae.
These assets are rated ‘AAA’ and are highly liquid.

Reserve Funds

Following Bruce Bent’s philosophy, reserve finds invest
only in U.S. Treasuries. The U.S. Treasury market is
the most liquid in the world while maintaining the
‘AAA’ credit quality of the U.S. government.

Avg. Net Assets per Money Market Fund
{As of Dec. 31)

—— Taxable Funds e Tax-Exempt Funds
($Bi.)

U.S. Money Market Fund Ratings
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Tax-Exempt Funds

A tax-exempt money market fund invests in a portfolio
of municipal securities maturing in 13 months or less
or longer-maturity securities structured with periodic
put provisions. Generally, the investment objective of
such funds is to provide dividend income exempt
from federal income tax and consistent with the
stability of principal. For Fitch to assign a credit
rating to a tax-free fund, the securities in the portfolio
must be rated in the Tier I or Tier I short-term
category by a nationally recognized statistical rating
organization (NRSRO) or be of comparable quality
with securities having such ratings.

The municipal bond market consists of many securities
with short maturities and/or put provisions: tax
anticipation notes, revenue anticipation notes, tax and
revenue anticipation notes, bond anticipation notes,
municipal CP, variable-rate demand notes, and
municipal bonds and leases. Typically, many of the
fund’s investments are credit enhanced by a guaranty,
a letter of credit (LOC), or insurance. Fitch focuses
on management’s credit analysis process and its
selection of securities for purchase into the fund, as
well as the financial condition and rating of the party
providing the credit enhancement.

Offshore Funds

The regulation of offshore funds is not as mature as
that of U.S. funds, which are governed by Rule 2a-7
of the Investment Company Act of 1940. In Europe,
many money funds turn to the central bank of Ireland
or Luxemburg, whose criteria differ from Rule 2a-7.
In Asia, the regulatory environment is less mature
and still developing. For detailed information, see
Fitch Research on “European Money Market Fund
Ratings,” soon to be released on Fitch’s web site at
www fitchratings.com.

B Rating Process

Fitch rates taxable and tax-exempt money market
funds at the request of fund management and with
their agreement to provide the necessary portfolio
information on a timely basis. The rating process
begins when Fitch receives a written request for a
rating from a money market fund’s management.
Fitch will then forward an asset manager review
agenda, which outlines what is typically discussed
during the on-site manager review visit. This agenda
also specifies key information that should be provided
before the on-site visit. For a copy of this agenda, see
Appendix A, pages 10-12.

Upon receipt and analysis of this information, Fitch will
request a meeting with fund management to develop
an in-depth understanding of investment strategies and
objectives and evaluate the fund’s investment procedures,
infrastructure, and risk management systems.

B Fund-Level Criteria

There are several categories of risk that Fitch examines
at the fund level to determine credit quality and
safety. These include the credit quality of the portfolio,
the maturity of the assets in that portfolio, and the
liquidity of those assets. Fitch’s fund-level criteria
allow the fund to be managed in a manner consistent
with a high degree of liquidity and a stable NAV
while giving the fund managers the flexibility they
need to meet investors’ demands.

Credit Quality and Diversification

Fitch’s criteria state that ‘AAA’ rated money market
funds must invest in 100% Tier I capital. Tier I securities
must have either a short-term rating equal to or
greater than ‘F1” or a long-term rating of at least ‘A’. In
addition, Fitch considers single issue concentration,
with this generally limited to no more than 5% of the
fund’s moneys. However, for holdings with maturities
of less than 90 days that have issuers rated ‘F1+> with
no Negative Rating Watch or Rating Outlook by any
rating agencies, the concentration limit can be
extended to 10%. When considering the 5% issuer
limit, the fund should take note of the Rule 2a-7 10%
obligor test for ABCP. The table below illustrates the
mapping between short- and long-term ratings.

Additionally, to ensure stability of principal, money
market funds must have minimal exposure to risks of
credit downgrades and defaults. A money market
fund’s overall credit quality depends on the quality
of the individual securities in the portfolio and
diversification across investment types and issuers.

Approximate Relationship Between
Long- and Short-Term Ratings

Long-Term Short-Term
AAN Fi+
‘AAY F1
AN ‘F1+
‘AA- T
At ‘F
A ‘F
A ‘F2*
‘BBB+ ‘F2”
‘BBB’ ‘F3*
‘BBB- ‘F3

*In exceptional circumstances, the ratings may be higher.

U.8. Money Market Fund Ratings
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Assessment of credit quality includes a review of
policies and procedures regarding credit exposure, as
well as management oversight and experience. Well-
managed funds have clearly articulated and
documented policies and procedures to control
portfolio diversification, minimizing exposure to any
single issuer or market sector.

In some instances, money market investments are
supported by an LOC agreement from a highly rated
financial institution for credit enhancement purposes.
Issuers use the LOC to achieve a higher rating than
would be possible on the basis of their stand-alone
credit quality. Fitch reviews the fund’s policies
regarding securities backed by LOC providers to
ensure that there are no undue concentrations and
that any LOC exposures are consistent with the
fund’s overall credit policy and counterparty risk
management guidelines.

Maturity

Limits on weighted average maturity (WAM) ensure
that a fund’s overall sensitivity to changing interest
rates does not jeopardize its ability to maintain a stable
market value. Under Rule 2a-7, all money market
funds must maintain a WAM of 90 days or less. In
assessing the duration exposure within a fund, Fitch
takes into consideration an assessment of historical
rate movements consistent with each rating category,
as well as the liquidity and marketability of portfolio
holdings. Furthermore, Fitch considers the fund’s asset
size and volatility, as well as shareholder composition.
The lower the exposure to interest rate volatility (i.e.
through a lower WAM), the higher the credit rating.
All else being constant, more liquid holdings present
a lower absolute degree of price risk and, accordingly,
an support a somewhat higher average maturity.

At the highest rating category, maturity limits are
designed to ensure that the fund can maintain stability
of principal with a high degree of confidence, even
during periods of extreme market volatility. Funds
rated ‘AAA’ have a WAM limit of 60 days, while
funds with WAM limits ranging from 61-90 days are
reviewed closely to assess the combined added exposure
to interest rate, liquidity, and market risk.

These extended WAM parameters may not be
appropriate for smaller, start-up funds with unproven
oOperational capabilities, particularly with respect to
managing investment concentrations and redemptions.
When rating newer and/or smaller funds, Fitch may
adjust its WAM expectations at the various rating

levels. Typically, these expectations are revised upward
as the fund achieves higher asset levels and establishes
a track record. However, for all fixed-rate securities,
the maturity is limited to 397 days.

Liquidity

The liquidity of investments and the management of
redemptions play a determinant role in assessing a
fund. While Rule 2a-7 guidelines state that the board
of directors of the fund is responsible for the
determination of liquidity, the Securities and Exchange
Commission (SEC) has ruled that any repo greater
than seven days is considered illiquid. As mentioned,
more liquid investments present lower risk to fund
principal. Highly liquid, readily traded investments
are less likely to experience pricing inefficiencies
during periods of market disruption and, therefore,
facilitate a fund’s ability to meet ongoing redemptions
without the risk of principal loss. Moreover, liquid
investments are more amenable to accurate pricing
on a daily basis and support the fund’s ability to
correctly measure NAV over time.

Money market funds are allowed to invest 10% of
their assets in investments deemed illiquid per Rule
2a-7. However, liquidity is not easily measured, and
deciding which securities belong in the “illiquid”
bucket is an important aspect of managing a fund.
Some securities (like certain types of structured
notes) may be liquid in certain markets while illiquid
in others. Illiquid securities are generally viewed
as those not readily marketable and that cannot be
sold pursuant to a demand feature within seven days.
A security can be thought of as readily marketable if
it can be sold for approximately the price at which
the fund has it valued.

Fitch continuously monitors the market in terms of
size, volume, and liquidity from a variety of sources,
including asset managers, bankers, traders, and product
specialists. Specific areas addressed while determining
liquidity include the number of dealers and the speed of
a bid (Fitch expects that at least one bid be obtained
within a day, otherwise the asset is viewed as illiquid).
Other metrics of liquidity include: issuer characteristics,
trading volume, program size, and the transparency of
the issuer. However, as mentioned before, ultimately
the onus for determining whether an asset is liquid or
not falls on the board of directors of the fund.

The counterpart to managing the liquidity of investments
is the necessity to accurately monitor and anticipate
subscription/redemption activity. Fitch tracks both

U.8. Money Market Fund Ratings
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the top account as a percentage of net assets and the
top five accounts as a percentage of net assets.
Conservatively managed funds should closely monitor
redemption activity and structure and diversify
the portfolio to ensure adequate liquidity, even during
periods of high redemption activity. In addition,
conservatively managed funds should seek to diversify
their shareholder base to avoid the potential for large
and sudden redemption requests.

Management

The ability of a fund to meet its investment objectives
ultimately depends on management’s experience and
commitment. Therefore, an assessment of management’s
qualifications and specific track record in managing
the fund under review (or a comparable fund) is an
integral part of the fund rating process. Fitch reviews
the policies and procedures developed by management
to meet its investment objectives, as well as the
supporting organizational structure, internal controls,
risk management, and reporting systems.

Fitch will meet with senior management at the fund’s
principal headquarters and will evaluate management’s
effectiveness in organizing and implementing specific
steps to achieve its stated investment goals. Multiple
funds can be rated once the management review
process is completed. The assessment of management
considers the following (a more detailed synopsis of
Fitch’s manager review process can be found in
Appendix A, pages 10-12):
*  Experience and track record in portfolio management.
¢ Operating policies and risk management guidelines.
*  Implementation success and commitment to policies.
¢ Extent and comprehensiveness of internal controls
and reporting systems.

R Asset-Level Criteria

In addition to looking at broad aspects of the fund
such as credit quality and liquidity, it is important to
examine the portfolio holdings. There are several
asset classes that deserve special attention. These
include notes with put/demand features, variable-rate
notes, repos, ABCP, money market tranches of
collateralized debt obligations (CDOs), extendible
notes, exchangeable notes, funding agreements, and
securities lending. Brief descriptions of these asset
types and Fitch’s criteria for each follow.

Notes with Put/Demand Features

Money market funds frequently invest in securities
that can be put on demand or in a predetermined time
period at a specified price. The put provider can be

either the issuer or a third-party guarantor. In many
cases, portfolio managers purchase securities supported
by third-party put providers to shorten average
portfolic maturity and to stay well within Rule 2a-7
parameters. Thus, the ability and willingness of the
put providers to honor the agreements are critical
factors in assessing any security’s risk. Terms of
the put agreements should be reviewed to ensure
enforceability during periods of stress and that
there are no “outs” available to the put provider.
Additionally, the credit quality of the providers, as
well as the level of concentration with any single
provider, is reviewed to ensure conformity with the
fund’s overall policy regarding credit risk and
consistency with the assigned rating.

Variable-Rate Notes

Policies and controls with respect to variable-rate notes
are examined to ensure compliance with established
regulatory guidelines. Under Rule 2a-7, money market
funds are mandated to pursue investment policies that
are consistent with and support a stable NAV. Fitch
requests that the fund explicitly disclose the formulas,
current market value, and frequency of reset of any
floating- or variable-rate notes in its weekly
surveillance report to Fitch. If floating-rate notes
constitute a large percentage of the portfolio, their
reset dates and frequencies should be staggered for
WAM purposes. With regard to the maturity of these
notes, there is a two-year limit on nongovernment
notes for ‘AAA’ rated funds and a five-year limit on
government notes.

A fund’s policies should ensure that any variable-rate
note, upon adjustment of its interest rate, could
reasonably be expected to have a market value
approximating par. To reasonably assure that the
security will return to par, the underlying interest rate
index should move in tandem with changes in short-
term market rates. The acceptable indexes are the
three- and six-month U.S. Treasury bill, three- and
six-month and one-year London Interbank Offered
Rate (LIBOR), one-year Constant Maturity Treasury
(CMT), prime rate, and Commercial Paper Composite
indexes. Accordingly, variable-rate notes that reset on
the basis of a longer-term index (such as the 10-year
CMT) or are tied to a lagging index (such as the 11th
District Cost of Funds Index) would be inappropriate
for money market funds. Additionally, structured
notes with complex coupon formulas generally do not
conform to Fitch’s guidelines for variable-rate notes.
Examples of these types of securities are inverse
floaters, capped floaters, range floaters, and dual-
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index notes. Because of their coupon formulas, these
securities incur an unacceptable risk that their market
values will not return to par at reset as a result of
changing market interest rates.

Repurchase Agreements

Money market funds use repos as one of many
available short-term, liquid investments. The repo
market is a highly institutionalized, liquid source of
shorter-term investments. If the repo transaction is
properly structured and documented, the risk of loss
is minimal, since the fund can look to the collateral in
the event of default. Nonetheless, when assessing repos,
the overriding concern is the credit quality of the repo
counterparty. With a lower-rated counterparty (below
‘FI” or equivalent), disruption in liquidity might occur
as a result of default, since some amount of time may
be required for orderly disposition of the collateral.
Highly rated counterparties minimize the likelihood
of default and, therefore, provide assurance of continual
liquidity, which is consistent with the conservative
nature of money market investments.

Repo counterparties currently rated in Fitch’s highest
short-term categories (‘F1” and ‘F1+’) or an equivalent
rating category of another NRSRO are very low risk,
provided the agreement is properly structured. For
funds rated ‘AAA’ by Fitch, 100% of assets may be
invested in repos with counterparties rated ‘FI° or
better for short-term debt and/or ‘A’ or better for
long-term unsecured debt. Fitch closely examines
the level of repo counterparty diversification to
ensure minimal concentration risk. For any single
counterparty rated ‘F1° (or equivalent), no more than
35% of fund assets may be invested in repos maturing
in seven days or less. Moreover, in accordance
with Rule 2a-7, in total no more than 10% of fund
assets may be invested in repos with maturities of
more than seven days.

As part of the fund review process, Fitch assesses the
credit quality of the repo counterparties, the soundness
of the agreements, and operational procedures and
controls. Fitch ascertains that the fund is adhering to
industry standards for documentation, perfection of
security interest, and margin policy. Additionally, Fitch
reviews the collateral supporting the agreements.

Asset-Backed Commercial Paper

ABCP is an attractive asset class for money market
funds because it offers yields that are comparable to
LIBOR. Along with offering attractive yields, ABCP
allows funds to diversify into different asset classes,

including various types of receivables. Moreover, ABCP
programs are structured very soundly, which allows
for full and timely payment of principal and interest
at maturity. In addition, the ABCP market is an
established and liquid market. Even during the most
severe market disruptions, money market funds should
be able to sell their ABCP holdings at fair prices.

Fitch believes that ABCP is a viable investment
alternative for money market fund managers that
have a solid understanding of the structure, risks, and
regulations associated with this asset class. In addition,
portfolio managers should only buy ABCP if it is
consistent with the fund’s investment strategy and
policy. This must include a thorough analysis of the
investment’s compliance with Rule 2a-7, as well as
the implementation of procedures to monitor 10%
obligor concentrations and various SEC diversification
guidelines. By performing a thorough investment
analysis, using NRSROs’ ratings, and following the
diversification standards established by the SEC, a
knowledgeable portfolio manager can effectively
invest in ABCP.

Beyond traditional liquidity facilities provided by
third parties, ABCP conduits can use extendible CP
(commonly referred to as extendible commercial
notes [ECNs] or secured liquidity notes [SLNs]) that
offers liquidity support derived from an extension
period. ECNs have an expected maturity date that is
prior to the final maturity date. If, on the expected
maturity date, the conduit cannot repay ECN investors
due to lack of liquidity, it has the ability to delay
repayment by extending the maturity to the final
maturity date. In many cases, the final maturity date
is 364 days after the initial CP issuance. However,
recent SLN issuances have had relatively shorter
extension periods of between 10 and 30 days. For
‘AAA/V-1+ rated funds, Fitch takes the same
conservative stance it does for corporate ECNs and
requires extendible ABCP to be booked to the final
legal maturity (assuming extension) unless counted
toward the 10% illiquid bucket.

Credit ratings of ABCP conduits are largely driven
by the credit quality of liquidity providers (see Fitch
Research on “The Importance of Liquidity Support in
ABCP Conduits,” dated Aug. 22, 2005, available on
Fitch’s web site at www.fitchratings.com). Generally,
such liquidity providers are of good quality — their
ratings representing a ceiling for the transactions’
ratings — and remedial actions allowing transfer of
credit risk to a suitably rated third party are available
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to them in case of downgrades. Nevertheless,
diversification being of paramount importance, the
indirect exposure to a liquidity provider should be
diversified. As a guideline, Fitch expects a fund’s
counterparty exposure to be limited to 25% of NAV.

Money Market Tranches of CDOs

Fitch has seen rated CDOs issue primarily two types
of money market notes: short-term notes (ABCP) and
extendible notes. Both types qualify as Rule 2a-7 eligible
securities, as determined by money market funds,
because their final maturities are 397 days or less.
The majority of these notes have coupons that reset off
of LIBOR. However, each type has slightly different
features. Fitch speaks with third parties (bankers and
buy-side investors, among others) to determine
market liquidity of these instruments and ensure the
proper treatment for them in money market funds.

CDO money market extendible notes are similar to
short-term CP, but they have an option to extend for
up to six months. Fitch’s current finding is that
extendible note structures should be placed in the
illiquid bucket. The issuer’s ability to extend an
additional six months can have major implications for
the liquidity and price sensitivity of this asset class.
However, notes with a hard put feature, as well as
similar CP structures, could be viewed as liquid
securities if a variety of other factors are met. These
would include, among others, the number of dealers
on the issue, the relative size of the investment
position to the overall CP issuance, the fund’s board
of directors’s comfort with liquidity, and the portfolio
manager’s expertise regarding this asset class.

Potential factors that Fitch looks at to determine
liquidity in the CDO market include the size of the
transaction, the number and experience of dealers
in the transaction, the transaction’s ratings, and
access to transaction information. The ability and
willingness of the dealers on a transaction to create a
secondary market is paramount when determining
liquidity. Based on Fitch’s discussions with certain
dealers, new deals have been oversubscribed, which
gives Fitch some comfort as to liquidity. However, as
with all new asset classes, the lack of historical
performance makes it difficult to predict how an
asset class will behave during stressful periods. In
cases requiring additional analysis to determine the
liquidity of an asset, the determination will be based
on consultation with Fitch CDO analysts, external
parties, and the fund manager.

Fund managers deciding to invest in money market
tranches of CDOs are expected to have reviewed the
structure thoroughly, have a solid understanding of
the risks, have an understanding of the CDO manager
capabilities, and have established resources to monitor
these securities. Furthermore, portfolio managers should
buy CDO money market notes only if they are conducive
to the fund’s investment strategy and policy.

Fund managers should pay particular attention to the
transaction’s structural features, such as the remarketing
agreement, the strength of the sponsor, and the put
agreement provisions. One of the most important
components of money market tranche investments is
the associated put contract. A fund manager should
carefully review the put confirmation to ensure there
are no loss triggers or outs for the put provider that
would adversely affect the fund. Fitch has noted that
across various transactions it has rated, put confirmations
are not uniform and vary depending on the put provider.
This lack of standardization is typical for a new asset
class without a significantly developed market and
requires an additional layer of analysis.

Extendible Notes

Extendible notes introduce special challenges for
duration analysis because they are able to change
maturity and, as a result, must be monitored closely.
Extendible notes are issued with initial redemption
dates (i.e. expected maturity dates) of between one and
90 days from the issuance date, as well as extension
features that allow for final stated maturities of up to
390 days. These notes are structured to allow the
issuer to repurchase its outstanding extendible notes
(at par) from investors at the initial redemption date.
If the issuer is unable to roll or redeem an extendible
note at the initial redemption date, it may choose to
extend the maturity of the security. Depending on the
initial redemption date of the extendible note, the maturity
can extend 300-389 days. For example, if an extendible
note has an initial redemption date 90 days after issuance,
the extendible note’s final maturity at the redemption
date would be 300 days later if extended.

When determining the suitability of extendible notes
for investment in money market funds, Fitch considers
several mitigants. Namely, the risk of extension for
highly rated issuers is mitigated due to increased
funding costs to the issuer, alternative sources of
liquidity likely to be drawn on first, and the reputational
risk to the issuer. If an issuer chooses to extend its
extendible notes, it would be forced to pay coupon
rates significantly higher than other prevailing CP
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rates. Also, an extension could lead to investor
uncertainty about the company’s financial stability
and/or practices for managing short-term debt, which
could make it difficult for the issuer to issue any
subsequent extendible notes and may even cause the
issuer to face increased funding costs for its CP. An
extendible note issuer would likely tap internal or
external sources of liquidity, such as bank lines of
credit, additional CP or term issuance, or cash, before
allowing its extendible notes to extend, as using these
sources of liquidity would be preferable to the
increased costs and reputational damage associated with
an extendible note extension.

Despite the aforementioned mitigants to extension risk,
the ability of the issuer to extend, thereby increasing
the WAM of a fund’s portfolio, presents a significant
level of risk to investors. Fitch has determined that,
for WAM calculation purposes, extendible securities
should be booked to the final legal maturity (assuming
extension) unless counted toward the 10% illiquid
bucket. For example, a security that resets in 30 days
with a 270-day potential extension should be treated
as having a maturity of 300 days. This will ensure
that, upon extension of a security, there are no adverse
implications for a fund’s WAM or credit rating. If
counted toward the 10% less-liquid bucket, the initial
redemption date is considered for maturity purposes.

Exchangeable Notes

Exchangeable notes are designed specifically for money
market fund investors. They typically have a final
maturity of five to 10 years and feature an initial
maturity of 12-13 months with monthly, quarterly, or
annual extensions thereafier, enabling the investor to
extend the maturity for an additional period at each
extension date. If the investor chooses to extend, the
coupon, which floats off of three-month LIBOR and
features a quarterly interest rate reset date, is stepped
up approximately five basis points each year. The
investor is paid for extending through a coupon with
a spread over LIBOR that is higher than what would
be offered by a comparable 13-month note with a
quarterly interest rate reset and similar credit quality.
However, when the investor chooses not to extend,
the coupon is adjusted at the following quarterly reset
to a spread over LIBOR that is consistent with what
the investor would earn on a comparable 13-month
note of the same maturity, interest rate reset, and
credit quality. The typical notification period for the
investor to exercise the option to extend is two days
before the official extension date.

