
April 4,2005 

Mr. Jonzthan G. Katz 
Secretary 
Securities and Exchange Commission 

BOSTON 450 Fifth Street, N.W. 
Washington, DC 20549-0609 

B R U S S E L S  

Re:Petition for RuIemaking 
CHARLOTTE 

Dear Mr. Katz: 
FRANKPY R 7  

Oa behalf of Federated Investors, Inc. C'Federated" or "Fetitioner"),' Dechert LLP . 
hereby petitions the Securities and Exchange Commission ("Commission"or theH A R R I S B U R G  

"SEC') to amend: (i) Rule 15~3-1under the Securities Exchange Act of 1934, as 
mended ("1934 Act") to provide the same net capital treatment to broker-dealers'HARTFORD 

investments in shares of certain investment companies registered under the 
L O N D O N  Investment Conipany Act of 1940, as amended ("1940Act") as is currently 

provided to direct investments in securities issued or maranteed as to principal or 
LUXEMBOURQ interest by the United States govenunent or any agency thereof (L'Govement 

securities") with maturities of Iess than three months; and (ii),Rule 15c3-3 under the 
MUrdtCH 1934 Act to: (a) provide the same collateral treatment to such investment company 

shares as is provided to cash, United States Treasuy bills, United States Treasury 
N E W  YORK notes, irrevocable letters of credit issued by banks and such other collateral as the 

Commission designates by order after giving considerationto the callaterai's 
NEWPORT l E A C H  liquidity, volatility, rnxket depth and location, and the issuer's creditworthines's 

(collectively, "Rule 15~3-3collatml''); and (b) treat such investment company 
P A L 0  ALTO shares as "qualified securities" that may be deposited into a broker-dealer's Special 

ReserveBank Account for the Exclusive Benefit of Customers ("Special Reserve 
P A R I S  ~ccount")? 

PHILADELPt41A To qualify for equivalent treatment under Rule 15~3-1and Rule 15~3-3,the shares 
would have to be issued by a registered investment company that: (i) meets the 

PRlNCeTON conditions of paragraphs;(c)(2), (c)(3) and (c)(4) of Rule 2a-7 under the 1940Act 
("'money market fund") (ii) has received the highest money market h d  rating 

S A N  FRANCILCO 

I Federated is one of the largest investment management organizations ia the United States, 
.with total assets under management of approximately $179.3 billion as of December 31, 

2004, Federated's money market assets in both funds and separate accounts totaled $124.3 
billion at December3 f ,  2004. Average mncy market assets were $125.3 billion for the 
quarter mdedl3ecember31,2004. Federated's money market funds ;are used for cash 
management and short-tern investmentby a wide array of institutions, includhe, banks, 
corporate fiduciaTim, broker-dealers,business organizations and public entities. 

2 Thispetition amends Pedcated's original petition, as filed on April 3,2003. 
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from a nationally recognized statistical rating organization ('?IXSR0'3 (a 
"Designated Fund"or "AU rated MMI;"). Federated's Prime Obligation Fund and 
Prime Cash Obligaions Fund have both received the highest rating from Standard EL 
Poor's (hAAm)and thus would both qualify as Designated Funds under this 
~tandard.~ 

The text of the proposed amendments are set forth in Exhibit A to *is petition. 

Numerous financial regulators, self-regulatory organizations, and state legislatures 
have approved the use of money market funds similar to Designated Funds for use 
by institutional investors as a safe and efficjent alternative to direct investments in 
Government sec~rities.~Petitioner submits that the Commission should amend 
Rules 15~3-1and 15~3-3to recognize that investments in Designated Funds serve as 
finctiond equivalentsof investments in Government securities, Rule 15~3-3 
collateralor qualified securities for purposes of those mles as well. 