Fitch views this asset class in a more favorable light
because the right of extension falls with the investor
rather than the issuer. In terms of appropriateness for
money market funds, liquidity and maturity risk are
less significant than for extendibles. Fitch views
exchangeable notes as liquid assets. However, to be
prudent, funds should purchase exchangeable notes
from top-rated issuers, consistent with their
investment objectives, while limiting their aggregate
exposure to this product. Additionally, fund managers
should be certain that their right to receive principal
within 397 days is unconditional.

Funding Agreements

As with any money market investment, funding
agreements must meet a strict set of criteria before
being eligible for purchase into a Fitch-rated money
market fund. Fitch has specific parameters for
defining eligibility of variable-rate securities such as
funding agreements.

First, all eligible variable-rate securities should support
a stable portfolio NAV by providing a market value
that approximates par at the security’s interest rate
reset date. Moreover, the interest rate index that is
chosen must be one that moves in tandem with short-
term market rates, such as one-month LIBOR and the
Federal funds rate. Long-term interest rate indexes,
such as the 10-year CMT, and indexes that lag market
rates, such as the 11th District Cost of Funds Index,
are not appropriate for money market funds. Also,
Fitch expects that fund managers will not invest in
variable-rate securities with complex coupon formulas
similar to those found in some structured notes.

In addition, since most funding agreements have
demand features, it is important to evaluate the
quality and liquidity of the feature. Fitch looks to the
rating of the issuer when determining the issuer’s
ability and willingness to honor the demand feature,
especially during periods of stress. When assigning
an insurer financial strength rating to an insurance
company, Fitch factors in the ability and willingness
of the insurance company to honor all obligations,
including funding agreements with their associated
demand features. Furthermore, the credit quality of
the issuer, as well as the level of concentration with
any single issuer, is also measured. Finally, Fitch
defines any funding agreement that does not have a
seven-day demand feature as an illiquid security,
subject to the 10% limitation.

Fitch believes funding agreements are viable investment
alternatives for money market funds if they are
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structured properly and entered into with creditworthy
issuers. Through demand features, money market
funds are able to obtain the liquidity they need to
maintain a stable NAV. Furthermore, by performing
a thorough company/investment analysis and using
NRSRO ratings, a manager can make an accurate
assessment of the financial strength and claims-
paying ability of an issuer.

Securities Lending

All Fitch-rated money market funds and some local
government investment pools have the ability to enter
into securities lending agreements or can be used as
investment vehicles for securities lending proceeds.
However, few funds actually use the ability to engage
in securities lending programs.

Although all money market funds offer daily liquidity,
money market funds that attract securities lending
proceeds are generally not marketed as or intended to
be a daily liquidity investment for these programs.
The custodian will often use the money market fund
as a core investment in the reinvested cash collateral
portfolio and purchase supplementary investments for
liquidity needs. To the extent that a Fitch-rated money
market fund is used as a daily liquidity vehicle, Fitch
analyzes the fund’s shareholder composition to ensure
that cash flows from securities lending activities can
be managed safely and in accordance with money
market fund rating guidelines.

Under Rule 2a-7 of the Investment Company Act of
1940, money market funds have the ability to engage
in securities lending agreements, up to a maximum
limit of one-third of the fund’s total assets (including
the market value of the collateral received), as
interpreted by Section 18(f) of the referenced 1940
act. However, in practice, few money market funds
use securities lending, and those that do typically do
$0 0n a temporary basis.

W Surveillance
Fitch reviews money market portfolios on a weekly
basis to ensure accurate and current ratings. The

information requested for this review includes detailed

data such as the following:

* Total assets (original purchase price, amortized
cost, and mark-to-market).

*  Mark-to-market NAV per share.

¢ Total number of shares outstanding, separated by
share class if applicable.

¢ Percentage of securities in portfolio, broken down
by sector, rating, and maturity distribution.

¢ Subscriptions and redemptions for the week and
day of greatest activity.

*  Weighted average portfolio maturity for each day
of the reported week.

* Netyield (current and seven- and 30-day).

*  Revisions of eligible investments by issuer or sector.

In addition to this weekly data, Fitch requests the

following information be provided as it becomes

available:

*  Changes to investment policies and procedures.

¢ Revised prospectuses, annual reports, and statements
of additional information.

¢ SEC post-examination letters.

s Reports to shareholders.

¢ Notification of changes in board of directors, senior
management, investment adviser, or custodian.

¢ Notification of mergers, acquisitions, additional
funds, or fund name changes.

*  Press releases.

Surveillance Process

Surveillance reports received from the fund or its
agents are input into Fitch’s surveillance database.
Once this is completed, a series of logical tests is run
on the data, and Fitch’s surveillance team is notified
if there are any deviations from the established criteria.
Upon receipt of notification of any deviations, an
analyst will determine the appropriate course of action,
which may include a phone call to the portfolio
manager or, if needed, initiation of a full review of
the fund. A sample surveillance report is presented in
Appendix B, page 13.
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Moody’s Money Market and
Bond Fund Market Risk Ratings

Overview

Moody’s mutual fund Market Risk (MR) ratings are designed to provide investors world-wide with a simple to use, for-
ward looking tool for evaluating net asset value (NAV) volatility and the potential for loss on money market and bond
mutual funds, as well as for similar investment vehicles. That potential for loss may stem from a host of risks, besides
credit risk. More specifically, Moody’s mutual fund Market Risk ratings are opinions of the relative degree of volatility
of a rated fund’s net asset value. (Refer to Appendix I for rating definitions.) MR ratings are prospective in nature, and
they are not expected to change because of short-term market conditions.

In forming an opinion on a fund’s potential price volatility, Moody’s analysts consider risk elements that may have
an effect on a fund’s NAV, such as interest rate risk, prepayment and extension risk, liquidity and concentration risk,
currency risk and derivatives risk. These factors, among others, are assessed within the broad context of a fund’s invest-
ment objective and policies to determine how they may affect the funds risk profile and relative price volatility under
different market condidons.

Moody’s Investors Service
Global Credit Research




Mutual Fund Credit and Market Risk Ratings

Since 1989, Moody’ has been engaged in the assignment of mutual fund credit rating opinions to money market and
bond funds in the U.S. and overseas. Such ratngs represent an opinion of the investment quality of shares in mutual
funds and similar pooled investment vehicles that principally invest in fixed-income obligations. These ratings incor-
porate Moody's assessment of a fund’s published investment objectives and policies, the creditworthiness of the fund’s
assets and the management characteristics of the fund. Credit ratings, however, were not intended to incorporate the
prospective performance of a fund with respect to NAV volatility.

An MR rating is a complement to Moody’s mutual fund credit ratings in that it specifically addresses price risk.
Together with Moody’s mutual fund credit ratings, MR ratings offer investors a more complete description of the risk
factors associated with investing in a fund, and similar pooled investment vehicles.

The Need for Market Risk Ratings

It is not hard to understand why investor interest in market risk opinions has increased significantly over the last year.
In 1994 the United States and selected European bond markets recorded one of the worst years on record as interest
rates increased sharply. Moreover, the expanded use of complex and volatile securities, and instability in currency and
emerging markets, produced unexpected losses for some bond fund investors. In addition, historically low interest
rates in 1993 and the first quarter of 1994 propelled many U.S. consumers to search beyond traditional bank savings
products for better investment returns. These savers-turned-investors did not, in our view, fully comprehend how
their funds might fare under various market conditions.

The number and type of bond mutual funds offered to investors have increased dramatically in recent years.
These include new products that have been promoted on the basis of attractive yields with litcle credit, interest rate
and currency risks, yet relying on complex strategies that are difficult for investors to understand and evaluate. Also,
fund managers have been under increasing competitive pressure to achieve maximum fund performance, which has led
to heightened risk taking in some cases.

Fund managers have also been making use of an ever-expanding line of complex securities and derivatives prod-
ucts. ‘This, in turn, has made it more challenging for investors to assess the market risks of the funds they buy. For
example, even safe-sounding U.S. government funds may be subject to risk of market value losses. Such funds may
hold securities that are issued or guaranteed by the U.S. government, its agencies and instrumentalities, which are
assumed to be “riskless.” Nevertheless, these funds may hold highly volatile instruments, the market values of which
are extremely sensitive to fluctuations in interest rates, and fund managers may also engage in investment practices that
expose investors to potential price risk.

Moody’s Rating Approach

The first step in assigning an MR rating is a mutual fund credit analysis. Our analytical considerations focus on portfo-
lio quality, management characteristics, market price risk relative to the fund’s published objectives, operating proce-
dures and controls, as well as regulatory compliance. As with credit ratings, there is a need to incorporate into MR
ratings an assessment of the fund management company, along with the investment advisor organization. Moody’s
analysts evaluate the factors that are likely to play a key role in the fund’s ability to meet its investment objectives. This
is necessarily a qualitative assessment that takes into consideration the financial strength of the fund’s advisor, its share-
holder orientation, and its general business practices. In addition, the fund’ investment strategies and policies, and the
risks inherent in the manager’s approach are examined.

Following a critical assessment of the fund’s credit quality, the analysis turns to the historical price and total return
performance of the fund because this can be an important factor in understanding a fund manager’s investment style.
We recognize that past management behavior may not always reflect current or future management styles. When crit-
ically examined, however, history can often provide valuable input into an MR rating.

Quantitative modeling plays a role in providing Moody’s analysts with a consistent set of objective tools with
which they can analyze 2 funds price behavior under various market conditions. Although we believe that quantitative
modeling is a good starting point in assessing a funds price risk, such modeling techniques are only as good as the
assumptions used in constructing and executing the models. Consequently, Moody’s emphasizes the qualitadve judg-
ments of experienced analysts when drawing conclusions about a fund’s future market risk.

1. Forfurther reference, piease see our Special Comment entitied “Moody's Managed Funds Group: Assessing Credit Risk in Managed Funds,” dated Septermnber 1997.
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Components of Moody's Market Risk Ratings

In making a judgment about a fund’s prospective price risk, Moody’ analysts consider risk elements such as interest
rate risk, prepayment and extension risk, concentration and liquidity risk, currency risk and derivatives risk. These are
described below.

Interest Rate Risk

Interest rates are the principal determinant of bond prices and they represent one of the most important factors con-
tributing to a bond fund’ risk profile. Two commonly used measures of a fund’s sensitivity to interest rate changes are
duration and convexity. These two measures provide an important framework for the evaluation of a portfolio’ sensi-
tivity to interest rate movements.

Duration measures the sensitivity of the market value of a fixed income security to changes in interest rates. It has
shown to be an effective measure of interest rate sensitivity in narrow bands of parallel interest rate movements. As
interest rates deviate from a bond’ initial yield, however, the accuracy of the duration measurement lessens. This is
due to the convexity of the price/yield curve.

Convexity, simply stated, is a measure of the rate and direction by which duration will change as interest rates
change. For example, callable corporate bonds typically exhibit “negative” convexity; as interest rates fall their values
increase more slowly than non-callable corporate bonds of equivalent duration. We recognize, however, that adding a
call provision also reduces the duration of a fixed-coupon bond. Furthermore, as interest rates rise — a situation that
generally causes fixed interest securities to lose value — callable bonds may depreciate more quickly than other bonds
of equivalent duration.

Prepayment and Extension Risk

Certain instruments, such as mortgage-backed securities (MBS), can be very price sensitive to interest rate movements.
Residential MBS are created from mortgages which are pooled together, packaged, and sold through the issuance of
pass-through certificates or are used to collateralize a special-purpose entity that issues a series of debt-like instru-
ments. The underlying mortgages are highly sensitive to interest rates because they may be prepaid earlier or later
than expected, depending on interest rates. The repayment activity of the underlying mortgages, in turn, affects the
repayment timing and duration of the MBS and therefore its market value. For example, as interest rates rise, home
owners with fixed rate mortgages are less likely to prepay their mortgage obligations potendally extending anticipated
prepayments that in turn increases the duration of these securities. This increase in duration may result in more price
risk going forward. Additionally, the delayed principal payments cause a typical MBS security to decline in value more
than a traditional fixed-income security. Both mortgage pass-though securities and collateralized mortgage obligations
(CMOs) generally exhibit this negative convexity.

Mortgage prepayments are also influenced by a number of non-interest rate related factors, such as seasonality, the
aging of the securities and certain macroeconomic factors including housing prices, bank-financing charges, and
expectations of economic prosperity. As a result, these types of securities cannot be analyzed in the same way as a trea-
sury security or corporate debt.

Concentration and Liquidity Risk

Moody’s also reviews the concentration risk of a fund. Portfolios are subject to additional risk when they are highly
concentrated in a specific currency, industry, or security type. For example, concentrations in securities of a specific
industry may expose a fund to undiluted industry risks that could deviate significantly from general market trends. In a
similar manner, significant concentrations in specific security types may expose a fund to greater market price risk
because of interest rate movements or other market conditions. For instance, security prices may drop as the dernand
for a specific security falls due to a regulatory rule change or because of a change in risk perception in the market.

Moody’s uses qualitative judgment as well as various other approaches when attempting to measure the liquidity
risk of a particular security. For example, highly complex securities that have very narrow markets may trade at prices
that reflect their lack of liquidity. A security’s bid/ask spread may offer insight into its liquidity with larger spreads often
indicating greater liquidity risk. Additionally, credit risk as well as liquidity risk can be measured by the yield differential
between a benchmark security at a specific maturity and a security with different attributes, but with a similar maturity.

Currency Risk

In analyzing 2 fund, Moody’ considers the exposure of its holdings to foreign exchange rate movements. When a port-
folio holds securities or deposits in a currency other than the fund’s base currency, changes in the exchange rate
between the fund’s base currency and the currency of its holdings may enhance or reduce the fund’s NAV. The greater
a fund’s exposure is to exchange rate movements, the greater its risk of price fluctuations. In evaluating this risk,
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Moody’s examines the historical volatility of the base rate currency to other currencies to which the fund may be
exposed. In addition, Moody’s considers a country’ credit outlook since it may also have an impact on a fund’s currency
risk exposure. Other management techniques such as hedging currency risk using swaps, forward foreign exchange
conracts, or currency netting may also be considered.

Derivatives Risk

Derivatives risk is a very broad term that includes the use of derivative products (e.g., futures, options, swaps, floating
rate notes, structured notes, etc.), The utilizaton of derivative products for speculative purposes can increase a fund’s
risk profile. Conversely, the use of derivatives for hedging purposes can play a role in lowering a fund’s risk. In 1994,
the risks associated with investing in derivative securities were observed with the use of floating and variable rate U.S.
government agency notes by constant NAV U.S. money market funds which have low tolerance for security price vol-
atility. In these money market funds, the characteristics of such instruments, such as the index used for resetting the
interest rate of the note, the frequency of the reset and its final maturity, had varying negative effects on the price and
liquidity of individual securities in response to short-term interest rate increases during the spring of 1994, and con-
tributed to substantial losses in some funds.

Ongoing Review and Monitoring

Once a fund is rated, Moody’s monitors fund activities on an ongoing basis to support its published rating opinion. To
this end, Moody’s relies on a flow of information that may be provided by the fund company and/or through publicly

available sources.
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APPENDIX C

The following tables list all Triple-A rated funds, including prime, government and tax-free
(“T-F”) rated by Moody’s (“M”), Standard & Poor’s (“S&P”) and Fitch (“F”), and show by
number and total assets the percentage the represent of all MMFs.




AAA Rated Money Market Funds
As of January 16, 2007

Date Fund Name Fund Complex Rating (M/S&P/F) SubCategory Current Assets (wk/$mils)
1/16/07 ABN AMRO Instit Prime MMF/C] Y ABN AMRO Aaa/AAATVAAAIN -1+ First Tier Instit $2,389.8
1/16/07 ABN AMRO Instit Prime MMF/Cl YS ABN AMRO Aaa/AAAM/AAA/V-1+  First Tier Instit $133
1/16/07 ABN AMRO Treas MMF/C1 | ABN AMRO Aaa/AAAm/- Treasury & Repo Instit $1355
1716/07 ABN AMRO Treas MMF/CI § ABN AMRO Aaa/AAAm/- Treas & Repo Retail $4.2
1/16/07 AIG Money Market Fund/Cl A Advisors Inner Circle ~-/AAAm/- First Tier Instit $975.0
1/16/07 AIG Money Market Fund/Cl B Advisors Inner Circle -AAAm/- First Tier Retail $66.0
1/16/07 AIM ATST Premier Port/Inst AIM Aaa/-/- First Tier Instit $2,761.4
1/16/07 AIM ATST Premier Port/Inv AIM Aaal-/- First Tier Instit $173.1
1/16/07 AIM ATST Premier US Govt MMP/Instit  AIM Aaa/-/- Govt & Agencies Instit $5.7
1/16/07 AIM ATST Premier US Govt MMP/Inv AIM Aaa/-/- Govt & Agencies Instit $27.7
1/16/07 AIM STIT Govt & Agency/Cash Mgmt AIM Aad/AAAM/AAA/V-1+  Govt & Agencies Instit $739.3
1/16/07 AIM STIT Govt & Agency/Corporate AIM Aaa/ AAAI/AAA/V-1+ Govt & Agencies Instit $14.3
1716/07 AIM STIT Govt & Agency/Instit AIM Aaa/AAAM/AAA/V-1+  Govt & Agencies Instit $1,571.1
1/16/07 AIM STIT Govt & Agency/Personal AIM Aaa/AAAM/AAA/V-1+  Govt & Agencies Instit $18.2
1/16/07 AIM STIT Govt & Agency/Private AIM Aaa/AAAM/AAA/V-1+  Govt & Agencies Instit $553.4
1/16/07 AIM STIT Govt & Agency/Reserve AIM Aaa/AAAM/AAA/V-1+  Govt & Agencies Instit $23.7
1/16/07 AIM STIT Govt & Agency/Resource AIM Aaa/AAAM/AAA/V-1+  Govt & Agencies Instit $372.8
1/16/07 AIM STIT Govt Tax Adv/Cash Mgmt AIM Aaad/AAAM/AAA/V-1+  Govt & Agencies Instit $384
1/16/07 AIM STIT Govt Tax Adv/Instit AIM Aaa/AAAM/AAA/V-1+  Govt & Agencies Instit $194.1
1/16/07 AIM STIT Govt Tax Adv/Personal AIM Aaa/AAAM/AAA/V-1+ Govt & Agencies Instit $5.9
1/16/07 AIM STIT Govt Tax Adv/Private AIM Aaa/AAAM/AAA/V-1+  Govt & Agencies Instit $57.2
1/16/07 AIM STIT Govt Tax Adv/Reserve AIM Aaa/AAAmM/AAA/V-1+  Govt & Agencies Instit $16.5
1/16/07 AIM STIT Govt Tax Adv/Resource AIM Aaa/AAAM/AAA/V-1+ Govt & Agencies Instit $78.4
1/16/07 AIM STIT Liquid Assets/Cash Mgmt AIM Aaa/AAAM/AAA/V-1+  First Tier Instit $2,760.5
1/16/07 AIM STIT Liquid Assets/Corporate AIM Aaa/AAAM/AAA/V-1+  First Tier Instit $390.9
1/16/07 AIM STIT Liquid Assets/Instit AIM Aaa/AAAM/AAA/V-1+  First Tier Instit $15,545.6
1/16/07 AIM STIT Liquid Assets/Personal AIM Aaa/AAAM/AAA/V-1+  First Tier Instit $58.5
1/16/07 AIM STIT Liquid Assets/Private AIM Aaa/AAAM/AAA/V-1+  First Tier Instit $1,127.6
1/16/07 AIM STIT Liquid Assets/Reserve AIM Aaa/AAAM/AAA/V-1+  First Tier Instit $46.4
1/16/07 AIM STIT Liquid Assets/Resource AIM Aaa/AAAmM/AAA/V-1+  First Tier Instit $1,410.7
1/16/07 AIM STIT STIC Prime/Cash Mgmt AIM Aaa/ AAAmM/AAA/V-1+  First Tier Instit $1,588.3
1/16/07 AIM STIT STIC Prime/Corporate AIM Aaa/AAAM/AAA/V-1+  First Tier Instit $330.7
1/16/07 AIM STIT STIC Prime/Instit AIM Aaa/AAAM/AAA/V-1+  First Tier Instit $4,774.8
1/16/07 AIM STIT STIC Prime/Personal AIM Aaa/AAAM/AAA/V-1+  First Tier Instit $308.7
1/16/07 AIM STIT STIC Prime/Private AIM Aaa/AAAM/AAA/V-1+  First Tier Instit $556.0
1/16/07 AIM STIT STIC Prime/Reserve AIM Aaa/AAAmM/AAA/V-1+  First Tier Instit $53.0
1/16/07 AIM STIT STIC Prime/Resource AIM Aaa/AAAM/AAA/V-1+  First Tier Instit $454.1
1/16/07 AIM STIT Treasury/Cash Mgmt AIM Aaa/AAAmM/AAA/V-1+  Treasury & Repo Instit $1,424.2
1/16/07 AIM STIT Treasury/Corporate AIM Aag/AAAM/AAA/V-1+  Treasury & Repo Instit $1.5
1/16/07 AIM STIT Treasury/Instit AIM Aaa/AAAM/AAA/V-1+  Treasury & Repo Instit $2,141.9
1/16/07 AIM STIT Treasury/Personal AIM Aag/AAAW/AAA/V-1+  Treasury & Repo Instit $320.1
1716/07 AIM STIT Treasury/Private AIM Aad/AAAM/AAA/V-1+  Treasury & Repo Instit $920.1
1/16/07 AIM STIT Treasury/Reserve AIM Aad/AAAM/AAA/V-1+  Treasury & Repo Instit $100.2
1/16/07 AIM STIT Treasury/Resource AIM Aaa/AAAM/AAA/V-1+  Treasury & Repo Instit $342.1
1/16/07 AIM TFIT T-F Cash Reserve/Cash Mgmt AIM Aas/AAAM/AAA/V-1+  T-F National Inst $6254
1/16/07 AIM TFIT T-F Cash Reserve/Corporate AIM Aaa/AAAM/AAA/V-1+  T-F National Inst $179.8
1/16/07 AIM TFIT T-F Cash Reserve/Instit AIM Aaa/AAAmM/AAA/V-1+  T-F National Inst $2,797.6
1/16/07 AIM TFIT T-F Cash Reserve/Personal AIM Aaa/ AAAmM/AAA/V-1+  T-F National Inst $28.0
1/16/07 AIM TFIT T-F Cash Reserve/Private AIM Aaa/AAA/AAA/V-1+ T-F National Inst $302.3
1/16/07 AIM TFIT T-F Cash Reserve/Reserve AIM Aad/AAAM/AAA/V-1+ T-F National Inst $16.4
1/16/07 AIM TFIT T-F Cash Reserve/Resource AIM Asa/ AAAmM/AAA/V-1+ T-F National Inst $382.3
1/16/07 Allegiant Adv Instit MMF/Instit Allegiant Aaa/AAAm/- First Tier Instit $2,157.8
1/16/07 Allegiant Government Fund/Cl A Allegiant -/AAAm/- Govt & Agency Retail $355.8
1/16/07 Allegiant Government Fund/Cl | Allegiant ~/AAAm/- Govt & Agencies Instit $562.9
1/16/07 Allegiant Treasury Fund/Cl A Allegiant -/AAAmG/- Treasury Retail §7.5
1/16/07 Allegiant Treasury Fund/Cl | Allegiant -/AAAMG/- Treasury Instit $166.6
1/16/07 Alpine Municipal MMF/Adviser Alpine -/-/AAA/V-1+ T-F National Retail $1.2
1/16/07 Alpine Municipal MMF/Investor Alpine -/-[AAA/V-1+ T-F National Retail $504.1
1/16/07 Amer Beacon MMF/Cash Mgmt American Beacon Aaa/AAAm/- First Tier Instit $756.5
1/16/07 Amer Beacon MMF/Inst American Beacon Aaa/AAAm/- First Tier Instit $420.5
1/16/07 Amer Beacon MM Select Fund American Beacon Aaa/AAAM/- First Tier Instit $10,687.7



AAA Rated Money Market Funds

As of January 16, 2007
Date Fund Name Fund Complex Rating (M/S&P/F) SubCategory Current Assets (wk/$mils)
1/16/07 Amer Beacon US Govt MMF/Cash Mgt American Beacon Aaa/AAAm/- Govt & Agencies Instit $4.8
1716/07 Amer Beacon US Govt MM Select American Beacon Aaa/AAAm/- Govt & Agencies Instit $613.6
1/16/07 Amer Freedom US Govt MMF/Cl I Financial Investors Trust -/AAAm/- Govt & Agencies Instit $3722
1/16/07 Amer Performance Cash Mgmt/Adm American Performance -/AAAm/- First Tier Retail $703.6
1/16/07 Amer Performance Cash Mgmt/Inst American Performance -[AAAm/- First Tier Instit $748.0
1/16/07 Amer Performance T-F MMF/Select American Performance Aaa/-/- T-F National Inst $267.7
1716/07 Amer Performance US Treas Fund/Adm American Performance Aaa/AAAm/- Treas & Repo Retail $814.9
1/16/07 Amer Performance US Treas Fund/Inst American Performance Aaa/AAAm/- Treasury & Repo Instit $350.9
1/16/07 AMF MMF/Class D AMF -[AAAmM/- Govt & Agency Retail $39.5
1/16/07 AMF MMF/Class I AMF -~/ AAAm/- Govt & Agencies Instit $110.0
1/16/07 Aston/ABN AMRO Investor MME/CI N ABN AMRO -/AAAm/- First Tier Retail $78.0
1/16/07 BBH Money Market Fund BBH -/AAAm/- First Tier Retail $1,450.2
1/16/07 BBH Prime Institutional MMF BBH -AAAmY- First Tier Instit $393.3
1/16/07 BB&T US Treas MMF/CI A BB&T -/AAAm/- Treas & Repo Retail $169.4
1/16/07 BB&T US Treas MMF/CI B BB&T -/AAAm/- Treas & Repo Retail $0.4
1/16/07 BB&T US Treas MMF/Instit BB&T -/AAAm/- Treasury & Repo Instit $536.9
1/16/07 Bear Stearns FedFund Bear Stearns Aaa/-/- Govt & Agency Retail $44.5
1/16/07 Bear Stearns FedFund PC Bear Stearns Aaa/-/- Govt & Agency Retail $330.5
1/16/07 Bear Stearns FedFund Premier Bear Stearns Aaa/-/- Govt & Agency Retail $57.3
1/16/07 Bear Stearns Prime MMP/Y Shares Bear Stearns Aaa/AAAm/- First Tier Instit $1,718.8
1/16/07 Bear Stearns TempFund Bear Stearns Aaa/-/- First Tier Retail $826.1
1/16/07 Bear Stearns TempFund PC Bear Stearns Aaa/-/- First Tier Retail $1,608.5
1/16/07 Bear Stearns TempFund/Premier Bear Stearns Aaa/-/- First Tier Retail $475.6
1/16/07 Bear Stearns TempFund/PremierChoice Bear Stearns Aaa/-/- First Tier Retail $9.9
1/16/07 BGI Govt MMF/Instit Barclays Aaa/AAAm/- Govt & Agencies Instit $0.4
1/16/07 BGI Govt MMF/Premium Barclays Aaa/AAAm/- Govt & Agencies Instit $1209
1/16/07 BGI Govt MMF/Select Barclays Aaa/AAAm/- Govt & Agencies Instit $42.9
1/16/07 BGI Govt MMF/Trust Barclays Aaa/AAAm/- Govt & Agencies Instit $0.1
1/16/07 BGI Prime MMF/Instit Barclays Aaa/AAAm/- First Tier Instit $5,751.7
1/16/07 BGI Prime MMF/Premium Barclays Aaa/AAAm/- First Tier Instit $1,458.9
1/16/07 BGI Prime MMF/Select Barclays Aaa/AAAm/- First Tier Instit $21.6
1/16/07 BGI Prime MME/Trust Barclays Aaa/AAAm/- First Tier Instit $0.1
1/16/07 BGI Treasury MMF/Instit Barclays Aaa/AAAm/- Treasury & Repo Instit $100.1
1/16/07 BGI Treasury MMF/Premium Barclays Aaa/AAAm/- Treasury & Repo Instit $9.7
1/16/07 BGI Treasury MMF/Select Barclays Aaa/AAAm/- Treasury & Repo Instit $56.6
1/16/07 BGI Treasury MMF/Trust Barclays Aaa/AAAmM/- Treasury & Repo Instit $0.1
1/16/07 Bishop Street MMF/Instit Bishop St -/ AAAm/- First Tier Instit $160.0
1/16/07 Bishop Street MMF/Retail A Bishop St -/AAAm/- First Tier Retail $57.2
1/16/07 Bishop Street Treas MMF/Instit Bishop St -JAAAm/- Treasury & Repo Instit $158.2
1/16/07 BlackRock Liquidity:FedFund Admin BlackRock Aaa/AAAm/- Govt & Agencies Instit $47.5
1/16/07 BlackRock Liquidity:FedFund CashRes BlackRock Aaa/AAAm/- Govt & Agencies Instit $14
1/16/07 BlackRock Liquidity:FedFund Dollar BlackRock Aaa/AAAm/- Govt & Agencies Instit $423.3
1/16/07 BlackRock Liquidity:FedFund Inst BlackRock Aaa/AAAm/- Govt & Agencies Instit $2,111.2
1/16/07 BlackRock Liquidity:Fed Tr Dollar BlackRock -/AAAw/- Govt & Agencies Instit $33.7
1/16/07 BlackRock Liquidity:Fed Tr Inst BlackRock -/AAAm/- Govt & Agencies Instit $135.9
1/16/07 BlackRock Liquidity:MuniFund Admin BlackRock -/AAAm/- T-F National Inst $416.1
1/16/07 BlackRock Liquidity:MuniFund CashMg  BlackRock -/AAAM/- T-F National Inst $78.6
1/16/07 BlackRock Liquidity:MuniFund Dollar BlackRock -/AAAm/- T-F National Inst $95.4
1/16/07 BlackRock Liquidity:MuniFund Inst BlackRock -[AAADV/- T-F National Inst $1,837.4
1/16/07 BlackRock Liquidity: TempFund Admin BlackRock Aaa/AAAm/- First Tier Instit $1,885.2
1/16/07 BlackRock Liquidity:TempFund CashMg  BlackRock Aaa/AAAm/- First Tier Instit $480.4
1/16/07 BlackRock Liquidity: TempFund CashRs BlackRock Aaa/AAAm/- First Tier Instit $17.0
1/16/07 BlackRock Liquidity: TempFund Dollar BlackRock Aaa/AAAm/- First Tier Instit $5,036.3
1/16/07 BlackRock Liquidity: TempFund Inst BlackRock Aaa/AAAm/- First Tier Instit $25,263.2
1/16/07 BlackRock Liquidity:T-Fund Admin BlackRock Aaa/AAAm/- Treasury & Repo Instit $17.5
1/16/07 BlackRock Liquidity: T-Fund/CashMgt BlackRock Aaa/AAAm/- Treasury & Repo Instit $531.3
1/16/07 BlackRock Liquidity: T-Fund Dollar BlackRock Aaa/AAAm/- Treasury & Repo Instit $767.7
1716/07 BlackRock Liquidity:T-Fund Inst BlackRock Aaa/AAAm/- Treasury & Repo Instit $3,3524
1/16/07 BlackRock Liquidity:Treas Tr Admin BlackRock -/AAAmMG/- Treasury Instit $112.3
1/16/07 BlackRock Liquidity:Treas Tr CashMg BlackRock -AAAmMG/- Treasury Instit $59.9
1/16/07 BlackRock Liquidity: Treas Tr Dollar BlackRock -/AAAMG/- Treasury Instit $202.3



AAA Rated Money Market Funds
As of January 16, 2007

Date Fund Name Fund Complex Rating (M/S&P/F) SubCategory Current _ Assets (wk/Smils)
1/16/07 BlackRock Liquidity:Treas Tr Inst BlackRock -AAAmMG/- Treasury Instit $919.5
17/16/07 BlackRock US Treas MMP/Instit BlackRock -/AAAm/- Treasury & Repo Instit $177.5
1/16/07 BlackRock US Treas MMP/Inv A BlackRock -/AAAm/- Treas & Repo Retail $31.2
1/16/07 BlackRock US Treas MMP/Svc Cl BlackRock -/ AAAm/- Treasury & Repo Instit $238.7
1/16/07 BNY Hamilton 100% US Treas/Classic BNY - AAAM/AAA/NV-1+ Treasury Retail $27.7
1/16/07 BNY Hamilton 100% US Treas/Instit BNY -[AAAM/AAA/V-1+ Treasury Instit $50.4
1/16/07 BNY Hamilton 100% US Treas/Premier BNY AAAM/AAA/V-1+ Treasury Instit $0.2
1/16/07 BNY Hamilton MF/Agency BNY Aaa/AAAM/AAA/V-1+  First Tier Instit $48.3
1/16/07 BNY Hamilton MF/Classic BNY Aaa/AAAM/AAA/V-1+  First Tier Retail $1,491.0
1/16/07 BNY Hamilton MF/Hamilton BNY Aaa/AAAmM/AAA/V-1+  First Tier Instit $5,342.8
1/16/07 BNY Hamilton MF/Instit BNY Aaa/AAAM/AAA/V-1+  First Tier Instit $659.0
1/16/07 BNY Hamilton MF/Premier BNY Aaa/AAAmM/AAA/V-1+  First Tier Instit $3,698.6
1/16/67 BNY Hamilton Treas MF/Agency BNY Aa/AAAM/AAA/V-1+  Treasury & Repo Instit $1.7
1/16/07 BNY Hamilton Treas MF/Classic BNY Aaa/AAAT/AAA/V-1+  Treas & Repo Retail $439.6
1/16/07 BNY Hamilton Treas MF/Hamilton BNY Aad/AAAM/AAA/V-1+  Treasury & Repo Instit $939.4
1/16/07 BNY Hamilton Treas MF/Instit BNY Aaa/AAAM/AAA/V-1+  Treasury & Repo Instit $22.0
1/16/07 BNY Hamilton Treas MF/Premier BNY Aa/AAAM/AAA/V-1+  Treasury & Repo Instit $2,024.4
1/16/07 BNY Hamilton US Govt MF/Inst BNY -/AAAM/AAA/V-1+ Govt & Agencies Instit $50.4
1/16/07 BNY Hamilton US Govt ME/Premier BNY -[AAAM/AAA/NV-1+ Govt & Agencies Instit $9.6
1/16/07 Cadre Liq Asset Fund/MM Series Cadre -[AAAm/- First Tier Instit $35.7
1/16/07 Cadre Reserve Fund/MM Series Cadre -[AAAmM/- First Tier Instit $194.5
1/16/07 Cadre Reserve Fund/US Govt Cadre Aaa/AAAm/- Govt & Agencies Instit $389.1
1/16/07 Calvert Cash Reserves Inst Prime Calvert Aaa/AAAm/- First Tier Instit $103.8
1/16/07 Capital Assets Fund/T-E Portfolio Deutsche Aaa/AAAm/- T-F National Retail $30.5
1/16/07 Capital One US Treasury MMFE Capital One Aaa/-/AAA/V-1+ Treas & Repo Retail $112.0
1/16/07 Cash Acct Tr T-E Port/Svc Shrs 11 Deutsche Aaa/AAAmM/- T-F National Retail $20.1
1/16/07 Cash Accumulation Tr/Liq Asset JennisonDryden -[-/AAAIV-1+ First Tier Retail $2,141.9
1/16/07 Citi Instit Cash Reserves/Cl L Legg Mason Aaa/AAAm/- First Tier Instit $499.5
1/16/07 Citi Instit Cash Reserves/Cl O Legg Mason Aaa/AAAm/- First Tier Instit $3,559.0
1/16/07 Citi Instit Cash Reserves/Cl S Legg Mason Aaa/AAAm/- First Tier Instit $417.9
1/16/07 Citi Instit US Treas Reserves Legg Mason Aaa/AAAm/- Treasury Instit $840.2
1/16/07 Citi Premium US Treas Reserves Legg Mason Aaa/AAAm/- Treasury Retail $197.0
1/16/07 Citi US Treasury Reserves Legg Mason Aaa/AAAny/- Treasury Retail $246.9
1/16/07 CitizensSelect Prime MMF/CI A CitizensSelect -/AAAm/- First Tier Instit $339.2
1/16/07 CitizensSelect Prime MMF/Cl B CitizensSelect -/AAAm/- First Tier Instit $470.3
1/16/07 CitizensSelect Prime MMF/C1 C CitizensSelect -/AAAm/- First Tier Instit $714
1/16/07 CitizensSelect Prime MMF/Cl D CitizensSelect -[AAAm/- First Tier Instit $54.1
1/16/07 CitizensSelect Treasury MMF/Cl A CitizensSelect Aaa/AAAM/- Treasury Instit $198.0
1/16/07 CitizensSelect Treasury MMF/Cl B CitizensSelect Aaa/AAAm/- Treasury Instit $160.2
1/16/07 CitizensSelect Treasury MMF/C1 C CitizensSelect Aaa/AAAm/- Treasury Instit $14.7
1/16/07 CitizensSelect Treasury MMF/C1 D CitizensSelect Aaa/AAAm/- Treasury Instit $6.9
1/16/07 CNI Charter Govt MMF/C1 A CNI Aaa/-/- Govt & Agency Retail $2,007.4
1/16/07 CNI Charter Govt MMF/C1 S CNI Aaa/-/- Govt & Agency Retail $281.3
1/16/07 CNI Charter Govt MMF/Instit CNI Aaa/-/- Govt & Agencies Instit $42.0
1/16/07 Columbia Govt Plus Reserves/Adviser Columbia Management  Aaa/AAAm/- Govt & Agencies Instit $5.5
1/16/07 Columbia Govt Plus Reserves/Capital Columbia Management  Aaa/AAAm/- Govt & Agencies Instit $319.1
1/16/07 Columbia Govt Plus Reserves/G-Trust Columbia Management  Aaa/AAAm/- Govt & Agency Retail $209.5
1/16/07 Columbia Govt Plus Reserves/Instit Columbia Management  Aaa/AAAm/- Govt & Agencies Instit $69.8
1/16/07 Columbia Govt Plus Reserves/RetailA Columbia Management  Aaa/AAAm/- Govt & Agency Retail $9.8
1/16/07 Columbia Govt Reserves/Adviser Columbia Management  Aaa/AAAm/- Govt & Agencies Instit $1,201.9
1/16/07 Columbia Govt Reserves/Capital Columbia Management  Aaa/AAAm/- Govt & Agencies Instit $1,468.9
1/16/07 Columbia Govt Reserves/Class A Columbia Management  Aaa/AAAm/- Govt & Agency Retail $25.3
1/16/07 Columbia Govt Reserves/Class B Columbia Management  Aaa/AAAm/- Govt & Agency Retail $0.2
1/16/07 Columbia Govt Reserves/Daily Columbia Management  Aaa/AAAm/- Govt & Agency Retail $587.7
1/16/07 Columbia Govt Reserves/G-Trust Columbia Management  Aaa/AAAm/- Govt & Agency Retail $266.6
1/16/07 Columbia Govt Reserves/Instit Columbia Management  Aaa/AAAm/- Govt & Agencies Instit $303.3
1/16/07 Columbia Govt Reserves/Investor Columbia Management  Aaa/AAAm/- Govt & Agencies Instit $4735
1/16/07 Columbia Govt Reserves/Liquidity Columbia Management  Aaa/AAAm/- Govt & Agencies Instit $1,132.3
1/16/07 Columbia Govt Reserves/Retail A Columbia Management  Aaa/AAAm/- Govt & Agency Retail $58.7
1/16/07 Columbia Govt Reserves/Trust Columbia Management  Aaa/AAAm/- Govt & Agency Retail $169.1
1716/07 Columbia MM Reserves/Adviser Columbia Management Aaa/AAAm/- First Tier Instit $6,836.6



AAA Rated Money Market Funds

As of January 16, 2007

Date Fund Name Fund Complex Rating (M/S&P/F) SubCategory Current Assets (wk/$mils)
1/16/07 Columbia MM Reserves/Capital Columbia Management  Aaa/AAAm/- First Tier Instit $8,287.2
1/16/07 Columbia MM Reserves/Class B Columbia Management  Aaa/AAAm/- First Tier Retail $4.8
1/16/67 Columbia MM Reserves/Class C Columbia Management  Aaa/AAAmy/- First Tier Retail $1.0
1/16/07 Columbia MM Reserves/Daily Columbia Management  Aaa/AAAny- First Tier Retail $3.7
1/16/07 Columbia MM Reserves/G-Trust Columbia Management  Aaa/AAAny/- First Tier Retail $764.3
1716/07 Columbia MM Reserves/Instit Columbia Management  Aaa/AAAm/- First Tier Instit $2,875.2
1/16/07 Columbia MM Reserves/Investor Columbia Management  Aaa/AAAny/- First Tier Instit $77.2
1/16/07 Columbia MM Reserves/Liquidity Columbia Management  Aaa/AAAm/- First Tier Instit $1,665.5
1/16/07 Columbia MM Reserves/Market Columbia Management  Aaa/AAAmy/- First Tier Retail $0.5
1716/07 Columbia MM Reserves/Retail A Columbia Management  Aaa/AAAm/- First Tier Retail $96.5
1716/07 Columbia MM Reserves/Trust Columbia Management  Aaa/AAAny/- First Tier Retail $355
1716/07 Columbia Muni Reserves/Adviser Columbia Management  Aaa/-/- T-F National Inst $725.0
1/16/07 Columbia Muni Reserves/Capital Columbia Management  Aaa/-/- T-F National Inst $4,180.3
1/16/07 Columbia Muni Reserves/Class Z Columbia Management  Aaa/-/- T-F National Retail $49.6
1/16/07 Columbia Muni Reserves/Daily Columbia Management  Aaa/-/- T-F National Retail $1,545.5
1716/07 Columbia Muni Reserves/Instit Columbia Management  Aaa/-/- T-F National Inst $875.0
1/16/07 Columbia Muni Reserves/Investor Columbia Management  Aaa/-/- T-F National Inst $67.2
1/16/07 Columbia Muni Reserves/Liquidity Columbia Management  Aaa/-/- T-F National Inst $326.9
1716/07 Columbia Muni Reserves/Trust Columbia Management  Aaa/-/- T-F National Retail $585.0
1/16/07 Columbia T-E Reserves/Adviser Columbia Management  Aaa/-/- T-F National Inst $54.4
1/16/07 Columbia T-E Reserves/Capital Columbia Management  Aaa/-/- T-F National Inst $670.4
1/16/07 Columbia T-E Reserves/Class A Columbia Management  Aaa/-/- T-F National Retail $16.0
1/16/07 Columbia T-E Reserves/Daily Columbia Management  Aaa/-/- T-F National Retail $30.8
1/16/07 Columbia T-E Reserves/G-Trust Columbia Management  Aaa/-/- T-F National Retail $730.6
1/16/07 Columbia T-E Reserves/Instit Columbia Management  Aaa/-/- T-F National Inst $190.4
1/16/07 Columbia T-E Reserves/Investor Columbia Management  Aaa/-/- T-F National Inst $32.4
1/16/07 Columbia T-E Reserves/Liquidity Columbia Management  Aaa/-/- T-F National Inst $94.1
1/16/07 Columbia T-E Reserves/Retail A Columbia Management  Aaa/-/- T-F National Retail $18.0
1/16/07 Columbia T-E Reserves/Trust Columbia Management  Aaa/-/- T-F National Retail $2,650.7
1/16/07 Columbia Treas Reserves/Adviser Columbia Management  Aaa/AAAm/- Treasury & Repo Instit $9,203.7
1/16/07 Columbia Treas Reserves/Capital Columbia Management  Aaa/AAAmy/- Treasury & Repo Instit $2,784.1
1/16/07 Columbia Treas Reserves/Class A Columbia Management  Aaa/AAAm/- Treas & Repo Retail $567.7
1/16/07 Columbia Treas Reserves/Class B Columbia Management  Aaa/AAAm/- Treas & Repo Retail $0.3
1/16/07 Columbia Treas Reserves/Daily Columbia Management  Aaa/AAAmy/- Treas & Repo Retail $720.6
1/16/07 Columbia Treas Reserves/Instit Columbia Management  Aaa/AAAm/- Treasury & Repo Instit $1,281.6
1716/07 Columbia Treas Reserves/Investor Columbia Management  Aaa/AAAm/- Treasury & Repo Instit $220.8
1/16/07 Columbia Treas Reserves/Liquidity Columbia Management  Aaa/AAAm/- Treasury & Repo Instit $4479
1/16/67 Columbia Treas Reserves/Trust Columbia Management  Aaa/AAAmy/- Treas & Repo Retail $542.6
1/16/07 Commerce Capital Govt MMF/Admin Advisors Inner Circle -[AAAm/- Govt & Agency Retail $134.1
1/16/07 Commerce Capital Govt MMF/Instit Advisors Inner Circle ~/AAAm/- Govt & Agencies Instit $93.2
1/16/07 Commerce Capital Treas Obligs/Inst Advisors Inner Circle -{AAAm/- Treasury & Repo Instit $186.9
1/16/07 Commerce Capital Treas Obligs/Sve Advisors Inner Circle /AAAm/- Treas & Repo Retail $514.1
1716/07 Credit Suisse Instit MMF/Prime/Cl A Credit Suisse Aaa/AAAm/- First Tier Instit $15,408.6
1716/07 Credit Suisse Instit MMF/Prime/Cl B Credit Suisse Aaa/AAAm/- First Tier Instit $190.0
1/16/07 Credit Suisse Instit MMF/Prime/Cl C Credit Suisse Aaa/AAAm/- First Tier Instit $106.9
1716/07 Daily Income Fund-US Treas/Instit Reich & Tang -[AAAm/- Treasury & Repo Instit $644.2
1/16/07 Daily Income Fund-US Treas/Inst Sve Reich & Tang -[AAAm/- Treasury & Repo Instit $215.5
1/16/67 Daily Income Fund-US Treas/Retail Reich & Tang -/AAAm/- Treas & Repo Retail $0.5
1/16/07 Daily Income Fund-US Treas/ST Inc Reich & Tang -[AAAm/- Treas & Repo Retail $25.8
1/16/07 Davidson Cash Equiv Shr T-E Port Deutsche Aaa/AAAm/- T-F National Retail $63.9
1/16/07 DBAB Cash Reserve Prime/Instit Deutsche -/AAAm/- First Tier Instit $693.6
1/16/07 DBAB Cash Reserve Prime/Inv Deutsche -/AAAm/- First Tier Retail $2,151.7
1/16/07 DBAB Cash Reserve Tax-Free/Instit Deutsche -/AAAm/- T-F National Inst $254.1
1716/07 DBAB Cash Reserve Tax-Free/Inv Deutsche -[AAAm/- T-F National Retail $562.1
1/16/07 DBAB Cash Reserve Treas/Instit Deutsche -/AAAmMG/- Treasury Instit $110.1
1/16/07 DBAB Cash Reserve Treas/Inv Deutsche -/AAAmMG/- Treasury Retail $240.5
1/16/07 Deutsche Cash Mgmt Fund Instit Deutsche Aaa/AAAm/- First Tier Instit $2,238.2
1/16/07 Deutsche Cash Mgmt Fund Inv Deutsche Aaa/AAAm/- First Tier Retail $93.9
1/16/07 Deutsche Cash Reserves Fund Instit Deutsche Aaa/AAAm/- First Tier Instit $5,121.2
1/16/07 Deutsche Money Market Fund/Inv Deutsche Aaa/AAAm/- First Tier Retail $368.2
1/16/07 Deutsche Treas Money Fund/Instit Deutsche A2a/AAAM/AAA/V-1+  Treasury & Repo Instit $666.3