SUMMARY 

Rule 15~3-1seeks to ensure that broker-dealers maintain s&ficient liquid capital to 
protect the assets of customers and to meet their responsibilities to other 
broker-~Iealers.~&hencalculating the value of their assets for the purposes of 
establishing their net capital under Rule 15~3-1,broker-dealers must reduce the 
market value of the securities and conmoditiesthey own by certain percentages -
so-called haircut^".^ Thc applicablepercentage haircut is designed to provide 
protection from the market risk, credit risk, and other risks inherent in particular 
positions. Discounting the value of a broker-dealer's proprietary positions provides 
a capital cushion in case the portfolio value of the broker-dealer's positions dec~ine.~ 

Rule 15~3-3,the Commission's customer protection rule, gwerns a broker-dealer's 
acceptance, custody and use of a customer's securities.' The Commission adopted 

3 Quarterly "fact sheets" for the Federated Prime Obligations Fund and the Federated Prime 
Cash Obligations Fund for the fiscal quarter ended December 31,2004 axe included as 
Exhibit D for your reference. 

4 Exhibit 3 lists those federal and state fimcial regulators and state bgisfaturesthat have 
recognized investments in sham of money market Emds as safe alternativesto direct 
investments. 

5 Net CapitalRuk, Stcuritits Exchange Act Rel. No.39455 (Dec. 17, 1997), 62 FR 67996 
@ec. 30,1997).

6  Id. 
7 Net Cnpitd Ruk, Securities Exchange Act Re!. No. 39456 @ec. 17, 19971, 62FR 6801I, 

68012 @ec. 30,1997).
8 CustomerProtection--Resenusand Custody of Searilia, Securities Exchange Act Re!. No. 

47480 (March 11,2003), 65 FR 12779,12780 (March 17,2003) rReserves and Czciody 
Adbpfing Rdease") Customer Protection-Rttte~tf~and Cusiodj ofSecuritia, Securities 
Exchange Act Rel, No.46019 (June 3,2002),67 FR 39G42 (June 10,2002)("Reservos and 
Cusfody Proposing Release"). 
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Rule 15~3-3in 1972, in part, to ensure that a broker-dealer in possession of 
customers' funds either deployed those funds "'in safe areas of the broker-dealer's 
business related to servicing itis customers" or, if not deployed in such areas, 
deposited the funds in a reserve bank account to present commingling of customer 
and firm f~mds.~Rule 15~3-3seeks to inhibit a broker-dealer's use of customer 
assets in its business by prohibiting the use of those assets except for designated 
purposes.10The Rule also aims to protect customers involved in a broker-dealer 
liquidation.'' If a broker-dealer holding customer property fails, Rule 15~3-3seeks 
to ensure that the firm.has sufficient reserves and possesses sufficient securities so 
that customers promptly receive their property and there is no need to use the 
SecuritiesInvestor Protection Corporation fund.12 

Rule 15~3-3currentlypermits broker-dealers to bonow customers' fully paid or 
excess margin securities on1 if, among other things, the loan is fully collateralized 
with Rule 1 5 3 - 3  collateral.' The Commission recently has adopted amendments 
to Rule 15c3-3 that will ;Illlow the Commission to designate b order new categories 
of broker-dealer assets as permissible Rule 15~3-3collateral.' For these purposes, 
the Cormnission will consider the quality and Iiquidity of a particular instrument, 
including the creditworthiness of the issuer of the instrument, the depth of the 
instrument's market, the locations where the instrument is traded,and the historical 
volatility of the instrument's price, before designating it as permissible Rule 15~3-3 
c~llateral.'~ 

The Commission also adopted a companion rule that delegates to the Director of thz 
Division of Market Regulation the authority to issue exernptilve orderspermitting 
broker-dealers to use additional types of collateral not currently specified in Rule 
1Sc3-3, provided the collateral has characteristics similar to those of collateral 
previously permitted by the ~ounmission.'~The Commission slated that it intends 
to issue an order designatingas Rule 1 5 ~ 3 - 3collateral: 

Rule 15~3-3Remve RequiwnentsJ'orMargin Related to S e c u w  Ftrtures Prodrtcis, 
Securities Exchange Act Rel, No.46442 {Sept. 12,2002), 67FR59747,5974 (Sept. 23, 
2002) ("Security Futures Resene Refme").  
Id. 
Id. 
lil. See aIso SEC, Studv of Unsafe and UnsoundPractica of Brokers and Dealers, H. Doc. 
92-231 (92d. Cong., 1" Sess.) (Dec. 1971), at 30 etseq. 
Reserves and Cusrodj~Puoposing Releme, supra note 8, 67FR at 39543. 
Rawnm c?nd Custodj Adupling R~leclse,supra not:: 8,68 FR at 12781. 
Id. 
Jii. 
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(9 "go~ernrnentsecurities" as defined i? Sections .2)(A) and (I31 
of the 1934 Act; 

(i i) certain "government securities" meeting the definition in Section 
3(a)(42)(C) of the 1934Act; 

(iii) securities issued or guaranteed by certain Multilateral Development 
banks; 

(iv) "mortgage related securities" as defhed in Section 3(a)(41) of the 
1934 Act; 

(v) certain negotiable certificates of deposit and bankers acceptances; 

(vi> foreign sovereign debt securities; 

(vii) foreign currency; and 

(viii) certain corporate debt securities." 