AAA Rated Money Market Funds

As of January 16, 2007
Date Fund Name Fund Complex Ra@g (M/S&P/F) SubCategory Current Assets (wk/$mils)
1/16/07 Deutsche Treas Money Fund/Tnv Deutsche Aaa/AAAmM/AAA/V-1+  Treas & Repo Retail $116.1
1/16/07 Dreyfus Cash Mgmt/Admin Dreyfus Aaa/AAAM/AAA/V-1+  First Tier Instit $374.8
1/16/07 Dreyfus Cash Mgmt/Instit Dreyfus Aaa/AAAM/AAA/V-1+  First Tier Instit $10,741.1
1/16/07 Dreyfus Cash Mgmt/Inv Dreyfus Aaa/AAAM/AAA/V-1+  First Tier Instit $1,4924
1/16/07 Dreyfus Cash Mgmt/Part Dreyfus Aaa/AAAM/AAA/V-1+  First Tier Instit $227.6
1/16/07 Dreyfus Govt Prime Cash Mgmt/Admin Dreyfus -/ AAAm/- Govt & Agencies Instit $256.5
1/16/07 Dreyfus Govt Prime Cash Megmt/Inst Dreyfus -/AAAm/- Govt & Agencies Instit $1,050.8
1/16/07 Dreyfus Govt Prime Cash Mgmt/Inv Dreyfus -/AAAm/- Govt & Agencies Instit $258.0
1/16/67 Dreyfus Govt Prime Cash Mgmt/Part Dreyfus -[AAAm/- Govt & Agencies Instit $375.0
1/16/07 Dreyfus Instit Cash Adv/Adm Dreyfus Aaa/AAAm/- First Tier Instit $1,443.0
1/16/07 Dreyfus Instit Cash Adv/Instit Dreyfus Aaa/AAAm/- First Tier Instit $24,529.8
1/16/07 Dreyfus Instit Cash Adv/Inv Dreyfus Aaa/AAAm/- First Tier Instit $162.7
1/16/07 Dreyfus Instit US Treas MMFE/CI I Dreyfus -/AAAm/- Treasury & Repo Instit $289.1
1716/07 Dreyfus T-E Cash Mgmt/Admin Dreyfus -/AAAm/- T-F National Inst $137.0
1/16/07 Dreyfus T-E Cash Mgmt/Instit Dreyfus -[AAAm/- T-F National Inst $2,591.2
1/16/07 Dreyfus T-E Cash Mgmt/Inv Dreyfus -[AAAm/- T-F National Inst $287.2
1/16/07 Dreyfus T-E Cash Mgmt/Part Dreyfus -/AAAm/- T-F National Inst $26.5
1/16/07 Dreyfus Treas Cash Mgmt/Admin Dreyfus Aaa/AAAny/- Treasury & Repo Instit $107.6
1/16/07 Dreyfus Treas Cash Mgmt/Inst Dreyfus Aaa/AAAm/- Treasury & Repo Instit $3,374.4
1/16/07 Dreyfus Treas Cash Mgmt/Inv Dreyfus Aaa/AAAm/- Treasury & Repo Instit $1,516.1
1/16/07 Dreyfus Treas Cash Mgmt/Part Dreyfus Aaa/AAAm/- Treasury & Repo Instit $281.7
1/16/07 Dryden Core Inv Fund/Taxable MM JennisonDryden -/-/AAA/V-1+ First Tier Instit $16,165.7
1/16/07 DWS Cash Acct Tr/T-E Portfolio/Inst Deutsche Aaa/AAAm/- T-F National Inst $760.7
1/16/07 DWS Inv Cash Tr/Govt & Agency/Inst Deutsche -/AAAm/- Govt & Agencies Instit $70.5
1/16/07 DWS MM Series/Institutional Deutsche Aaa/AAAm/- First Tier Instit $16,421.5
1/16/07 DWS MM Series/Managed Deutsche Aaa/AAAm/- First Tier Instit $420.8
1/16/07 DWS MM Series Premium/C1 S Deutsche Aaa/AAAm/- First Tier Retail $713.2
1/16/07 DWS MM Series Prime Reserve/Cl S Deutsche Aaa/AAAm/- First Tier Retail $111.1
1/16/07 Edward Jones MMF/Inv Class Federated -/AAAm/- Govt & Agency Retail $13,849.8
1/16/07 Edward Jones MMF/RS Class Federated -/AAAm/- Govt & Agency Retail $1,880.7
1/16/07 Evergreen Instit Muni MMF/Admin Evergreen -/-IAAAIV-1+ T-F National Inst $94.3
1/16/07 Evergreen Instit Muni MMF/Instit Evergreen -I-/AAA/V-1+ T-F National Inst $7,673.4
1/16/07 Evergreen Instit Muni MMF/InstSvc Evergreen -I-JAAA/V-1+ T-F National Inst $684.9
1/16/07 Evergreen Instit Muni MMF/Inv Evergreen -/-IAAA/V-1+ T-F National Inst $267.6
1/16/07 Evergreen Instit Muni MMF/Part Evergreen -I-IAAA/V-1+ T-F National Inst $3.8
1/16/07 Evergreen Instit Treas MMF/Admin Evergreen Aaa/AAAm/- Treasury & Repo Instit $0.4
1/16/07 Evergreen Instit Treas MMF/Instit Evergreen Aaa/AAAm/- Treasury & Repo Instit $1,353.8
1/16/07 Evergreen Instit Treas MMF/InstSvc Evergreen Aaa/AAAny/- Treasury & Repo Instit $1,670.9
1/16/07 Evergreen Instit Treas MMF/Inv Evergreen Aaa/AAAm/- Treasury & Repo Instit $240.4
1/16/07 Evergreen Instit Treas MMF/Part Evergreen Aaa/AAAm/- Treasury & Repo Instit $55.3
1/16/07 Evergreen Instit US Govt MMF/Instit Evergreen Aaa/AAAm/- Govt & Agencies Instit $463.2
1/16/07 Evergreen Instit US Govt MMF/InstSv Evergreen Aaa/AAAm/- Govt & Agencies Instit $25.3
1/16/07 Evergreen Instit US Govt MMF/Inv Evergreen Aaa/AAAm/- Govt & Agencies Instit $11.2
1/16/07 Evergreen Instit US Govt MMF/Part Evergreen Aaa/AAAm/- Govt & Agencies Instit $52.6
1/16/07 Evergreen Prime Cash Mgmt/Admin Evergreen Aaa/AAAm/- First Tier Instit $0.1
1/16/07 Evergreen Prime Cash Mgmt/Instit Evergreen Aaa/AAAm/- First Tier Instit $4,814.5
1/16/07 Evergreen Prime Cash Mgmt/Inst Svc Evergreen Aaa/AAAm/- First Tier Instit $322.6
1/16/07 Evergreen Prime Cash Mgmt/Investor Evergreen Aaa/AAAm/- First Tier Instit $15.5
1/16/07 Evergreen Prime Cash Mgmt/Part Evergreen Aaa/AAAn/- First Tier Instit $20.8
1716/07 Evergreen Treasury MMF/CI A Evergreen -/AAAm/- Treas & Repo Retail $300.8
1/16/07 Evergreen Treasury MMF/CI | Evergreen -/AAAm/- Treas & Repo Retail $944.1
1/16/07 Evergreen Treasury MMF/CL S Evergreen -/ AAAm/- Treas & Repo Retail $583.5
1716/07 Federated/Auto Cash Mgmt Tr/Cash II Federated -/AAAm/- First Tier Instit $646.9
1716/07 Federated/Auto Cash Mgmt Tr/Ci K Federated -/AAAmM/- First Tier Retail 301
1/16/07 Federated/Auto Cash Mgmt Tr/InstSve Federated -/AAAm/- First Tier Instit $2,598.2
1/16/07 Federated/Auto Govt Cash/InstSve Federated Aaa/AAAm/- Govt & Agencies Instit $498.7
1/16/07 Federated/Auto Govt Money Trust Federated Aaa/AAAm/- Treasury & Repo Instit $538.6
1/16/07 Federated/Govt Oblg Tax Mgd/Instit Federated Aaa/AAAm/- Govt & Agencies Instit $1,500.0
1/16/07 Federated/Govt Oblg Tax Mgd/InstSvc Federated Aaa/AAAm/- Govt & Agencies Instit $2,1364
1/16/07 Federated/Govt Oblig Fund/Inst Cap Federated Aaa/AAAM/AAA/V-1+  Govt & Agencies Instit $536.2
1/16/07 Federated/Govt Oblig Fund/Instit Federated Aaa/AAAM/AAA/V-1+  Govt & Agencies Instit $7,506.4



AAA Rated Money Market Funds
As of January 16, 2007

Date Fund Name Fund Complex Rating (M/S&P/F) SubCategory Current Assets (wk/$mils)
1/16/07 Federated/Govt Oblig Fund/Inst Sve Federated Aaa/AAAM/AAAV-1+ Govt & Agencies Instit $3,831.7
1/16/07 Federated/Govt Oblig Fund/Trust Federated Aa/AAAM/AAA/V-1+ Gowvt & Agencies Instit $317.3
1/16/07 Federated/Prime Cash Oblig/InstCap Federated Aaa/AAAM/AAA/V-1+  First Tier Instit $878.3
1/16/07 Federated/Prime Cash Oblig/Instit Federated Aaa/AAAM/AAA/V-1+  First Tier [nstit $5,633.9
1/16/07 Federated/Prime Cash Oblig/InstSve Federated Aad/AAAM/AAA/V-1+  First Tier Instit $1,492.8
1716/07 Federated/Prime Oblig Fund/Instit Federated Aaa/AAAM/AAA/V-1+  First Tier Instit $16,441.3
1/16/07 Federated/Prime Oblig Fund/Inst Svc Federated Aaa/AAAM/AAA/V-1+  First Tier Instit $6,418.5
1/16/07 Federated/Prime Oblig Fund/Trust Federated Aaa/AAAM/AAA/V-1+  First Tier Instit $145.2
1/16/07 Federated/T-F Oblig Fund/Instit Federated Aaa/-/AAA T-F National Inst $5,774.0
1/16/07 Federated/T-F Oblig Fund/Inst Sve Federated Aaa/-/AAA T-F National Inst $3,215.2
1/16/07 Federated/Treas Oblig Fund/Inst Cap Federated Aaa/AAAm/- Treasury & Repo Instit $1,139.6
1/16/07 Federated/Treas Oblig Fund/Instit Federated Aaa/AAAm/- Treasury & Repo Instit $7,812.0
1/16/07 Federated/Treas Oblig Fund/Inst Sve Federated Aaa/AAAm/- Treasury & Repo Instit $5,490.1
1/16/07 Federated/Treas Oblig Fund/Trust Federated Aaa/AAAm/- Treasury & Repo Instit $904.9
1/16/07 Federated/Trust for US Treas Obligs Federated Aaa/AAAm/- Treasury & Repo Instit $501.2
1/16/07 Federated/US Treas Cash Res/Inst Federated Aaa/AAAmG/- Treasury Instit $1,421.8
1/16/07 Federated/US Treas Cash Res/InstSve Federated Aaa/AAAMG/- Treasury Instit $1,322.8
1/16/07 Fidelity Instit Govt I Fidelity Aaa/AAAm/- Govt & Agencies Instit $5,852.0
1/16/07 Fidelity Instit Govt II Fidelity Aaa/AAAm/- Govt & Agencies Instit $574.6
1/16/07 Fidelity Instit Govt I Fidelity Aaa/AAAm/- Govt & Agencies Instit $714.8
1/16/07 Fidelity Instit Govt/Select Fidelity Aaa/AAAm/- Govt & Agencies Instit $48.6
1/16/07 Fidelity Instit Prime MMF I Fidelity Aaa/AAAm/- First Tier Instit $8,569.0
1/16/07 Fidelity Instit Prime MMEF II Fidelity Aaad/AAAn/- First Tier Instit $1,208.3
1/16/07 Fidelity Instit Prime MMF III Fidelity Aaa/AAAm/- First Tier Instit $3,012.2
1/16/07 Fidelity Instit Prime MMF/Select Fidelity Aaa/AAAm/- First Tier Instit $285.4
1/16/07 Fidelity Instit Tax-Exempt I Fidelity Aaa/AAAm/- T-F National Inst $8,441.8
1/16/07 Fidelity Instit Tax-Exempt I1 Fidelity Aaa/AAAm/- T-F National Inst $104.9
1/16/07 Fidelity Instit Tax-Exempt I11 Fidelity Aaa/AAAm/- T-F National Inst $322.2
1/16/07 Fidelity Instit Tax-Exempt/Select Fidelity Aaa/AAAm/- T-F National Inst $107.9
1/16/07 Fidelity Instit Treasury I Fidelity Aaa/AAAm/- Treasury & Repo Instit $5,437.0
1/16/07 Fidelity Instit Treasury I1 Fidelity Aaa/AAAm/- Treasury & Repo Instit $323.9
1/16/07 Fidelity Instit Treasury II1 Fidelity Aaa/AAAm/- Treasury & Repo Instit $3,585.5
1/16/07 Fidelity Instit Treasury/Select Fidelity Aaa/AAAm/- Treasury & Repo Instit $218.2
1/16/07 Fidelity Prime Fund/Cap Reserves Fidelity Aaa/AAAm/- First Tier Instit $9,651.1
1/16/07 Fidelity Prime Fund/Daily Money Fidelity Aaa/AAAm/- First Tier Instit $7,339.2
1/16/07 Fidelity Treas Fund/Cap Reserves Fidelity Aaa/-/- Treasury & Repo Instit $1,896.9
1/16/07 Fidelity Treas Fund/Daily Money Fidelity Aaa/AAAm/- Treasury & Repo Instit $1,339.1
1/16/07 Fifth Third Instit Govt MMF/Instit Fifth Third Aaa/AAAM/AAA/NV-1+ Govt & Agencies Instit $303.0
1/16/07 Fifth Third Instit Govt MMF/Prefer Fifth Third Aaa/AAAM/AAA/V-1+ Govt & Agencies Instit $254.0
1/16/07 Fifth Third Instit Govt MME/Select Fifth Third Aaa/AAAM/AAA/V-1+  Govt & Agencies Instit $22.1
1716/07 Fifth Third Instit Govt MMF/Trust Fifth Third Aaa/AAAM/AAA/V-1+  Govt & Agencies Instit $115.0
1/16/07 Fifth Third Instit MMF/Instit Fifth Third Aaa/AAAm/- First Tier Instit $1,322.0
1716/07 Fifth Third Instit MMF/Preferred Fifth Third Aaa/AAAm/- First Tier Instit $1359
1/16/07 Fifth Third Instit MMF/Select Fifth Third Aaa/AAAm/- First Tier Instit $46.4
1/16/07 Fifth Third Instit MMF/Trust Fifth Third Aaa/AAAm/- First Tier Instit $212.9
1/16/07 Fifth Third US Treas MMF/Instit Fifth Third Aaa/AAAM/AAA/V-1+  Treasury & Repo Instit $456.0
1/16/07 Fifth Third US Treas MMF/Prefer Fifth Third Aaa/AAAM/AAA/V-1+  Treasury & Repo Instit $630.0
1/16/07 Fifth Third US Treas MMF/Select Fifth Third A2d/AAAM/AAA/V-1+  Treasury & Repo Instit $68.1
1/16/07 Fifth Third US Treas MMF/Trust Fifth Third Aad/AAAM/AAA/V-1+  Treasury & Repo Instit $64.4
1/16/07 Financial Inv Tr/Prime MMF/Cl I Financial Investors Trust -/AAAm/- First Tier Instit $79.8
1/16/07 Financial Inv Tr/US Treas MMF Financial Investors Trust -/AAAm/- Treasury & Repo Instit $35.6
1/16/07 First Amer Govt Oblig/Cl A First American Aaa/AAAm/- Govt & Agency Retail $377.3
1/16/07 First Amer Govt Oblig/CI D First American Aaa/AAAm/- Govt & Agency Retail $1,2446
1/16/07 First Amer Govt Oblig/Cl Y-Instit First American Aaa/AAAm/- Govt & Agencies Instit $3,474.3
1/16/07 First Amer Govt Oblig/Cl Z First American Aaa/AAAm/- Govt & Agencies Instit $407.9
1/16/07 First Amer Govt Oblig/Inst Inv First American Aaz/AAAm/- Govt & Agencies Instit $926.9
1/16/07 First Amer Prime Oblig/Cl A First American Aas/AAAM/AAA/V-1+  First Tier Retail $1,933.9
1/16/07 First Amer Prime Oblig/CIB - First American Aaa/ AAAM/AAA/V-1+  First Tier Retail $10.0
1/16/07 First Amer Prime Oblig/CI C First American Aaa/AAAM/AAA/V-1+  First Tier Retail $104
1/16/07 First Amer Prime Oblig/CI D First American Aaa/ AAAM/AAA/V-1+  First Tier Retail $1,044.7
1/16/07 First Amer Prime Oblig/Cl 1 First American Aaa/AAAM/AAA/V-1+  First Tier Instit $1,617.7
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1/16/07 First Amer Prime ObligiCl Y
1/16/07 First Amer Prime Oblig/Cl Z
1/16/07 First Amer Prime Oblig/lnst Inv
1/16/07 First Amer T-F Oblig/Cl A

1716/07 First Amer T-F Oblig/C1 D

1/16/07 First Amer T-F Oblig/Cl Y

1/16/07 First Amer T-F Oblig/C1 Z

1/16/07 First Amer T-F Oblig/Instit Inv
1/16/07 First Amer Treas Oblig/Ct A

1/16/07 First Amer Treas Oblig/C1 D

1/16/07 First Amer Treas Oblig/lCl Y

1716/07 First Amer Treas Oblig/iC1 Z

1/16/07 First Amer Treas Oblig/Inst Inv
1/16/07 First Amer Treas Oblig/Reserve
1/16/07 First Amer US Treas MMF/CI A
1/16/07 First Amer US Treas MMF/CI D
1/16/07 First Amer US Treas MMF/Cl Y
1/16/07 First Amer US Treas MMF/C1 7
1716/07 First Amer US Treas MMF/Inst Inv
1/16/07 Goldman Sachs FS Federal Fund/Adm
1/16/07 Goldman Sachs FS Federal Fund/Cap
1/16/07 Goldman Sachs FS Federal Fund/Inst
1/16/07 Goldman Sachs FS Federal Fund/Pre
1/16/07 Goldman Sachs FS Federal Fund/Sel
1/16/07 Goldman Sachs FS Federal Fund/Ser
1/16/07 Goldman Sachs FS Govt Fund/Adm
1/16/07 Goldman Sachs FS Govt Fund/Cap
1/16/07 Goldman Sachs FS Govt Fund/Inst
1/16/07 Goldman Sachs FS Govt Fund/Pre
1/16/07 Goldman Sachs FS Govt Fund/Sel
1/16/07 Goldman Sachs FS Govt Fund/Ser
1/16/07 Goldman Sachs FS MMF/Adm
1/16/07 Goldman Sachs FS MME/Cap
1/16/07 Goldman Sachs FS MMF/Inst
1/16/07 Goldman Sachs FS MMF/Pre
1/16/07 Goldman Sachs FS MMF/Sel
1/16/07 Goldman Sachs FS MMF/Ser
1/16/07 Goldman Sachs FS Prime Oblig/Adm
1/16/07 Goldman Sachs FS Prime Oblig/Cap
1/16/07 Goldman Sachs FS Prime Oblig/Inst
1/16/07 Goldman Sachs FS Prime Oblig/Pre
1/16/07 Goldman Sachs FS Prime Oblig/Sel
1/16/07 Goldman Sachs FS Prime Oblig/Ser
1/16/07 Goldman Sachs FS T-F MME/Adm
1/16/07 Goldman Sachs FS T-F MMF/Cap
1/16/07 Goldman Sachs FS T-F MMF/Inst
1/16/07 Goldman Sachs FS T-F MMF/Pre
1/16/07 Goldman Sachs FS T-F MMF/Sel
1/16/07 Goldman Sachs FS T-F MMF/Ser
1/16/07 Goldman Sachs FS Treas Instr/Adm
1/16/07 Goldman Sachs FS Treas Instr/Cap
1/16/07 Goldman Sachs FS Treas Instr/Inst
1/16/07 Goldman Sachs FS Treas Instr/Pre
1/16/07 Goldman Sachs FS Treas Instr/Sel
1/16/07 Goldman Sachs FS Treas Instr/Ser
1/16/07 Goldman Sachs FS Treas Oblig/lAdm
1/16/07 Goldman Sachs FS Treas Oblig/Cap
1/16/07 Goldman Sachs FS Treas Oblig/Inst
1/16/07 Goldman Sachs FS Treas Oblig/Pre
1/16/07 Goldman Sachs FS Treas Oblig/Sel
1/16/07 Goldman Sachs FS Treas Oblig/Ser