Tlie Commission did not indicate, however, that it had considered or would be 
willing to issue an order designating money market fund shares as Rule 15c3-3 
collateral. 

In addition to imposing collateral requirements upon broker-dealers' borrowings of 
customers' fidly paid or excess margin securities, Rule f 5c3-3 requires a 
broker-dealer to calculate what amount, if my, it must deposit on behalf of 
customersin the Special Reserve Account, according to the formula set forth in 
Rule I Sc3-3a ("'Reserve ~omula")." Generally, under the Reserve Formula, a 
broker-dcaler must caIcu1ate my amounts it owes to its customers and the mount of 
funds generated through the use of custainer securiries, called credits, and compare 
this amount to any amounts its customers owe it, celled debits." If customer mdits 
exceed customer debits, the brokerdealer must deposit the net amount of customer 
credits in the Special Reserve~ccount," Under Rnle 15~3-3(e)(l),only cash or 
"qualified securities" may be deposited into a Special Reserve Account. Rule 
I Sc3-3(a)(6) defines a "quarified security" as a "security issued by the United States 
or a secwity in respect of which the principal and interest are paranted by the 
United States." 

Dechert UP I 
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Petitioner submits that shares of Designated Funds do not present any increased 
market risk, credit risk or other risks relative to direct holdings of Government 
securities or other approved Rule 15~3-3collateral. Similarly, the quality and 
liquidity of shares of Designated Funds are equivalent to the quality and liquidity of 
current Rule 15~3-3collateral,and may exceed the quality and liquidity of certain of 
the types of collateral that the Commission has stated that it will designate by order 
as permissible Rule 15~3-3collateral. Moreover, the deposit of shares of 
Designated Funds into Special Reserve Accounts does not present any increased 
risk that if a brokerdealer holding customer properry fails, ifit broker-dealer will 
not have sufficient reserves to ensure that custonexs promptly receive their 
property. 

f t  should be noted that Designated Funds attempt to maintain a stable net asset value 
per share of $1-00,and permit shareholders to purchase and sell in precise dollar 
amounts, whereas transactions in Govement securities take place only in large 
denominations and may cause a broker-dealer to incur a loss when selling a 
Gavmment security. Consequently, the use of Designated Funds willfacilitate a 
brokerdealer's ability to meet its cash management needs by providing high daily 
liquidity at par, which will assist a brokerdealer in managing its changing liquidity 
requirements over time. We understand that the need for broker-dea1er.s to manage 
their cash efficiently and in a higldy cost-effective manner has increasedmarkedly 
over the past few yeass, because the condition of the securitiesmarkets during this 
time period has prompted investors to hold more cash in their accounts. 
Consequently, we expect that if the Commission adopted the amendments to Rule 
15~3- 1md Rule 1 5 ~ 3 - 3proposed in this petition, brokerdealers would use shares 
of Designated Funds in the manner permitted by the amendments. We believe that 
broker-dealers and the securities markets would benefit in many respects from the 
use of Designated Fund shares in the mamers proposed in this petition. 

For example, if Designated Fund shares were acceptable Rule 15~3-3collateral, it 
could be expected that liquidity would be added to the securities lending markets 
and bonowing costs for bmker-dealers would be lowered?' The proposed 
amendments to Rule 1 5 ~ 3 - 1and Rule 15~3-3would conform the treatment of 
money market fund shares mder these rules to their treatment by other ftnancial 
regulators, self-regulatory organizationsand state legislatures. Furthermore, the use 
of Designated Fund shares, which may be traded in precise increments, will enable 
broker-dealers to manage their cash requirements more effectively than the use of 
Treasury securities, which must be traded in increments of $2,000. 