First American
First American
First American
First American
First American
First American
First American
First American
First American
First American
First American
First American
First American
First American
First American
First American
First American
First American
First American
Goldman Sachs
Goldman Sachs
Goldman Sachs
Goldman Sachs
Goldman Sachs
Goldman Sachs
Goldman Sachs
Goldman Sachs
Goldman Sachs
Goldman Sachs
Goldman Sachs
Goldman Sachs
Goldman Sachs
Goldman Sachs
Goldman Sachs
Goldman Sachs
Goldman Sachs
Goldman Sachs
Goldman Sachs
Goldman Sachs
Goldman Sachs
Goldman Sachs
Goldman Sachs
Goldman Sachs
Goldman Sachs
Goldman Sachs
Goldman Sachs
Goldman Sachs
Goldman Sachs
Goldman Sachs
Goldman Sachs
Goldman Sachs
Goldman Sachs
Goldman Sachs
Goldman Sachs
Goldman Sachs
Goldman Sachs
Goldman Sachs
Goldman Sachs
Goldman Sachs
Goldman Sachs
Goldman Sachs

Aaad/AAAM/AAA/V-1+
Aaa/AAAM/AAA/V-1+
Aaa/AAAM/AAA/V-1+
Aaa/AAAm/-
Aaa/AAAm/-
Aaa/AAAm/-
Aaa/AAAmM/-
Asa/AAAm/-

Aaa/ AAAM/AAA/V-1+
Aaa/AAAM/AAA/V-1+
Aaa/AAAM/AAA/V-1+
Aas/AAAM/AAA/V-1+
Aaa/ AAAM/AAA/V-1+
Aaa/AAAM/AAA/V-1+
Aaa/AAATVAAA/V-1+
Aaa/AAAM/AAA/V-1+
Aas/AAAM/AAA/V-1+
Aaa/ AAAM/AAA/V-1+
Aaa/AAAM/AAA/V-1+
Aaa/AAAnY/-
Aaa/AAAm/-
Aaa/AAAm/-
Aaa/AAAm/-
Aaa/AAAm/-
Aaa/AAAm/-
Aaa/AAAm/-
Aaa/AAAmM/-
Aaa/AAAm/-
Aaa/AAAm/-
Aaa/AAAm/-
Aaa/AAAm/-
Aaa/AAAmM/-
Aaa/AAAm/-
Aaa/AAAm/-
Aaa/AAAm/-
Aaa/AAAmM/-
Aaa/AAAm/-

Aaa/ AAAM/AAA/V-1+
Aaa/ AAAM/AAA/V-1+
Aaad/AAAmM/AAA/V-1+
Aaa/ AAAM/AAA/V-1+
Aaa/AAAM/AAA/V-1+
Aaa/ AAAM/AAA/V-1+
Aaa/-/-

Aaa/-/-

Aaa/~/-

Aaa/-/-

Aaa/-/-

Aaa/-/-

Aaa/AAAm/-
Aaa/AAAm/-
Aaa/AAAm/-
Aaa/AAAm/-
Aaa/AAAMY/-
Aaa/AAAm/-
Aaa/AAAmy/-
Aasa/AAAm/-
Aaa/AAAm/-
Aaa/AAAm/-
Aaa/AAAm/-
Aaa/AAAm/-

First Tier Instit

First Tier Instit

First Tier Instit

T-F National Retail
T-F National Retail
T-F National Inst

T-F National Inst

T-F National Inst
Treas & Repo Retail
Treas & Repo Retail
Treasury & Repo Instit
Treasury & Repo Instit
Treasury & Repo Instit
Treas & Repo Retail
Treasury Retail
Treasury Retail
Treasury Instit
Treasury Instit
Treasury Instit

Govt & Agencies Instit
Govt & Agencies Instit
Govt & Agencies Instit
Govt & Agencies Instit
Govt & Agencies Instit
Govt & Agencies Instit
Govt & Agencies Instit
Govt & Agencies Instit
Govt & Agencies Instit
Govt & Agencies Instit
Govt & Agencies Instit
Govt & Agencies Instit
First Tier Instit

First Tier Instit

First Tier Instit

First Tier Instit

First Tier Instit

First Tier Instit

First Tier Instit

First Tier Instit

First Tier Instit

First Tier Instit

First Tier Instit

First Tier Instit

T-F National Inst

T-F National Inst

T-F National Inst

T-F National Inst

T-F National Inst

T-F National Inst
Treasury Instit
Treasury Instit
Treasury Instit
Treasury Instit
Treasury Instit
Treasury Instit
Treasury & Repo Instit
Treasury & Repo Instit
Treasury & Repo Instit
Treasury & Repo Instit
Treasury & Repo Instit
Treasury & Repo Instit

$6,266.9
$5,993.0
$455.9
$207.0
$79.6
$1,016.0
$5295
$34.2
$1,817.1
$6,444.7
$5,337.6
$1,580.9
$551.9
$1,1124
$27.0
$155.2
$501.3
$123.2
$0.8
$750.3
$3.6
$8,286.4
$129.1
$0.1
$760.1
$961.6
$123.6
$3,015.0
$346.8
$80.9
$394.4
$631.8
$13.2
$14,074.0
$88.3
$116.4
$483.0
$4.261.8
$620.9
$18,843.4
$1,572.6
$319.3
$1,5923
$324.4
$111.8
$6,663.3
$334.3
$91.8
$198.0
$914.9
$15.3
$1,9154
$1454
$32.0
$168.5
$2,1184
$1245
$1,808.6
$693.2
$0.1
$1,838.7



AAA Rated Money Market Funds

As of January 16, 2007
Date Fund Name Fund Complex Rating (M/S&P/F) SubCategpry Current  Assets (wk/$mils)
1/16/07 Goldman Sachs ILA Federal Port/Adm Goldman Sachs Aaa/AAAm/- Govt & Agencies Instit $1,795.8
1/16/07 Goldman Sachs ILA Federal Port/CMS Goldman Sachs Aaa/AAAm/- Govt & Agencies Instit $0.3
1/16/07 Goldman Sachs ILA Federal Port/Inst Goldman Sachs Aaad/AAAm/- Govt & Agencies Instit $29.3
1/16/07 Goldman Sachs ILA Federal Port/Ser Goldman Sachs Aaa/AAAm/- Govt & Agencies Instit $241.2
1/16/07 Goldman Sachs ILA Treas Instr/Adm Goldman Sachs Aaa/AAAmG/- Treasury Instit $26.5
1/16/07 Goldman Sachs ILA Treas Instr/CMS Goldman Sachs Aaa/AAAmMG/- Treasury Instit $5.7
1/16/07 Goldman Sachs ILA Treas Instr/Inst Goldman Sachs Aaa/ AAAMG/- Treasury Instit 34.2
1/16/07 Goldman Sachs ILA Treas Instr/Ser Goldman Sachs Aaa/AAAmMG/- Treasury Instit $156.8
1/16/07 Goldman Sachs ILA Treas Oblig/Adm Goldman Sachs Aaa/AAAm/- Treasury & Repo Instit $0.1
17/16/07 Goldman Sachs ILA Treas Oblig/CMS Goldman Sachs Aaa/AAAm/- Treasury & Repo Instit $56.3
1/16/07 Goldman Sachs ILA Treas Oblig/Inst Goldman Sachs Aaa/AAAm/- Treasury & Repo Instit $31.4
1/16/07 Goldman Sachs ILA Treas Oblig/Ser Goldman Sachs Aaa/AAAm/- Treasury & Repo Instit $681.7
1/16/07 Govt & Agency Cash Managed Shares Deutsche -/AAAm/- Govt & Agencies Instit $156.3
1716/07 Hancock Horizon Treas Sec MMF/CI A Hancock Aaa/AAAm/- Treas & Repo Retail $227.1
1/16/07 Hancock Horizon Treas Sec MMF/InsSw  Hancock Aaa/AAAm/- Treasury & Repo Instit $78.4
1/16/07 Hancock Horizon Treas Sec MMF/Trust Hancock Aaa/AAAm/- Treasury & Repo Instit $179.5
1/16/07 Heritage Cash Trust MMF Heritage -/AAAm/- First Tier Retail $5,433.1
1/16/07 Heritage Cash Trust Muni MMF Heritage -/AAAm/- T-F National Retail $1,306.2
1/16/07 HighMark US Govt MMF/C] A HighMark Aaa/AAAm/- Govt & Agency Retail $30.3
1/16/07 HighMark US Govt MMF/CI B HighMark Aaa’/AAAm/- Govt & Agency Retail $0.6
1716/07 HighMark US Govt MME/CI S HighMark Aaa/AAAm/- Govt & Agency Retail $116.9
1716/07 HighMark US Govt MMEF/Fid HighMark Aaa/AAAm/- Govt & Agency Retail $407.9
1/16/07 HSBC Investor MMF/C] A HSBC Aaa/AAAm/- First Tier Retail $388.9
1/16/07 HSBC Investor MMF/C] C HSBC Aaa/AAAm/- First Tier Retail $245.8
1/16/07 HSBC Investor MMF/C] D HSBC Aaa/AAAm/- First Tier Retail $3,078.3
1/16/07 HSBC Investor MMF/C] HSBC Aaa/AAAm/- First Tier Instit $2,028.7
1/16/07 HSBC Investor MMF/Cl Y HSBC Aaa/AAAm/- First Tier Instit $657.7
1/16/07 HSBC Investor US Treas MM/CI A HSBC Aaa/AAAm/- Treasury Retail $78.3
1/16/07 HSBC Investor US Treas MM/C1 D HSBC Aaa/AAAm/- Treasury Retail $338.4
1/16/07 HSBC Investor US Treas MM/Cl I HSBC Aaa/AAAm/- Treasury Instit $6.6
1/16/07 HSBC Investor US Treas MM/C] Y HSBC Aaa/AAAm/- Treasury Instit $49.9
1/16/07 Huntington US Treas MME/Invmt Huntington -/AAAm/- Treas & Repo Retail $68.9
1/16/07 Huntington US Treas MMF/T rust Huntington -/AAAm/- Treas & Repo Retail $596.8
1/16/07 ICT Treasury Portfolio/lnstit Deutsche -/AAAm/- Treasury & Repo Instit $2.9
1/16/07 ING Institutional Prime MMF ING -/AAAm/- First Tier Instit $473.8
1716/07 Institutional MMF/Comerica Cl K Munder Aaa/-/- First Tier Instit $407.5
1/16/07 Institutional MMF/Comerica C1 Y Munder Aaa/-/- First Tier Instit $1,207.0
1/16/07 Investors Cash Tr/Govt & Agency/Svc Deutsche -[AAAm/- Govt & Agencies Instit $224.7
1/16/07 Janus Govt MMF/Instit Shrs Janus Aaa/AAAm/- Govt & Agencies Instit $574.3
1/16/07 Janus Govt MMF/Investor Shrs Janus Aaa/AAAm/- Govt & Agency Retail $172.5
1/16/07 Janus Govt MMF/Service Shrs Janus Aaa/AAAm/- Govt & Agency Retail $165.1
1/16/07 Janus MMF/Instit Janus Aaa/AAAm/- First Tier Instit $6,899.3
1/16/07 Janus MMF/Investor Janus Aaa/AAAm/- First Tier Retail $1,392.3
1/16/07 Janus MMF/Service Janus Aaag/AAAm/- First Tier Retail $304
1/16/07 Janus T-E MMF/Instit Shrs Janus Aaa/-/- T-F National Inst $35.5
1/16/07 Janus T-E MMF/Investor Shrs Janus Aaa/-/- T-F National Retail $76.0
1/16/07 Janus T-E MMF/Service Shrs Janus Aaa/-/- T-F National Retail $0.1
1/16/07 JPMorgan 100% US Treas MMF/Agency ~ JPMorgan Aaa/AAAmG/- Treasury Instit $1,022.2
1/16/07 JPMorgan 100% US Treas MMF/Capital ~ JPMorgan Aaa/AAAmMG/- Treasury Instit $1,293.8
1/16/07 JPMorgan 100% US Treas MMF/Instit JPMorgan Aaa/AAAmMG/- Treasury Instit $2,3824
1/16/07 JPMorgan 100% US Treas MMF/Morgan  JPMorgan Aaa/AAAmMG/- Treasury Retail $1,950.0
1/16/07 JPMorgan 100% US Treas MMF/Premier ~ JPMorgan Aaa/AAAmG/- Treasury Instit $2,003.9
1/16/07 JPMorgan 100% US Treas MMF/Reserve JPMorgan Aaa/AAAmMG/- Treasury Retail $9.8
1/16/07 JPMorgan Federal MMF/Agency JPMorgan Aaa/AAAm/- Govt & Agencies Instit $143.4
1/16/07 JPMorgan Federal MMF/Instit JPMorgan Aaa/AAAm/- Govt & Agencies Instit $4.674.4
1/16/07 JPMorgan Federal MMF/Morgan JPMorgan Aaa/AAAm/- Govt & Agency Retail $226.4
1716/07 JPMorgan Federal MMF/Premier JPMorgan Aaa/AAAm/- Govt & Agencies Instit $578.9
1/16/07 JPMorgan Federal MMF/Reserve JPMorgan Aaa/AAAm/- Govt & Agency Retail $0.4
1/16/07 JPMorgan Prime MMF/Agency JPMorgan Aaa/AAAM/AAA/V-1+  First Tier Instit $9,658.1
1/16/07 JPMorgan Prime MMF/Capital JPMorgan Aaa/AAAM/AAA/V-1+  First Tier Instit $43,276.3
1/16/07 JPMorgan Prime MMF/Cash Mgmt JPMorgan Aaa/AAAM/AAA/V-1+  First Tier Instit $34.5




AAA Rated Money Market Funds
As of January 16, 2007

Date Fund Name Fund Complex Rating (M/S&P/F) SubCatgggry Current  Assets (wk/Smils)
1/16/07 JPMorgan Prime MMF/Class B JPMorgan Aaa/AAAM/AAA/V-1+  First Tier Retail $6.1
1/16/07 JPMorgan Prime MMF/Class C JPMorgan Aaa/ AAAM/AAA/V-1+  First Tier Retail $4.2
1/16/07 JPMorgan Prime MMF/Instit JPMorgan Aa/ AAAM/AAA/V-1+  First Tier Instit $25,497.6
1/16/07 JPMorgan Prime MMF/Morgan JPMorgan Aad/AAAm/AAA/V-1+  First Tier Retail $5,806.1
1/16/07 JPMorgan Prime MMF/Premier JPMorgan Aad/AAAMVAAA/V-1+  First Tier Instit $7,713.3
1/16/07 JPMorgan Prime MMF/Reserve JPMorgan Aaa/AAAM/AAA/V-1+  First Tier Retail $380.9
1/16/07 JPMorgan Tax-Free MMF/Agency JPMorgan Aaa/AAAm/- T-F National Inst $390.5
1/16/07 IPMorgan Tax-Free MMF/Instit JPMorgan Aaa/AAAm/- T-F National Inst $8,857.8
1/16/07 JPMorgan Tax-Free MMF/Morgan JPMorgan Aaad/AAAm/- T-F National Retail $4494
1/16/07 JPMorgan Tax-Free MMF/Premier JPMorgan Aas/AAAm/- T-F National Inst $7,000.1
1/16/07 JPMorgan Tax-Free MMF/Reserve JPMorgan Aaa/AAAm/- T-F National Retail $1.4
1/16/07 JPMorgan US Govt MMF/Agency JPMorgan Asad/AAAm/- Govt & Agencies Instit $3,738.7
1/16/07 JPMorgan US Gowt MMF/Capital JPMorgan Aaa/AAAm/- Govt & Agencies Instit $4,730.3
1/16/07 JPMorgan US Govt MMF/Instit JPMorgan Aaa/AAAnv/- Govt & Agencies Instit $2,190.8
1/16/07 JPMorgan US Govt MMF/Morgan JPMorgan Aaa/AAAm/- Govt & Agency Retail $3,1133
1/16/07 JPMorgan US Gowvt MMF/Premier JPMorgan Aaa/AAAm/- Govt & Agencies Instit $1,639.8
1/16/07 JPMorgan US Govt MMF/Reserve JPMorgan Aaa/AAAm/- Govt & Agency Retail $335.3
1/16/07 JPMorgan US Treas Plus MMF/Agency JPMorgan Aaa/AAAm/- Treasury & Repo Instit $889.7
1/16/07 JPMorgan US Treas Plug MMF/CI B JPMorgan Aaa/AAAm/- Treas & Repo Retail $1.7
1/16/07 JPMorgan US Treas Plus MMF/C] C JPMorgan Aaa/AAAm/- Treas & Repo Retail $26.3
1/16/07 JPMorgan US Treas Plus MMF/Instit JPMorgan Aaa/AAAm/- Treasury & Repo Instit $1,362.6
1/16/07 JPMorgan US Treas Plus MMF/Iny JPMorgan Aaa/AAAm/- Treas & Repo Retail $1,861.8
1/16/07 JPMorgan US Treas Plus MMF/Morgan JPMorgan Aaa/AAAm/- Treas & Repo Retail $1,915.8
1/16/07 JPMorgan US Treas Plus MMF/Premier JPMorgan Aaa/AAAm/- Treasury & Repo Instit $1,247.8
1/16/07 JPMorgan US Treas Plus MMF/Reserve JPMorgan Aaa/AAAm/- Treas & Repo Retail $924 .4
1/16/07 Lehman Bros Cash Mgmt Prime Port Lehman Brothers Aaa/AAAMV/AAA/V-1+  First Tier Instit $1,894.5
1/16/07 Lehman Bros Inst Liq/Govt/Admin Lehman Brothers -/AAAM/AAA/V-1+ Govt & Agencies Instit $1.0
1/16/07 Lehman Bros Inst Lig/Govt/Capital Lehman Brothers -/AAAM/AAA/V-1+ Govt & Agencies Instit $1.0
1/16/07 Lehman Bros Inst Lig/Govt/Cash Mgt Lehman Brothers -[AAAM/AAA/V-1+ Govt & Agencies Instit $1.0
1/16/07 Lehman Bros Inst Lig/Govt/Instit Lehman Brothers ~/AAA/AAA/V-1+ Govt & Agencies Instit - $494.1
1/16/07 Lehman Bros Inst Lig/Govt/Premier Lehman Brothers -/AAAM/AAA/V-1+ Govt & Agencies Instit $1.0
1/16/07 Lehman Bros Inst Lig/Govt/Select Lehman Brothers -/AAAM/AAA/V-1+ Govt & Agencies Instit $1.0
1/16/07 Lehman Bros Inst Lig/Govt/Service Lehman Brothers -"AAAM/AAA/V-1+ Govt & Agencies Instit $1.0
1/16/07 Lehman Bros Inst Lig/Prime/Admin Lehman Brothers -AAAM/AAA/NV-1+ First Tier Instit $1.0
1/16/07 Lehman Bros Inst Lig/Prime/Capital Lehman Brothers -TAAAWM/AAA/V-1+ First Tier Instit $1.0
1/16/07 Lehman Bros Inst Lig/Prime/Cash Mgt Lehman Brothers </AAAM/AAA/V-1+ First Tier Instit $1.0
1/16/07 Lehman Bros Inst Lig/Prime/Instit Lehman Brothers -'AAAM/AAA/V-1+ First Tier Instit $293.2
1/16/07 Lehman Bros Inst Lig/Prime/Premier Lehman Brothers -/AAAmM/AAA/V-1+ First Tier Instit $1.0
1/16/07 Lehman Bros Inst Lig/Prime/Select Lehman Brothers -AAAM/AAA/NV-1+ First Tier Instit 31.0
1/16/07 Lehman Bros Inst Lig/Prime/Service Lehman Brothers -TAAAM/AAA/V-1+ First Tier Instit $1.0
1/16/07 Lehman Bros Inst Lig/Treas/Admin Lehman Brothers -TAAAmM/AAA/V-1+ Treasury & Repo Instit $1.0
1/16/07 Lehman Bros Inst Lig/Treas/Capital Lehman Brothers - AAAM/AAA/V-1+ Treasury & Repo Instit $1.0
1/16/07 Lehman Bros Inst Lig/Treas/Cash Mgt Lehman Brothers -TAAAI/AAA/V-1+ Treasury & Repo Instit $1.0
1/16/07 Lehman Bros Inst Lig/Treas/Instit Lehman Brothers [ AAAM/AAA/V-1+ Treasury & Repo Instit $494.0
1/16/07 Lehman Bros Inst Lig/Treas/Premier Lehman Brothers ~/AAAM/AAA/V-1+ Treasury & Repo Instit $1.0
1/16/07 Lehman Bros Inst Lig/Treas/Select Lehman Brothers -[AAAM/AAA/V-1+ Treasury & Repo Instit $1.0
1/16/07 Lehman Bros Inst Lig/Treas/Service Lehman Brothers -[AAAM/AAA/V-1+ Treasury & Repo Instit $1.0
1/16/07 Lehman Bros Natl Muni MF/Reserve Lehman Brothers Aaal-/AAA/V-1+ T-F National Inst $263.2
1/16/07 Lehman Bros Prime Reserve Port Lehman Brothers Aaa/AAAM/AAA/V-1+  First Tier Instit $3,488.3
1/16/07 Lehman Bros Tax-Free MF/Reserve Lehman Brothers Aaal/-/AAAIV-1+ T-F National Inst $1,379.5
1/16/07 Liquid Cash Trust Federated Aaa/-/- Govt & Agencies Instit $92.6
1/16/07 Marshall Govt MMF/Class | Marshall -/-[AAA/V-1+ Govt & Agencies Instit $80.6
1/16/07 Marshall Govt MMF/Class Y Marshall - AAA/V-1+ Govt & Agency Retail $193.3
1/16/07 Marshall Prime MMF/Advisor Class Marshall --[AAA First Tier Retail $98.0
1716/07 Marshall Prime MMF/Instit Class Marshall -/-{AAA First Tier Instit $2,197.5
1/16/07 Marshall Prime MMF/Investor Class Marshall -/-[AAA First Tier Retail $2,621.4
1/16/07 Mercantile Govt MMF/Class A Mercantile -/ AAAm/- Govt & Agency Retail $1.6
1716/07 Mercantile Govt MMF/Class [ Mercantile - AAAm/- Govt & Agencies Instit $432.3
1/16/07 Mercantile Prime MMF/Class A Mercantile ~/AAAm/- First Tier Retail $162.2
1/16/07 Mercantile Prime MMF/Class C Mercantile -/AAAm/- First Tier Retail $0.3
1/16/07 Mercantile Prime MMF/Class I Mercantile -/AAAm/- First Tier Instit $794.7



AAA Rated Money Market Funds

As of January 16, 2007

Date Fund Name Fund Complex Ratin_gr (M/S&P/F) SubCategory Current  Assets (wk/Smils)
1/16/07 Mercantile Tax-Exempt MMF/Class A Mercantile -/ AAAm/- T-F National Retail $5.7
17/16/07 Mercantile Tax-Exempt MMF/Class I Mercantile -/AAAm/- T-F National Inst $242.2
1/16/07 Merrill Lynch Government Fund BlackRock -/AAAnV- Gowvt & Agencies Instit $3,048.7
1/16/07 Merrill Lynch Institutional Fund BlackRock -/AAAm/- First Tier Instit $17,782.6
1/16/07 Merrill Lynch Treasury Fund BlackRock ~/AAAmMG/- Treasury Instit $1,526.3
1/16/07 Merrimac Treas Plus Series/Instit Merrimac Aaa/-/- Treasury & Repo Instit $0.1
1/16/07 Merrimac Treas Plus Series/Inv Merrimac Aaa/-/- Treasury & Repo Instit $456.4
1/16/07 Merrimac Treas Plus Series/Premium Merrimac Aaa/-/- Treasury & Repo Instit $104.5
1/16/07 Merrimac Treas Series/Instit Merrimac Aaa/-/- Treasury Instit $1.1
1/16/07 Merrimac Treas Series/Inv Merrimac Aaa/-/- Treasury Instit $246.1
1/16/07 Merrimac Treas Series/Premium Merrimac Aaa/-/- Treasury Instit $44.5
1/16/07 Milestone Treas Obligs Port/Admin Milestone Aaa/AAAmM/AAA/V-1+  Treasury & Repo Instit $49.2
1/16/07 Milestone Treas Obligs Port/Fincl Milestone Aaa/AAAM/AAA/V-1+  Treasury & Repo Instit $7144
1/16/07 Milestone Treas Obligs Port/Instit Milestone Aaa/AAAmM/AAA/V-1+  Treasury & Repo Instit $967.8
1716/07 Milestone Treas Obligs Port/Inv Milestone Aaa/AAAmM/AAA/V-1+  Treasury & Repo Instit $261.1
1/16/07 Milestone Treas Obligs Port/Premium Milestone Aaa/AAAmM/AAA/V-1+ Treasury & Repo Instit $100.1
1/16/07 Monarch Daily Assets Cash/Instit Monarch -TAAAm/- First Tier Instit $80.3
1/16/07 Monarch Daily Assets Cash/Inst Svc Monarch -/AAAm/- First Tier Instit $54.5
1/16/07 Monarch Daily Assets Cash/Investor Monarch -/AAAm/- First Tier Retail $214.8
1/16/67 Monarch Daily Assets Cash/Preferred Monarch -/AAAm/- First Tier Instit $159.1
1/16/07 Monarch Daily Assets Cash/Universal Monarch -/AAAm/- First Tier Instit $50.6
1/16/07 Monarch Daily Assets Treas/InstSve Monarch -/AAAm/- Treasury & Repo Instit $14.2
1/16/07 Monarch Daily Assets Treas/Investor Monarch -/AAAm/- Treas & Repo Retail $66.6
1/16/07 Morgan Stanley ActiveAssets InstMT Morgan Stanley -/AAAm/- First Tier Instit $1,392.2
1/16/07 Morgan Stanley Inst Lig/Govt/Adm Morgan Stanley Aaa/AAAm/- Govt & Agencies Instit $39.7
1/16/07 Morgan Stanley Inst Lig/Govt/Adv Morgan Stanley Aaa/AAAm/- Govt & Agencies Instit $1374
1/16/07 Morgan Stanley Inst Lig/Govt/Inst Morgan Stanley Aaa/AAAm/- Govt & Agencies Instit $2,755.7
1/16/07 Morgan Stanley Inst Lig/Govt/Inv Morgan Stanley Aaa/AAAm/- Govt & Agencies Instit 34515
1/16/07 Morgan Stanley Inst Lig/Govt/Part Morgan Stanley Aaa/AAAm/- Govt & Agencies Instit $0.1
1/16/07 Morgan Stanley Inst Lig/Govt/Sve Morgan Stanley Aaa/AAAm/- Govt & Agencies Instit $0.1
1/16/07 Morgan Stanley Inst Lig/Prime/Adm Morgan Stanley Aaa/AAAM/AAA/V-1+  First Tier Instit $0.1
1/16/07 Morgan Stanley Inst Lig/Prime/Adv Morgan Stanley Aaa/ AAAM/AAA/V-1+  First Tier Instit $83.7
1/16/07 Morgan Stanley Inst Lig/Prime/Inst Morgan Stanley Aaa/AAAm/AAA/V-1+  First Tier Instit $24,674.7
1/16/07 Morgan Stanley Inst Lig/Prime/Inv Morgan Stanley Aaa/AAAM/AAA/V-1+  First Tier Instit $10.8
1/16/07 Morgan Stanley Inst Liq/Prime/Part Morgan Stanley Aaa/AAAmM/AAA/V-1+  First Tier Instit $0.1
1/16/07 Morgan Stanley Inst Lig/Prime/Svc Morgan Stanley Aaa/AAAM/AAA/V-1+  First Tier Instit $245.8
1/16/07 Morgan Stanley Inst Lig/T-E/Adm Morgan Stanley Aaa/~/AAA/V-1+ T-F National Inst $0.1
1/16/07 Morgan Stanley Inst Lig/T-E/Adv Morgan Stanley Aaa/-/AAA/V-1+ T-F National Inst $3.7
1/16/07 Morgan Stanley Inst Lig/T -E/CashMgt Morgan Stanley Aaa/-/AAA/V-1+ T-F National Inst $212.7
1/16/07 Morgan Stanley Inst Lig/T-E/Inst Morgan Stanley Aaa/-/AAA/V-1+ T-F National Inst $912.8
1/16/07 Morgan Stanley Inst Lig/T-E/Inv Morgan Stanley Aaal/-/AAA/V-1+ T-F National Inst $3.1
1/16/07 Morgan Stanley Inst Lig/T-E/Part Morgan Stanley Aaa/-/AAA/V-1+ T-F National Inst $0.1
1/16/07 Morgan Stanley Inst Lig/T-E/Svc Morgan Stanley Aaa/-/AAA/V-1+ T-F National Inst $0.1
1/16/07 Morgan Stanley Inst Lig/Treas/Adm Morgan Stanley Aaa/AAAm/- Treasury & Repo Instit $0.1
1/16/07 Morgan Stanley Inst Lig/Treas/Adv Morgan Stanley Aaa/AAAm/- Treasury & Repo Instit $65.9
17/16/07 Morgan Stanley Inst Liq/Treas/Cash Morgan Stanley Aaa/AAAm/- Treasury & Repo Instit $0.1
1/16/07 Morgan Stanley Inst Lig/Treas/Inst Morgan Stanley Aaa/AAAm/- Treasury & Repo Instit $3.2
1/16/07 Morgan Stanley Inst Lig/Treas/Inv Morgan Stanley Aaa/AAAm/- Treasury & Repo Instit $0.1
1716/07 Morgan Stanley Inst Lig/Treas/Part Morgan Stanley Aaa/AAAm/- Treasury & Repo Instit $0.5
1/16/07 Morgan Stanley Inst Lig/Treas/Svc Morgan Stanley Aaa/AAAW/- Treasury & Repo Instit $0.1
1/16/07 MTB Prime MMF/Corporate MTB Aaa/AAAm/- First Tier Instit $305.1
1/16/07 MTB US Govt MMP/CI A MTB Aaa/AAAmm/- Govt & Agency Retail $8.5
1/16/07 MTB US Govt MMP/Instit [ MTB Aaa/AAAm/- Govt & Agencies Instit $1,484.0
1/16/07 MTB US Govt MMP/Instit II MTB Aaa/AAAm/- Govt & Agencies Instit $1,053.5
1/16/07 MTB US Treasury MMF/CI A MTB Aaa/AAAm/- Treas & Repo Retail $106.9
1/16/07 MTB US Treasury MMF/CI S MTB Aaa/AAAm/- Treasury & Repo Instit $242
1/16/07 MTB US Treasury MMF/Instit | MTB Aaa/AAAmM/- Treasury & Repo Instit $401.0
1/16/07 MTB US Treasury MMF/Instit II MTB Aaa/AAAm/- Treasury & Repo Instit $333.6
1/16/07 Neuberger Berman Prime MF/Trust Lehman Brothers Aaa/AAAmM/AAA/V-1+  First Tier Instit $957.3
1/16/07 Northern Instit Govt Port/Cl A Northern Aaa/AAAm/- Govt & Agencies Instit $2.814.2
1/16/07 Northern Instit Govt Port/Cl C Northern Aaa/AAAn/- Govt & Agencies Instit $108.7
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1/16/07 Northern Instit Govt Port/Cl D Northern Aaa/AAAm/- Govt & Agencies Instit $4.1
1/16/07 Northern Instit Govt Select Port/A Northern Aaa/AAAm/- Govt & Agencies Instit $5,050.1
1/16/07 Northern Instit Govt Select Port/C Northern Aaa/AAAm/- Govt & Agencies Instit $75.8
1716/07 Northern Instit Govt Select Port/D Northern Aaa/AAAmM/- Govt & Agencies Instit $150.3
1/16/G7 Northern Instit Prime Obligs/Cl A Northern Aaa/AAAm/- First Tier Instit $2,897.1
1/16/07 Northemn Instit Prime Obligs/CI C Northern Aaa/AAAm/- First Tier Instit 31522
1/16/07 Northern Instit Prime Obligs/C1 D Northern Aaa/AAAm/- First Tier Instit $10.6
1/16/07 Pacific Cap US Govt Sec Cash/O Pacific Capital Aaa/AAAm/- Govt & Agency Retail $514.6
1/16/07 Pacific Cap US Govt Sec Cash/Sve Pacific Capital Aaa/AAAm/- Govt & Agency Retail $945.5
1716/07 Phoenix Insight MF/Cl A Phoenix Aaa/AAAM/AAA/V-1+  First Tier Retail $897.6
1/16/07 Phoenix Insight MF/Cl 1 Phoenix Aaa/AAAM/AAA/V-1+  First Tier Instit $2,486.2
1/16/07 Phoenix Insight MF/Exchange Phoenix Aaa/AAAM/AAA/V-1+  First Tier Retail $487.6
1/16/07 PIMCO MMF/Admin PIMCO Aaa/-/- First Tier Retail $3.7
1/16/07 PIMCO MMF/CI A PIMCO Aaa/-/- First Tier Retail $80.1
1/16/07 PIMCO MMF/CI B PIMCO Aaa/-/- First Tier Retail $49.7
1/16/07 PIMCO MMF/C1 C PIMCO Aaa/-/- First Tier Retail $61.3
1/16/07 PIMCO MMF/Instit Cl PIMCO Aaa/-/- First Tier Instit $173.7
1/16/07 Premier Money Market Shares/Treas Deutsche -/AAAm/- Treas & Repo Retail $56.2
1/16/07 Premier Money Market Shrs/T-E Port Deutsche Aaa/AAAm/- T-F National Retail $120.8
1/16/07 Prudential Instit Lig/MM Ser/Cl A JennisonDryden --AAA/V-1+ First Tier Instit $894.8
1/16/07 Prudential Instit Lig/MM Ser/Cl I JennisonDryden -/-/AAA/V-1+ First Tier Instit $894.3
1/16/07 Putnam Prime MMF/C] A Putnam Aaa/AAAM/AAA/V-1+  First Tier Instit $16.8
1/16/07 Putnam Prime MMF/CI I Putnam Aaa/AAAmM/AAA/V-1+  First Tier Instit $3,250.4
1/16/07 Putnam Prime MMF/CI P Putnam Aaa/AAAM/AAA/NV-1+  First Tier Instit $2,533.4
1/16/07 Reserve Interstate T-E Cl 15 Reserve -/AAAm/- T-F National Inst $0.1
1/16/07 Reserve Interstate T-E C1 25 Reserve -/AAAm/- T-F National Inst $43.9
1/16/07 Reserve Interstate T-E Cl 45 Reserve -/AAAm/- T-F National Inst $0.1
1/16/07 Reserve Interstate T-E C} 70 Reserve -/AAAm/- T-F National Inst $5.6
1/16/07 Reserve Interstate T-E C1 75 Reserve ~/AAAm/- T-F National Inst $4.6
1/16/07 Reserve Interstate T-E CI R Reserve -/AAAm/- T-F National Retail $333.8
1/16/07 Reserve Interstate T-E C1 TT Reserve -/AAAm/- T-F National Inst $79.7
1/16/07 Reserve Interstate T-E Instit Reserve -/AAAm/- T-F National Inst $777.1
1/16/07 Reserve Primary Fund C1 15 Reserve Aaa/AAAm/- First Tier Instit $334.0
1/16/07 Reserve Primary Fund C1 20 Reserve Aaa/AAAm/- First Tier Instit $223.5
1/16/07 Reserve Primary Fund Cl 25 Reserve Aaa/AAAm/- First Tier Instit $558.5
1/16/07 Reserve Primary Fund Cl 35 Reserve Aaa/AAAm/- First Tier Instit $8.2
1/16/07 Reserve Primary Fund CI 45 Reserve Aaa/AAAm/- First Tier Instit $85.2
1/16/07 Reserve Primary Fund C1 70 Reserve Aaa/AAAm/- First Tier Instit $22.6
1/16/07 Reserve Primary Fund Cl 75 Reserve Aaa/AAAm/- First Tier Instit $90.8
1/16/07 Reserve Primary Fund Cl 95 Reserve Aaa/AAAm/- First Tier Instit $12.8
1/16/07 Reserve Primary Fund CI R Reserve Aaa/AAAm/- First Tier Retail $8,656.4
1/16/07 Reserve Primary Fund CI TT Reserve Aaa/AAAm/- First Tier Instit $1,0494
1/16/07 Reserve Primary Fund Instit Reserve Aaa/AAAmy/- First Tier Instit $14,497.8
1/16/07 Reserve US Govt Fund Cl 15 Reserve Aaa/AAAny/- Govt & Agencies Instit $87.4
1/16/07 Reserve US Govt Fund C125 Reserve Aaa/AAAm/- Govt & Agencies Instit $21.2
1/16/07 Reserve US Govt Fund C1 45 Reserve Aaa/AAAm/- Govt & Agencies Instit $21.2
1/16/07 Reserve US Govt Fund C1 R Reserve Aaa/AAAm/- Govt & Agency Retail $3,577.4
1/16/07 Reserve US Govt Fund C1 TT Reserve Aaa/AAAm/- Govt & Agencies Instit $1275
1/16/07 Reserve US Govt Fund Instit Reserve Aaa/AAAm/- Govt & Agencies Instit $1,259.3
1/16/07 RMK Select Treas MMF/C] A RMK -/AAAm/- Treasury Retail $1,191.5
1/16/07 SEI Daily Income Tt/Govt/Cl A SEI Aaa/-/- Govt & Agencies Instit $530.0
1/16/07 SEI Daily Income Tr/Govt/Cl B SEI Aaa/-/- Govt & Agencies Instit $140.1
1/16/07 SEI Daily Income Tr/Govt/Cl C SEI Aaa/-/- Govt & Agencies Instit $143.4
1/16/07 SEI Daily Income Tr/Govt/Cl S SEI Aaa/-/- Govt & Agencies Instit $18.5
1/16/07 SEI Daily Income Tr/MMP/Class A SEI Aaa/-/- First Tier Instit $677.1
1/16/07 SEI Daily Income Tr/MMP/Class B SEI Aaa/-/- First Tier Instit $156.0
1/16/07 SEI Daily Income Tt/MMP/Class C SEI Aaa/~/- First Tier Instit $251.4
1/16/07 SEI Daily Income Tr/MMP/Class S SEI Aaa/-/- First Tier Instit $934
1/16/07 SEI Daily Income Tr/Prime Oblig/iA SEI Aaa/AAAm/- First Tier Instit $3,808.4
1/16/07 SEI Daily Income Tr/Prime Oblig/B SEI Aaa/AAAm/- First Tier Instit $811.3
1/16/07 SEI Daily Income Tr/Prime Oblig/C SEI Aaa/AAAm/- First Tier Instit $825.5



AAA Rated Money Market Funds
As of January 16, 2007

Date Fund Name Fund Complex Rating (M/S&P/F) SubCategory Current Assets (wk/$mils)
1/16/07 SEI Daily Income Tr/Prime Oblig/H SEI Aaa/AAAm/- First Tier Instit $63.5
1/16/07 SEI Daily Income Tr/Prime Oblig/S SEI Aaa/AAAm/- First Tier Instit $43.2
1/16/07 SEI Daily Income Tr/Treas/Cl A SEI Aaa/AAAW/- Treasury & Repo Instit $267.1
1/16/07 SEI Daily Income Tr/Treas/Ci B SEI Aaa/AAAm/- Treasury & Repo Instit $356.6
17/16/07 SEI Daily Income Tr/Treas/Cl C SEI Aaa/AAAm/- Treasury & Repo Instit $80.9
1/16/07 SEI Daily Income Tr/Treas/C1 § SEI Aaa/AAAm/- Treasury & Repo Instit $102.4
1/16/07 SEI Daily Income Tr/Treas [I/Cl A SEI -'AAAmMG/- Treasury Instit $135.0
1/16/07 SEI Daily Income Tr/Treas [I/CI B SEI - AAAmG/- Treasury Instit $52.8
1/16/07 SEI Daily Income Tr/Treas [/CI C SEI -(AAAMG/- Treasury Instit $26.0
1/16/07 Smith Barney Inst Cash Mgmt/Govt Legg Mason Aaa/AAAmW/- Govt & Agencies Instit $1,393.9
1/16/07 SNAP Fund Commonwealth Cash -/AAAmM/- First Tier Instit $3,421.2
1/16/07 SSgA Prime MMF SSgA -[AAAmM/- First Tier Instit $10,018.0
1/16/07 SSgA Tax-Free MMF/Cl A SSgA -[AAAm/- T-F National Retail $628.3
1/16/07 SSgA US Govt MMF/CI A SSgA -/AAAm/- Govt & Agency Retail 81,1144
1/16/07 SSgA US Treasury MMF SSgA Aaa/AAAwy/- Treasury & Repo Instit $1,352.1
1/16/07 State Street Instit Liquid Reserves SSgA -/AAAm/- First Tier Instit $5,881.9
1/16/07 STI Classic Inst Cash Mgmt MMF/1 STI Aaa/AAAm/- First Tier Instit $3,391.5
1/16/07 STI Classic Inst Muni Cash Res/l STI Aaa/AAAW/- T-F National Inst $59.1
1/16/07 STI Classic Inst US Govt Sec MMF/I STI Aaa/AAAm/- Govt & Agencies Instit $846.4
1716/07 STI Classic Inst USTreas Sec MMF/CT STI Aaa/AAAm/- Treasury & Repo Instit $2,322.9
1/16/07 STI Classic Inst USTreas Sec MMF/I STI Aaa/AAAm/- Treasury & Repo Instit $814.6
1/16/07 STI Classic US Govt Secs MMF/A STI Aaa/AAAm/- Govt & Agency Retail $2414
1/16/07 STI Classic US Govt Secs MMF/I STI Aaa/AAAm/- Govt & Agency Retail $620.4
1/16/07 STI Classic US Treas MMF/A STI Aaa/AAAn/- Treas & Repo Retail $30.0
1/16/07 STI Classic US Treas MMF/I STI Aaa/AAAM/- Treas & Repo Retail $1,085.9
1/16/07 Tamarack Govt MMF/Investor Tamarack Aaa/-/- Govt & Agency Retail $842.8
1/16/07 TCW Money Market Fund TCW -/AAAm/- First Tier Retail $635.2
1/16/07 T-E Portfolio/Managed Shares Deutsche Aaa/AAAm/- T-F National Retail $234.2
1/16/07 Treasury Cash Series Federated Aaa/AAAm/- Treas & Repo Retail $349.5
1/16/07 Treasury Cash Series II Federated Aaa/AAAm/- Treas & Repo Retail $255.7
1/16/07 UBS Cashfund UBS -/AAAm/- First Tier Retail $2,542.4
1/16/07 UBS Select MMF/Instit UBS Aaa/ AAAM/AAA/V-1+  First Tier Instit $8,792.7
1/16/07 UBS Select Treasury/Instit UBS -/AAAm/- Treasury & Repo Instit $749.7
1/16/07 UCM Institutional MMF Utendahl Aaa/AAAm/- First Tier Instit $613.3
1/16/07 Valiant US Treasury MMP/CI A Valiant Aaa/AAAm/- Treasury & Repo Instit $2.8
1/16/07 Valiant US Treasury MMP/CI B Valiant Aaa/AAAm/- Treasury & Repo Instit $26.3
1/16/07 Valiant US Treasury MMP/C1 D Valiant Aaa/AAAm/- Treasury & Repo Instit $62.6
1/16/07 Valiant US Treasury MMP/C1 E Valiant Aaa/AAAmM/- Treasury & Repo Instit $48.9
1/16/07 Victory Federal MMF/Inv Victory -AAAm/- Govt & Agencies Instit $1,089.3
1/16/07 Victory Federal MMF/Select Victory -/AAAm/- Govt & Agencies Instit $449.7
1/16/07 Victory Gradison Govt Reserve/Sel Victory -/AAAw/- Govt & Agency Retail $1,112.6
1/16/07 Victory Gradison Govt Reserve/Trust Victory -/AAAm/- Govt & Agency Retail $165.1
1/16/07 Victory Instit Liquid Reserves Victory ~-[AAAm/- First Tier Instit $127.2
1/16/07 Wells Fargo Adv 100% Treas MMF/CI A Wells Fargo Aaa/AAAmMG/- Treasury Retail $269.8
1/16/07 Wells Fargo Adv 100% Treas MMF/Svc Wells Fargo Aaa/AAAmMG/- Treasury Retail $3,834.5
1/16/07 Wells Fargo Adv Govt MMF/Admin Wells Fargo Aaa/AAAm/- Govt & Agencies Instit $1,322.8
1/16/07 Wells Fargo Adv Govt MMF/CI A Wells Fargo Aaa/AAAm/- Govt & Agency Retail $2,625.9
1/16/07 Wells Fargo Adv Govt MMF/Instit Wells Fargo AaalAAAm/- Govt & Agencies Instit $8,127.3
1/16/07 Wells Fargo Adv Govt MMF/Sve Wells Fargo Aaa/AAAm/- Govt & Agency Retail $5,470.8
1/16/07 Wells Fargo Adv Heritage MF/Admin Wells Fargo Aaa/AAAm/- First Tier Retail $288.4
1/16/07 Wells Fargo Adv Heritage MF/Instit Wells Fargo Aaad/AAAnY/- First Tier Instit $332.1
1/16/07 Wells Fargo Adv Natl T-F MMF/Admin Wells Fargo Aaa/-/- T-F National Inst $531.7
1/16/07 Wells Fargo Adv Natl T-F MMF/CI A Wells Fargo Aaa/-/- T-F National Retail $1,162.2
1/16/07 Wells Fargo Adv Natl T-F MMF/Inst Wells Fargo Aaa/-/- T-F National Inst $1,160.2
1/16/07 Wells Fargo Adv Natl T-F MMF/Svc Wells Fargo Aaa/-/- T-F National Retail $1,332.8
1/16/07 Wells Fargo Adv Prime Inv MMF/Inst Wells Fargo Aaa/AAAm/- First Tier Instit $5,860.0
1/16/07 Wells Fargo Adv Prime Inv MMF/Sve Wells Fargo Aaa/AAAm/- First Tier Retail $1,2222
1/16/07 Wells Fargo Adv Treas Plus MMF/Cl A Wells Fargo Aaa/AAAm/- Treas & Repo Retail $2,968.1
1/16/07 Wells Fargo Adv Treas Plus MMF/Inst Wells Fargo Aaa/AAAm/- Treasury & Repo Instit $1,522.4
1/16/07 Wells Fargo Adv Treas Plus MMF/Sve Wells Fargo Aaa/AAAm/- Treas & Repo Retail $1,420.4
1/16/07 William Blair Ready Reserves Fund William Blair -/AAAM/- First Tier Retail $1,230.0