'' 
.-

See Resentes and CusmdyAdupirrg Release, slrpra note 8, 68 FR at 12781. 

Dechert LLP 



Mr. Jonathan G.Katz 
April 4,2005 
Page 6 

PROPOSED RULE AMENDMENTS 

Attached to thispetition as Exhibit A is the text of proposed amendments to Rule 
15c3-1 and Rule lSc3-3. The proposed anendments would perrnit shares of 
Designated Funds to be treated as the functional equivalent of C o v m e n t  
securitim, Rule 1523-3 collatera1 and qualified securities for plrposes ofthose rules. 
The amendments thus would eliminate undue restrictions under the Commission's 
current regulations, which provide disparate treatment for instruments with the same 
riskheward charactaistics, The amendments are intended to facilitate the ability of 
broker-dealers to comply with the Conmission's financial responsibility and 
customer protection rules through investments in Designated Funds. 

DISCUSSION 

Rule 15~3-1generally requires evely registered broker-dealer to maintain certain 
specified minimum levels of liquid assets, or net capital, to enable those firms that 
fall below the minimum net capital requirements to liquidate i~an orderly fashion 
without the need for a formal legal proceeding.22 The:Rule is designed to protect 
the customers of a broker-dealer from losses that can be incurred upon a 
broker-dealer's The Rule prescribes different required minimum levels of 
capital based upon the nature of  the broker-dealer's business and whether the fm 
handles customer funds or ~ecuritics.'~ 

When calculating its net capital, a broker-dealer must seduce its capital by certain 
percentage amounts, or haircuts, based on the market value of the securities it 
owns." The haircuts were designed to cover: 

market risk - the risk that prices or rates will adversely change due to 
economic forces, including advase effects of movements in equity and 
interest rate markets, currency exchange rat%, and commodity prices; 

e credit risk -risk of loss resulting from counterparty default on loans, swaps, 
options, and other similar financistl instruments during settlement; 

a liquidity risk - the risk that a firm will not be able to unwind or hedge a 
position; and 

e operational risk -the risk of loss due to the brealcdown of controls w i t .  
the firm including, but not limited to, unidentified limit excesses, 
mauthorized trading, fraud in trading or in back office fimctions, 

* OTCDorivarivesDealers, Securities Exchange Act Rcl. NO.39454 (Dee. 17,1997). 62 

24 Id. 
22 Id. 
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inexperiencedperso~mel,and urtstable and essily accessed computer 

i 

Rule 15~3-3and Risks of Broker=.Deniers I 
I 
IThe collateral requirements of Rule 15~3-3are intended to prevent customer losses 

due to, anlong other things, thz credit risks and liquidity risks associated with I 

particular types of ~ollateral.~'Tile asset requirements applicable to Special 
ReserveAccounts are intended to prevent customer Iosses due to the operational 
risks of a broke~dealer.~' 

Petitioner submits that the use of shares of Designated Funds in the manner 
contemplated in this petition would not give rise to any increased maxket risk, 
liquidity risk, credit risk or operational risk as compared to the use of Government 
securities, Rule 15~3-3collateral, or qualified securities. 

Money market funds are open-end management intestnient companies registered 
undcx the 1940Act that have as their investment objective generation of income and 
presentztion of capital and liquidity through investment in short-term, high quality 
securities." Money market funds were ftrst introduced in 1972.~' Total xnoney 
market find assets stood at $1.906 trillion for the week ended Wednesday, March 
24,2005.~'  

Money market funds generally seek to maintain a stable shareprice, typically %I.00 
per share,in reliance upon Rule 2a-7 under the 1940 ~ c t . ~ ~This stable share price 
of $1.00 has cncocraged investors to view investments in money market funds as an 
alternative to bank deposits or checking accounts, even though money market h d s  
lack federal deposit insurance, and there is no guarantee that money market funds 

I 
26 OTCDwivniives Dealers, Securities Exchange Act Rel. No,40534 (Oct. 23, 1998), 63 FR 

59364,59383,S9388m. 362-264Vov.  3,1998); see Notice of Filing and Immediate IEBectiveness of a Proposed Rzrle Chmge Relating to t/tePiacentmfof Highly Leveraged I 
Members on SurveilIance Sfafus, Securities Exchange Act Rel. KO.44995 (Oct. 26,2001),
66 FR 55724 (Nov. 2,200 1) (publishing notice of filing and immediate effectiveness of . 
SR-GSCC-2001-06). 1 