AAA Rated Money Market Funds
As of January 16, 2007

Date Fund Name

Fund Complex

Rating (M/S&P/F)

SubCategory Current Assets (wk/$mils)

1/16/07 Williams Capital Liquid Assets Fund
1/16/07 Wilmington Prime MMF/Instit
1/16/07 Wilmington Prime MMF/Service
1/16/07 Wilmington Prime MMF/W Shares
1/16/07 Wilmington US Govt MMF/Instit
1/16/67 Wilmington US Govt MMF/Service
1/16/07 Wilmington US Govt MMF/W Shares
Totals

Source: iMoneyNet, Inc. (FundAnalyzer)

Williams Capital

Wilmington Trust
Wilmington Trust
Wilmington Trust
Wilmington Trust
Wilmington Trust
Wilmington Trust

Aaa/AAAm/-
Aaa/AAAm/-
Aaa/AAAm/-
Aaa/AAAm/-
Aaa/AAAm/-
Aaa/AAAmW/-
Aaa/AAAmM/-

First Tier Instit

First Tier Instit

First Tier Retail

First Tier Retail

Govt & Agencies Instit
Govt & Agency Retail
Govt & Agency Retail

$863.8
$41.0
$1.459.9
$1,580.0
$0.4
$726.1
$262.6
$1,038,709.0



AAA Rated Money Market Funds:

As of January 16, 2007

Count of Rating (M/S&P/F)

Rating (M/S&P/F) Total

-~/ AAA 3
-/ AAANV -1+ 13
- AAAmM/- 114
- AAAMAAA/V-1+ 26
-/ AAAMG/- 12
Aaa/-/- 70
Aaa/-/AAA 2
Aaa/-/AAA/V-1+ 10
Aaa/AAAmM/- 343
Aaa/ AAAM/AAA/V-1+ 132
Aaa/AAAmMG/- 14
Grand Total 739
Total Universe of Funds 1803

Source: iMoneyNet, Inc. (FundAnalyzer)

Number of Rated Funds

19.02%
7.32%

40.99%



AAA Rated Money Market Funds: Asset Summary Report

As of January 16, 2007

Sum of Assets (wk/$mils)

Rating (M/S&P/F) Total
-/-/AAA $4,916.9
-~/ AAA/V-1+ $29,599.9
-/ AAAm/- $107,306.3
JAAAM/AAA/V-1+ $1,437.6
-/ AAAMG/- $3,558.8
Aaa/-/- $41,461.0
Aaa/-/AAA $8,989.2
Aaa/-/AAAIV-1+ $2,887.3
Aaa/AAAm/- $497,889.8
Aaa/AAAM/AAA/V-1+ $324,958.0
Aaa/ AAAMG/- $15,704.2
Grand Total $1,038,709.0
Total Universe of Funds $2,330,815.90

Source: iMoneyNet, Inc. (FundAnalyzer)

21.36%
13.94%

44.56%



APPENDIX D

Proposed Amendments to the NPR

Federated proposes that the following amendments to the NPR be adopted in order to
provide reasonable treatment for highly-rated prime, government and municipal MMFs:

1. Add the following definitions to Section 2 of the rule as proposed by the NPR:

“Qualifying government money market mutual Jund means an investment fund that (i)
invests solely in sovereign exposures of the United States and its agencies and U.S. government-
sponsored enterprises; (ii) meets the conditions of paragraphs (c)(2), (c)(3) and (c)(4) of Rule 2a-
7 of the Securities and Exchange Commission’s Rules and Regulations Under the Investment
Company Act of 1940, 17 C.F.R. §270.2a-7(c)(2), (c)(3) and (c)(4); and (iii) is rated in the
highest investment grade by an NRSRO.”

“Qualifying municipal money market mutual fund means an investment fund, other than a
qualifying government money market mutual fund, that (i) invests solely [or predominantly] in
securities of states and municipalities; (ii) meets the conditions of paragraphs (c)(2), (¢)(3) and
(c)(4) of Rule 2a-7 of the Securities and Exchange Commission’s Rules and Regulations Under
the Investment Company Act of 1940, 17 C.F.R. §270.2a-7(c)(2), (c)(3) and (c)(4), and (iii) is
rated in the highest investment grade by an NRSRO.”

“Qualifying prime money market mutual fund means an investment fund, other than a
qualifying government money market mutual fund, that (1) meets the conditions of paragraphs
(©)(2), (€)(3) and (c)(4) of Rule 2a-7 of the Securities and Exchange Commission’s Rules and
Regulations Under the Investment Company Act of 1940, 17 C.F.R. §270.2a-7(c)(2), (c)(3) and
(c)(4), and (ii) is rated in the highest investment grade by an NRSRO.”

2. Amend Section 54 of the rule as proposed by the NPR by adding the following:
“(e) Qualifying government or municipal money market mutual funds. An exposure to a
qualifying government or municipal money market mutual fund may be assigned a risk weight

calculated under paragraphs (a), (b) or (c) of this section, but not greater than 7 percent.”

“9) Qualifying prime money market mutual funds. An exposure to a qualifying prime money
market mutual fund may be assigned a risk weight of 7 percent.”



APPENDIX E

Federated Prime Obligations Fund Monthly Report




PRIME OBLIGATIONS FUND

PORTFOLIO AS. OF ]’ANUARY 3, 21}0?
CURRENT NET ABSETS &21,827,516,‘088

Principal
Amount
_ or Shares Yalie
ASSET-BACKED SECURTIES-1.6%
Finance - futomotive--1.0%
% 108,649,440 12) CAL Securtization Trust 20061, Class Al 5400% 12472007

34 519,702

Captal Aulp Recefables Asset Trust 2008-2; Class A1, 5.340%, 12172007

] 215 073 2]

(3} Capital Auto Receiables Asset Trust 2006-SN1, Class ATAS. 4393’@9320.&00 7

23,508,033 2]

3] Ford Credt Auto Owwer Trust 2006:8, Class A1, 5 A04%, 84152007

11219079
2 ;sos 039

' Credft Suisse, Zunich, & 820 %5 A10% 2672007 - 171672008

DePfa Bank PLC,5 260% 492007

~ 'HBOS Treasury Senvces PLC, 5.260% 4412007

.. Mercantile Safe Depost & Trust Ov; Baltimore, 5320%-5 329% 11;‘164&00? 11?2?120&?

Mizuho Gc:marate ‘Bank 1id., 534096282007 - 2’!12/200?

L7 8001300

Societe Generale, Paris; $.225%, 1082007

420,250,000

4 ,698 730231 3] ‘tﬁfachoma Fato Loan Ouner Trust 2006-1, Class A1,5.390% 1114‘13:208?
16841318 (2}[3) Wachowia Auto-Loan Ouer Trust 2006-2; Class A1, 5358% 11 :&Qﬂa? 3
“TOTAL 22 734, 00 -
Fmance ~Equ|pme -0 6%
) Gt Equipment Collateral 2008-‘»‘3’1 Class A1, 49089%, 37202007 543 A23
_ CIT:Byuipment Collateral 2006-YT2, Class A1, 5.344%, 11202007, 69, ‘1 59307
“CNH Equipment Trust 20064 Clags A1, 4 959%, 452007 595 27F
CHH Equipment Trust 2006-B, Class A1, 5.392%1050007 40 ;2?8 A47
- : GE Equipment Mdticket LLC Series 2006-1, Class Ad;5301% 2158007 16 BO7 ;329
’ 13 33? 481 John Deere aner Trust 2006-A Class A1, 5 364% 7!13!200? L ABR8TART
oA 140,888 964
TOTAL ASSET-BACKED SECURITES 353703264
CERTIFICATES OF DEPOSH’-——?,S%
Banking—7.9%
212,500,000 Bardays Bank PLC, 5.310%- 5.420%, 48/2007-1)25/2008 2'}’2 593 ﬁcu
85,000,000  Calyon, Paris, 5 260%-5.355%, 441122007 - 45072007 85 pau 580
‘1?3 nao m‘m Ctizens Bank of Pennsylvania,; 5330% 2212007 - 2272007 17aﬁm ,aﬂa

55,000,000

330,000,000

100,000,000

Toronta Dominios Bank, 5295%- 5 800% 2/ 22007 - 8!3;2002" 428,238,085
) JOTAL CERTIFICATES OF DEPOSI 1,729.140.192

cougrfmm LOAN AGREEMENTS-9.1%

Banking-2 %%

Deutsche Bank Securifies, inc., 5.429% 282007 85000 }30{3

‘Fottis Bank ANV, 5.437%, 2:‘1/20&? 336,000,000

XI5 Financial Produdts Inc., 5.38 4%, 212007 100000000

"Federated is a registered mark of Federated Investors, Inc. 2005 @ Pederated Livestors, Ine..



Principal

Amount
ot Shares Value
TOTAL 485,000,000
Brokerage--6.8%
353,600,006 Citigroup Global Markets; Inc_, 5:488%, 21142007 353,000,000
729,000000  Goldman Sachs & Co., 5.457%- 5.488%, 2112607 728,000,600
400,000,000  Merrill Lynch & Co., Inc., 5.443%, 21172007 400,000,000
TOTAL 1,482,000,000
TOTAL COLLATERALIZED LOAN AGREEMENTS 1,977,000,000
COMMERCIAL PAPER (1)-26.1%
Banking--5.0%
137,000,000,  Bank of America Corp., 5.210% - 5:240%, 3/512007 - 41242007 135519.322
29,460,000  Benedictine Health System-SL. Mary's Duluth Clinic Health System:Obligated Group, 5.270%, -
41172007 29,162 429
1,180,000  Benedictine Living:Communities; Inc., 5 270%. 411172007 1,477,980
45,000,000  Citigroup Funding, Inc., 5.270%, 57472007 44413712
146, 520 000 {2)(3) Fountain Square Commercial Furding Corp., 5.250%- 5. 304%: 3/8/2007 - 414120067 145:651:226
103 000:000 (2)(3) KBC Financial Products Intematonal Lid. {Guarantéed by KBC Bank NV, 5.200%,
511472007 101,482,467
15,235,000  Los Angeles Caunty, CA Metropolitan Transportation Authority, {Bank of America NA.LOC),
5.320%, 27512007 15/235.000
323,500,000 {2)(3) charos Funding LLC, {Guaranteed by KBC Bank N V),5.125%- 5.250%,; 313/2007 - \
10/57200 317,845,238
315,000,000 Societe Generale North America, Inc., (Guaranteed by Societe Generale, Paris), 5.215%- N
5.255%, 211242007 - 5/8/2007 312 649,060
TOTAL ) 1,103,136,435
, ’ Finance - Automotive-4.9% e
158,212,000 DRACLLC, A1+/P1 Serics, 5.240% - 5.250%, 45612007 - 41812007 156 571 039‘

23326000 'DRAG LLC, A1/P1 Series, 5.270%, 2/6/2007-
621,059.000 FCARAuto Loan Trist, A1+/P1 Sefies, 5.210%-~ 5:310%, 21512007 - T/23/2007
267,690,000  FCAR.Auto Loan Trust, A1/P1 Series, 5.260%-5 210%, 271212007 -3/232007 - 266539840
TOTAL. 1, 059 509.876

Finance - Commercial--1:1% ,
151,000,000  CIT Group, Inc., 5:200% - 5 250%, 412472007 - 111612007 147,636,210
40,002,000 (2)(3) Edison Asset Securitization LLC, 5.170%, 4/5/2007 39,640,082
50,000,000 (2)(3)(4) Versailies CDS LLC, 5 312%, 10/23/2007 49,787,132
TOTAL 237,063.424

Finanhce - Retail--5.3%

125,000,000 (2)(3) Amsterdam Funding Corp., 5.285%, 2/0/607 124,853,194
100,000,000 (2)(3) Chariot Funding LLC, 5.260%, 211272007 :99,839,278
20,000,000 (2)(3) Compass Securitization LLC. 5. 260%,; 31572007 19 87?' 267

‘630,500,000 (2)(3) Paradigm Funding LLC, 5,180%~5.275%; 2/6/2007 - F1812007
228,980,000 (2)(3):Sheffield Receivables Corp., 5.250% - 5:280%, 2472007 - 4/26/2007
60,000,000 (2)(3} Tulip:Funding Corp.; 5.260%, 2/8/2007 63!

TOTAL 1158; 136 399
Finance - Securities--8.1%

560,000,000 (2)(3)(4) Georgetown Funding Co.LLC, 5:313%-5.:317%, 31712007 - 312412007 N 558.188,175
§28,006,000 (2)(3) Grampian Eunding LLC. 5210%- 5. 285%,.2/5/2007 - 112012007 B 525,180,968
117,941,000 (2)(3) KLIO Funding Ltd., 5.250% - 5.280%, 2/26/2007 - 411272007 17493315
297,001,000 (2){3) KLIO 1 Funding Ltd., 5.250% - 5 260%, 212812007 - 411812007 294,817,050
65,000,000 (2)(3) Perry Global Funding LLC Series &, 5 245%, 411 272007 64,337,090
109,260,000 (2)(3) Scaidis Capital LLC. 5.250% - 5, 265%; 21912007 - 42512007 107,997,637
264,000,000 {2)(3) Sigma Finance, Inc. ; {Guaranteed by Sigma Finance Corp.), 5.180%- 5.265%, 211372067
- 711442007 260,045,306
50,000,000 (2)(3) Three Rivers Funding Cofp., 5.275%, /812007 49,848 7115
TOTAL 1,877.708,256

POF-2



Principal

Amount
or Shares Value
Insurance~0.7% )
158,000,000 (2)(3) Aspen Funding Gorp., 5:250% - 5.275%, 2/13/2007 - 51273007 156,585,517
TOTAL COMMERCIAL PAPER $,692,139,807
CORPORATE NOTES-4.6%
Banking-16%
80,000,000 Deutsche Bank AG, 5.400%, 12/1212007 80,000,000
70,000,000 Royal Bank OfCanadé,Mﬁr’:treagS.égﬂ%, 10£2/2007 70,000,000
31,000,000  Societe Generale, Pars, 5.420%, 1/16/2008 31,000,000
47,000,000  Teronte Dorinion Bank, 5.420%, 12/12/2007 47.000,000
115,000,000 UBS AG, 5.400%, 14/28/2007 115,000,000
TOTAL 343,000,000
Brokerage--0.2%
40,000,000  Goldman Sachs Group, Inc., 5.403%, 12/18/2007 40,000,000
Finance-- Securities=2.5%
284,000,000 (2)({3) K2 (USA) LLC, (Guaranteed by K2 Corp.), 5:000%- 5.420%, -3/9/2007 - 9/17/2007 284,000000
262,500,000 (2)3) Sigma Finance, Inc., (Guaranteed by Sigma Finance Corp.), 5.000% - 5.320%, 3/8/2007 - o
10/42/2007 262,495,408
TOTAL 546495408
Insurance~03% o N
60,000,000 (2)(3) MBIA Globial Funding LLC, 5:400%, 12/2672007 60,000,000
‘ TOTAL CORPORATE NOTES 989,495,408
GOVERNMENT AGENCIES-0.5%
Government Agency--0:5% ]
100,000,000  Federal National Mortgage Asscciation, 5.4 0%, 12/28/2007 100,000,000
LOAN PARTICIPATION-0.2%
Electrical Equipment-0.2% :
55,500,000  Mt. Vernon Phenol Plant Partnership, (Guaranteed by General Electric Co.), 5.340%, o
51212007 53,500,000
MUTUAL FUNDS-06%
Asset Management--0.6% o
65,000,000  AiM Short-Term Investments Co. Liguid Assets Portfolio 65000000
50,000,000  Columbia Monéy Market Reserves +50,000,000
20,059,291  DWS Money Market Trust 20,059,291
TOTAL MUTUAL FUNDS 135,059,201
NOTES - VARIABLE {5)—36.9%
Banking=-15.9% oy
43835000 4 CsLLC (Series 1998), (Key Bank, N.A. LOC). 5:370%, 21172007 4:835000
1,350,000  Advanced Labelwory, Inc., (Regions Bank, Alabama LOC), 5.400%, 2/1/2007 1:350.000
4,620,000  AlaTrade Foods LLC, Series 2003, {Regions Bank, Alabama LOC); 5.420%, 2/1/2007 620000
685,000  Alabama State IDA, (SERIES 1994) Miltope Project, (Regions Bank, Alabama LOG), 5 360%,
211712007 685,000
3,495,000  Alabama State IDA, (Wallborn Cabinet, Inc), Tax Revenug Bonds, (Bank of Amenica NA.
LOC), 5.350%, 2172007 3,495,000
1,075,000 Alabama State IDA, Standard Furniture Project {Series 1995}, (Régions Bank, Alabama
LOC), 5.390%. 21172007 1,075,000
800,000  Aliceville, AL IDB; Buchanan Hardwood Flooring Co. (Series 1999), (Regions Bank, Alabama
LOC), 5.360%,; 2172007 800,000
7,000000 Amercan Xtal Techrology, Inc., Xtal Project (Series 1998}, (Wells Fargo Bank, N.A. Logy, ,
5:400%, 2/1/2007 7,000,000
12,000,000  Association of American Medical Colleges, {Guaranteed by JPMorgan Chase Bank, NA,,
Insuted by AMBAC Finaticial Group, Inc.), 5.360%, 21712007 12:000.000
3,940,000  Affantic Tool and Die Co_, (Key Bank, NA. LOC), 5.370%, 2/1/2007 3,940,000
7,475,000  B.R. Williams Trucking, Inc., (Regions Bark, Alabama LQC), 5.400%, 2/1/2007 7;3?5,,@9
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230,000,000 (2)(3) BNP Paribas SA, 5:310% - 5.345%, 2/20/2007 - 22612007 230,000,000
5,545,000  Baldwin County Sewer Service LLC, Series 2002, [Regions Bank, Alabama LOC), 5.400%;
‘ 20112007 ] ' 5,545,000
160,000,000  Bank of America N.A., 5 363%, 2/172007 160,000,600
63,000,000 (2)(3) Bank of Ireland, 5.300%, 2/2072007 $3,000.000
73,000:000 (2)(3) Bank of New York Co,, Inc., 5 380%, 212772007 73,000,000
125,000,060  Barclays Bank PLC, 5.275%, 2/5/2007 124992226
16,275,000  Biddle Road Corp,, Series 2004, (Wachovia Bank NA.LOC), 5:370%, 2/1/2007 16,275,000
6995000  Bing Steel Management, Inc., Series 2000, (Comerica Bank LOG), 5:420%, 27712007 6995000
3,260,000  Bing Steel Management, Inc., Series 2002, {Comerica Bank LOG), 5.420%, 21772007 3:260:000
4510,000  Bond Holdings LP, (Wachovia Bank N.A.LOC), 5.370%, 2/2/2007 i 4:910:000
1,095,000  Brookshire Gracery Co., (Regions Bank, Alabama LOG), 5 400%, 2/1/2007 1085000
5,770,000 Brumfield Properties, Inc., (Regions Bank, Alabama LOC), 5.320%, 211/2007 5,7:?0,000‘
16,000,000  Buchanan County, MO Solid Waste Disposal, Lifeline Foods, LLC, Series 2006-A, (Wells
Fargo.Bank; N.AA. LOCJ, 5:320%, 2/1/2007 15,000,000
5,600,000 Capital Markets Access Co. LC, Pelican 1811 Project;:Seties 2006; {SunTrust Bank LOC);
5.360%, 2/7/2007 e N 5,600,000
10,188,000  Capital One Funding Corp., (JPMorgan Chase Bank, NA LOG), 5.330%, 21172007 10,188,000
2,402,000  Capital One Funding Corp., (Series 1998-C), {JPMorgan Ghase Bank, N.A, LOC), 5330%,
2M72007 2402,000
17311,000  Capital One Funding Corp., (Series 1899-A); {JPMorgan Chase Bank; N-A. LOC},5:330%,
272007 17,311,000
1,277,000  Capital One Funding Corp., (Series 1999-B), [JPMorgan Chase Bank, N.A. LOC), 5:330%,
2142007 4,217:000
1,073,000  Capitat One Funding Corp., (Series 1994-D), (JPMorgan Chase Bank, N.A. LOG), 5 330%,
21112007 1,073,000
2,210,000 Capital One Funding Corp., (Séries 1995-B), (JPMorgan Chase Bank, N.A. LOGC), 5330%, i
2172007 2,210,000
1,277.000"  Capital One Funding Corp., (Series 1995-F), (JPMorgan Ghase Bank, N.A. LOC), 5.330%,
21142007 1,277,000
2,905,000 Capital One Funding Corp., (Series 1996-H), (JPMorgan Chase Bank, N.A. LOC), 5:330%, i
2172007 2,905,000
7,112,000  Capital One Funding Corp., (Series 2001-B), (JPMorgan Chase Bank, N:A. LOG), 5:330%,
. 21112007 \ ) 712,000
10,575,000  Church at Brook Hills, (Wachovia Bank N-A: LOC), 5.470%, 21212007 10,‘575;000
6,350,000 Cincinnati Bible College and Seminary, (U.S, Bank, NA. LOC), 5.350%, 2/1/2007 6:350,000
3,230,000  Clintor County, NY IDA, Bombardier Project {Series 1998-B), (HSBC Bank USALOC),
5.500%, 2/172007 3.230.000
795,000  Colorado Health Facilities Authority, Development Disabiliies Resource Center{Series 1598- k
C1), (UPMorgan Chase Bank, N.A LOC), 5.330%, 2/1/2007 795,000
1420000  Columbia County, GA Development Authority, Series 1993, (SunTrust Banks, Inc. LOGJ,. '
5.360%, 2/7/12007
10,800,000 Community Cenlre Group.of Cos:, {Fifth Third Bank, Cincinnati LOC), 5:370%, 21172007
8,300,000 Consolidated Publishing Co., Inc., (Wachovia Bank N.A. LOG), 5520%. 27212007
32,900,000 Cook County, IL, Series 2002 A, 5.370%, 21712007
5,095000  Crane Plastics Siding LLC, Series 2000, (JPMorgan Ghase Bank, N.A. LOC),5.370%,
2012007
63,500,000 Credit:Suisse, Zurich, 5.336%, 3/12/2007
8,000,000 Credt Suisse, Zurich, 5.360%, 4/24/2007
12,600,000 Decatur, AL DB, Bailey-PVS Oxides Project (Series 1998), (SunTrust Bank LOC), 5.410%, ,
2182007 12,660.000
15,000,000  Development Authority of Gordon County, GA, Series 2005, Faus Group Inc., (RBC Centura
Bank LOC), 5.320%, 2/1/2007 15,000,000
2570000  Double H Plastics, Inc., (Series 1998), (Wachovia Bank NA. LOC), 5.370%, 97772007 2570.000
7410,000  Eastridge Christian Assembly, Series 2004, (U.S. Bank, NA. LOC), 5 340%, 2/1/2007 7:410,000

POF4



Principal

Amount ’
or Shares Value
6,110,000  Elsinore Properties LP, (Series 1898), (Fifth Thind Bank, Cincinnati LOC), 5.370%,; 2/1/2007 6,410,000
3,200,000  Fairpoint Regional Utility System, Inc., (Regions Bank, Alabama LOC), 5.350%, 2/1/2007 2,200,000
1,000,000 GMH. Enterprises, Inc., (Series 1995}, (National Gity Bank LOG), 5.410%, 2/1/2007 1,000,000
13,080,000  Galasso Materials LLC and Galasso Holdings LL.C, {Series 1888}, (Key Bank, N:A. LOC},
5.370%, 2172007 13,080,000
1350,000 Gesmundo& Associates, Inc., Series A, {National City Bank LOC), 5:320%, 2112007 1,350.000
36,800,000 Greene County Development Authority, Reynolds Lodge, LLC Series 2000 A, {U.S.-Bank,
NA.LOC), 5.410%, 20712007 36,800,000
13,850,000  Greene County Development Authority, Reynelds Lodge, LLC Series 20008, {U.S. Bank, o
NA.LOGC), 5.360%, 272007 13,850,000
5615000 H& P Holdings'LLC, {(Regions Bank, Alabama LOC), 5:400%, 2/1/2007 5,615,000
8,860,000 HC. Equities LP, (Wachovia Bank NA. LOC), 5.320%; 21172007 8,860,000
399,000,000 (2)(3) HBOS Treasury Services PLC, 5.200%- 5.445%, 21912007 - 272012007 399,000,975
369,700,000 HBOS Treasury Services PLC, 5.396%- 5.436%, 2/4/2007 - 312672007 369,701,553
5,250,000  HFS Holdings LLC, {Regions Bank, Alabama LOC), 5.400%, 21112007 5,250,000
7,210,000  Heglthcare Network Properties LLC, (Series A}, {National City Bank LOG), 5:320%, 2/1/2007 7,210,000
10,450,000  Hillcrest Investments LLC, (Wachovia Bank N.A.LOC), 5.320%, 2/7/2007 10,150,000
8,000,000 Towa Finance Authority, (Guaranteed by Marshail & lisley Bank, Milwaukee), 5.350%, ;
21112007 8:000,000
85,000,000 JP.Morgan Chase & Co:, 5.206%, 21212007 85,000,000
3,575,000 J.P. Piymouith Properties LLC, (Series 1999), (LaSalle Bank Midwest, NA. LOC), 5.420%,
2712007 3,575,000
15,000,000  Kansas City, MO Tax Increment Financing Commission, President Hote!, (Insured by MBIA -
Insurance Corp.), 5:.350%, 2172007 15,000,000
2945000  Kings Creek Country Club, Ing,, {Seties 1997), (Wachovia Bank N A_ LOC), 5:420%, 2712007 2:945:000
1,800,000  L.H. Kroh, Inc., (Series 1998); (Wachovia Bank NA. LOC), 271200 4,800,000
4,655,000 Lee County; FL IDA, Bonita Community. Health Center; Series 19998 . {Fifth Third Bank, -
Cincinnati LOC), 5.370%,; 21212007 4,655,000
5,165,000 (2)(3) Les Angeles, CA, MERLOT Series 2000 A (H&H Theatre), (Wachovia Bank N.A. LOC), ,
5.370%, 21712007 5,165,000
11,250,000  Louisiana Agricultural Finance Autherity, Lacassive SyrupMill, Series 2004; {Regions Bank,
Alabama LOGC), 5:370%, 2/1/2007 11,250,000
4595000 M &CHoldings LLC, (Regions Bank, Alabama LOC), 5.400%, 2/1/2007 4,595,000
450,000  Madison, Wl Community Development Authority, Series 1997-B Hamilton Paint Apts.,
{JPMorgan Chase Bank; NA. LOC), 5:350%, 2/1/2007 450,000
222,000,000  Marshall & lisley Bank, Milwaukee, 5.290%, 2/26/2007 222,000,000
11775000  Maryland State Economic Development Corp,, Human Genome:Sciences Series 19998,
(Wachovia Bank N.A. LOCY, 5.420%, 2/6/2007 11,775,000
17440000 Massachusetts Stafe Development Finance Ageney, (JPMorgan Chase Bank, NAA. LOG),
5.350%, 2/7/2007 17,440,000
4610,000 McCullough Snappy Service Ofl Co., Inc., (Wachovia Bank N.A. LOC), 5.420%, 27212007 45610000
75,000,000 Mercantile Safe Deposit & Trust Co., Baltimore, 5.280%, 2/12/2007 - 2/15/2007 74,999,145
1,783,000  Midwest Funding Corp., Series 1992-B, (UPMorgan Chase Bank, N:A. LOC), 5.330%,
21142007 1,783,000
8,710,000  Mississippi Business Finance Corp-, (Regions Bank, Alabama LOC), 5.390%, 2/1£2007 8,710,000
3.600,000  Mississippi Business Finance Corp., Howard Industries, Inc.-Series 1997, (Régians Bank,
Alabama LOC), 5.510%, 2/1/2007 3,800,000
10,000,000  Mississippi Business Finanice Corp., Kohler Project. (Wachovia Bank N.A, LOC), 5:320%,
211712007 10,000,000
17,000,000  Mississippi Business Finance Corp., Series 1994 Georgia Guif, (Wachovia Bank N.A. LOGC), o
5:320%, 21772007 17,060,000
10,790,000  Mississippi Business Finance: Corp., VC Regional Assembly & Manufacturing LLC.,
{JPMdirgan Chase Bank; N.A.LOC), 5:400%, 2/7/2007 10,790,000
25,000,000 Mitchell County, GA Development Authiority, First United Ethanot, LLC Series 20086,
{(Wachovia Bank N.A. LOC); 5.320%, 2/1/2007 25,000,000
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110,000,000 (2)({3) National Australia Bank Ltd., Melboume, 5.:200%; 20712007 146,000,000
15,000,000  National City.Bank, 5:400%, 27172007 15,009,304
5,775,000 North American Gulf Terminals, Inc., Series 2002, {Regions Bank, Alabama LOC}, 5.310%, o
20112007 5,775,000
11,920,000  North Oaks Partnership, (Series 1998), (LaSalle Bank, N.A. LOG), 5.350%, 2/1/2007 11,920,000
81800000 Novant Health, Inc., Serfes 1997, (Wachovia Bank NA. LOC), 5.420%, 2/7/2007 81,800,000
9,790,000  Ohio Waste Development Authority Solid Waste, Bailey-PV5 Oxides, LLC (Senes 1998),
{Key Bank, N.A. LOC), 5.370%, 2112007 9,790,000
4,800,000  Oiive Baptist Church, Inc., (Regions Bank, Alabama LOC}, 5 400%, 2/1/2007 4£800,000
4,940,000  Park Street Praperties | LLC, University of Wisconsin - Madison Projects, (U.5. Bank, N.A. ’
LOC}, 5:320%; 2/1/2007 4,940,000
4310000  Parkview Professional Center, Series 2005, (Gomerica Bank LOC), 5.400%; 2112007 4:310,000
31,050,000 Pearl Mississippi Urban Renewal, Childre Road Project, {First Tennessee Bank, N.A: LOC),
5.370%, 24112007 31,050,000
6,650,000  Physicians Real Estate LLP, (Wells Fargo Bank, N.A., Minnesota LOG), 5.450%, 2/712007 6:650,000
,5,/500,:000 Pinellas County, FL IDA, Eurobake Project, Series 2005, (SunTrust Bank LOC), 5.360%, ;
2112007 5,500,000
14500000  Pitney Roads Partners LLC, Series 2003 - A, (Bank of Amernica N.A. LOG), 5 350%, 2172007 14500:000
792,000  Quality Synthetic Rubber Co., Series 2600, {U.S. Bank, NA. LOC); 5.350%; 21172007 792,000
5400000 TReiser Group-Sonic:Management Co., Inc., Series 2002; {Regions Bank, Alabama LOC),
5:400%, 2112007 5,400,000
9255000  Roliins College, Series 1998, (SunTrust Bank LOG), 5.360%, 2/7/2007 9.255:000
108,000,000 (2)(3) Royal Bank of Canada, Montreal, 5 296%, 2/172007 108,000,000
32,180,000  Rush Medical Foundation, Series 2006, (Regions Bank, Alabama LOC), 5.320%, 21112007 32,180,000
19,000,000  Salation Army, Series 2004-A, (Bank of New York LOG), 5.320%, 2/1/2007 19,000,000
3590000  Savannah, GA Housing Authority, (SuniTrust Bank LOG), 5.410%, 27712007 3.590:000
14,360,000  Seeber USA LLP, Series 2000, (Wathovia Bank N.A. LOC),5.320%,; 2712007 14,350,000
50,000,000 (2)(3) Societe Generale, Paris, 5.316%, 2/2/2007 50,000,000
11,205,000  Spira Millenium LLC, Series 2001, (Bank of Amefica NA. LOC), 5.370%, 272007 11,205,000
52685000 Spitzer Group, {JPMorgan Chase Bark, NA. LOC), 5.330%, 21172007 52,685,000
2[880,000  Springfield Lfd. Partnership, (UBS AG LOG), 5.330%, 2/1/2007 2,880,000
1,400,000 St Paul, MN Port Authority, Bix Fruit Go. (Series 1998-BY, (Marshall & llsley Bark, Miwaukee
LOC), 5.620%,; 2112007 1,100 000
1,755,000 St Paul, MN Port Authority, National Ghecking Co. Project (Series 1998-B), (U.S. Bank, NA. ‘
LOC), 5.520%; 2/1/2007 ' 1,755,000
6,050,000  Trinity Bapfist Church, Series 2002-A, {Regions Bank, Alabama LOGC), 5:320%, 21112007 6,056,000
40,000,000 {2)(3} Union Hamilton Special Purpose Funding LLC; Series 2005-1 Tranche #1, (Guaranteed
by Wathovia Corp.}, 5.363%, 312812007 40,000,000
50,000,000 (2)(3) Uniion Hamifton Special Purpose Funding LLC, Series 2005-2 Tranche #1, {Guaranteed ‘
by Wachovia Corp.), 5.365%, 3/21/2007 50,000,000
25,000,000 (2)(3) Unien’ Hamilton Special Purpose Funding LLE; Serfes 2006~ 1, {Guaranteed by Wachovia
~ Corp.),5.360%, 315/2007 25,000,000
5300,000  Victor H. Hanson? Elizabeth E. Hanson, {Regions Bank,Alabama LOC}, 5 400%, 2/1/2007 9:300,000
1,100,000 Village Green Finance Co. LLC, (Series 1597), (Wachovia Bank ' N.A. LOC}, 5.320%,
20712007 1,100,000
2376000 Vista Funding Corp., Series 1985-), {Fifth Third Bank, Cincinnaf LOCY; 5.370%, 21172007 2.376.000
1245000  Vista Funding Corp.; Series-1998-B, (Fifth Third Bank, Cincinnati LOC), 5.350%, 2/1/2007 1,245:000
13,385,000 Wachovia Corp., 5.410%, 2/22/2007 13,392,323
195,250,000 Wells Fargo & Co., 5.400%, 27212007 195,250,040
10,045,000  Western Reserve Masonic Communily, Inc., {Guaranteed by JPMorgan Chase Bank, N.A),
5.420%, 21172007 10,045,000
25000,000  Westpac Banking Corp: Ltd., Sydney, 5393%, 4/1172007 25,000,000
9,610,000 Whetstane Care Center LLC, Series 1898, {Fitth Third Bank, Cincinnati LOC}, 5.420%,
2112007 ' ‘ 8,610,000
4,540,000 William Merris Realty Montgomery LLG, {Regions Bank, Alabama LOC), 5.400%, 2/1/2007 4,540,000
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34345000  World Wildlife Fund, Inc., Series 2000 B, {insured by AMBAG Financial Group, Inc.}, 5:360%, o

21112007 34,345,000
TOTAL 3,473,566,757
; Brokerage--8.2% ) )

50,000,000 {2)(3) Goldman Sachs Group, In¢., 5:370%, 2/15/2007 50.001,161
374,000,000 Merril Lynch & Ce., Inc., 5.300%- 5.401%, 2/5/2007 - 212612007 ‘374,000 000
240,000,060 (2)(3) Merrill Lynch & Co., Inc., 5.570%, 2/12/2007 240,000,155

1,121,800,000  Morgan Stanley, 5.363% - 5.410%, 27172007 - 2270007 1,124,801.444
TOTAL 1,785,802,760

Electrical Equipment--0.3% o
2,345,000  Alabama State IDA, General Electric Project, {General Electric Co. LOC), 5.200%, 2112007 2,345\301)
58,656,672  Northwest Airiines, Inc., {Guaranteed by General Elestric Co.), 5.310%, 2/5/2007 58656672
TOTAL ' 61,001,672
Finarice - Commercial--2.0% o )
436,100,000 {2)(3) General Electric Capital Corp., 5:445%, 219120067 - 212012007 436,100,000

Finance - Retail--3.8%

332,000,000 (2)(3) Compass Securitization LLC,.5.275%, 2/612007 - 212012007

167,500,000 (2

(3) Paradigm Funding LLC, 5.286%, 2472007

325,000,000 (2)(3) SLM Corp., 5.320%, 2/12/2007 - 21412007 '
TOTAL 824 473 860
Finance - Securities~1.8%

123,000,000 (2)(3) K2 (USA) LLC, {Guaranteed by K2 Corp.), 5.300%- 5.345%, 2112007 - 3/20/2007 122,996.747
40,900,000 {2)(3) Sigma Finance, Inic., (Guaranteed by K2 Corp.}, 5.410%, 21172007 40,013,108
80,000,000 (2){3) Sigma Finance, Inc. . {Guaranteed by Sigma Finance Corp. 1. 5.320%, 21112007 7é§§g?if352

155,000,000 (2)(3) Sigma Finance, Inc., 5.:325%, 2/172007 154993272

TOTAL. 397995479
Govemment Agency--0.3%
7,945,000  Direct One Funding Corp., (FNMA LOGY, 5.310%. 2172007 7.945.000
46,185,000  DirectOne. Funding Corp.,. Series 2000 (Sexton Properties), (FNMA LOCY), 5:310%, 2/1/2007 @;igg; 000
5,350,000  Grand Pointe Il Ltd. Partnership, Sefies 1998 Globe Apartments, (FHLB of Indianapolis LOC}, ‘
5:330%, 2/112007 5,350,000
TOTAL 59,480,000
Insurance~3.3%
20,000,000  Albuguerque, NM, Series 2000 A {Insured by MBIA Insurance Corp.), 5.300%, 21712007 120,000,000
54,000,000  Genworth Life Insurance Co., 5. 459%, 31172007 ,54,1}094901),
50,000,000  Hartford Life Insurance Co. 5539% 5:541%, 21172007 - 31172007 50‘900000
44,600,000 (2)(3) MBIA Global Funding: LLC‘ .5.280%, 212112007 43,897 498
66,000,000  MetLife Insurance Ca. of Connecticut. 5, 449% - 5.453%, 211612007 - 3/28/2007 -65.600.000

105,000,000  Metropolitan Life Insurance Co., 5:480%- 5.491%, 2172007 - 412/2007 105000000

120,000,000  Monumental Life Insurance Co., 5.440%- 5.510%,. 21112007 - 212812007 ‘1'29;90(?;900

110,000,000  New York Life Insurance Co,, 5450% - 5.480%, 21112007 110,000,000
30,000,000 Protective Life Secured Tmst 2004-B, 5:440%, 4/13/2007 30,005,212

125,000,000  Transamerica. Occidental Life Insurance Ca., 5.512%, 2/1/2007 125,000

TOTAL 724002410
Municipal—0.9% e
205,500,000  Forida Hurricane Catastrophe Fund Finance Carp., Series 2006-B, 5.330%, 2/15/2007 205,500,000
Phamdceuticals and Health Care—0.4% o
89,485,000 (2)(3) Hli Lilly Services, Inc., {Guaranteed by Hililly & Co.), 5.316%, 2172067 89,485 424
TOTAL NOTES — VARIABLE 8,057,408,362
REPURCHASE AGREEMENTS—8.5%
Banking—8.5%

150,000,000  Bank of America N.A., 5.200%, dated 173172007, due 21142007 150,000,000

502,605,000  Barclays Capital, Inc,, 5.280%, dated 143172007, due 21142007 902,605,000

150,000,600  Dettsche Bank Securities, Inc., 5.230%, dated 1/31/2007, due 2/172007 450.000,000
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40,000,000  J.P. Morgan Securities, Inc., 5.080%, dated 1/31/2007, due 2/1/2007 40,000,000
610,000,000  UBS Securities LLC, 5.180%- 5.250%, dated 1/31/2007, dus 27172007 610,000,000
TOTAL REPURCHASE AGREEMENTS 1,852,605,000
THAE DEPOSITS—4.0%
Banking-—4.0%
190,000,000  Chase Bank USA, N.A., 5.313%, 2/1/2007 190,000,000
140,000,000  Deutsche Bank AG, 5.313%, 2/1/2007 140:000.000
350,000,000  Marshall & lisley Bank, Nilwaukee, 5.313%, 27172007 350,000,000
200,000,000  Societe Generale, Paris, 5.293%, 2172007 200,000,000
TOTAL TIME DEPOSITS 880,000,000
TOTAL INVESTMENTS § 21,822,051,424

(1) Each issue shows the rate of discount at the time of purchase.

{2) Denotes a restiicted security that either (a) cannot be offered for
advantage of an exemption from registr
public sales. At January 31, 2007, thes

assets,

(3} Denotes a restricted security that may be resold without restricti
under the Securities Act:0f 1933 and that the Fund has date
Trustees: At January 31, 2007, these lig
net-agsets.

{(4)  Reflects potential extension period.
{5) <Cumrentrate and next reset date shown.

ation, under the Securities Act of 1933, or (b) is sut faciua) restrictio ;
e resiricted securities amounted to $7 966,465,576, which represented 36.9% of fotal net:

public sale without first being registered, or being able to fake
ject toa contractual restriction‘on

on to “qualified institutional buyers” as defined inRule 144A ’
rmined to be liquid under criteria established by the Fund's Board of
uid restricted securities amounted to §7,857,816,136, which represented 36:4% of total

Note: The categories of investments are shown as a percentage of netassets ($21,827,510,088) at
the close of business on January 31, 2007, and may notnecessarily reflect adjustments that are
routinely made when presenting net'assets for formal financial statement purposes.

The-following-acronyms are-used throughout this portfolio:

AMBAC ~-American Municipal Bond Assurance Corporation
FHLB --Federal Honve Loan Bank

FNMA ~-Federal National Mortgage Association

DA ~Industrial Development Authority

DB --Industrial Development Bond

LLC --Limited Liability'Corporation

LocC ~Letter of Credit

LP --Limited Partnership

PLC —Public Limited Company

SA ~Support Agreemerit

Note: Aninvestment in money market funds is neither insured nor guaranteed by the Federal Deposit insurance
Corporationor any other governmentagency. Although money market funds seek:to preserve the value of your
investment at $1.00 per share, it is possible tolose money by investing in these-funds.

Portfolio hddings are shown as of the date indicated and are unaudited. Since market conditions fluctuate suddenly and

frequently, the portfolio holdings may change and this list is not indicative of future portfolio composition. These portfalio hadings

are notintended to be and do not constitute recommendations that others buy, sell, or hold any of the securities listed.

For more complete information on the fund, visit www:Federatedinvestors.com for a prospectus. You should considerthe fund’s

investment objectives, risks, charges, and expenses carefully before you invest Information about these and otherimportant
subjects Is in the fund's prospectus, which you should read carefully-before investing.
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