" See Reserves and Cusrorly Pi.oposing Release, supra note 8,67 FR at 39&43. 
28 See Securi&FtifuresResave ReIeme,supra note 9,67 FR at 59748. 
29 Revisions fo Rules Reguicting Moneyl~fctrketFtmds, Investment Company Act Rel. No. 1 

21837 (Mar. 21,1996), 61 FR 13955,13957 (Mar. 28,1996)~MoneyMa&dRuk I 
I

Revisions").
30 Source: Investment Company InstituteMutual Fund Fact Book t t  inside fiont cover (42"' i 

ed. 2002). I 
31 Source: Investment Company Institute, 

http:Nwww.ici.orglhomefmmmO33244I)S.html#T~pOfPage.  
Money Market Rule Revisions, supra note 27, 61 FR at 13957. 

I 
I 

Dechert U P  I 
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will maintain a stable share price.33Indeed, the Commission has observed that 
"investors generally beat money rnatkei funds as cash invesb~;entr."~~ 

Money market finds have been widely accepted by both retail and institutional 
investors. Institutional investors have been attracted to money market f k d s  for 
various reasons. The Investment Conlpany Institute has noted that "[tfhe growth in 
business holdings of money funds is partly due to corporations' preference to 
outsource cash management to mutual funds rather than holding liquid securities 
dire~tly.'"~Corporations that purchase money market shares are able fo obtain daily 
liquidity st par, together with true daily choice, flexibility and economies of scale 
that are unavailable through internal management of their liquid assets?6 

To maintain a stable share price, the vast majority of money market funds use the . 

amortized cost method of valuation or the penny'-rounding method of pricing 
permizted by Rule 2a-7 under the 1940Act. The 1940 Act and applicable rules 
generally require investment con.lpanies to calculate current net asset value per share 
by valuing portfolio instruments at market value or, if market quotations are not 
readily available, at fair value as determined in good faith by, or under the direction 
of, the board of directors. Rule 2a-7 exempts money market funds h mthese 
provisions, but contains conditions designed to nlinimize the deviation between a 
fund's stabilized sbare price and the market value of its portfolio. In particular, 
Rule 2a-7"s cundirions relating to portfolio diversification (paragraph (c)(4)), quality 
(paragraph (c)(3)), and maturity (paragraph (c)(2)) (collectively, the "'risk-limiting 
conditions") are intended to reduce the likelihood of  significant deviations between 
a &rid's share price and its market based per share net asset value by requiring 
hnds  to invest in eligible quality instruments that are not si,pificantly affected by 
changes in interest rates.37 

PorfjblioDiversification 

Rule 2a-7 subjectsa money market fund to diversification requil-en~ents designed to 
limit the fwd's exposure to the credit risk of any single issuer. The applicabilityof . 
the diversification requirements will depend on whether the fund is taxable, such as 

33  Id." Skareholder Reports and Qtlarterfy Porifolio DDisclaure ofRe@er.c?nManagement 
!nwstment Companies,Invmhnetil Company ActRel. No.25870 (Dec. IS,2002), 68FR 
160,165 (Jan, 2,2003).

35 Investment Company Instrtute Mutual Fund Fact Book at 20 (42* ed. 2002). 
36  See id." Proposed Revisions to Rn!m Reguiating Alluney Market Fun&, Investment Campany Act 

Rel. No. 17539 (July /7,1990), 55 ER 30239 (July 25,1990). See gcneralb Jack W. 
Murphy & Douglas P. Dick, lt4ong Morkef Fun&, fn FFMANC~ALPRODUCT 
FUNDAMENTALS:A GUIDE FOR LAWYERS,Ch,9 (Clifford E.Kinch ed., 2001). 

Dechert LLP 
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a Designated Fund, or tax-exempt. The issuer diversification requirernerts do not 
apply with respect to a money market fund's hoIdings of Government securities, 
because the Commission does not consider holdings of Goveme~ i t  securities to 
present significant credit risk.3s Tavable funds must limit their investments in the 
securities of any one issuer other than Government securities to five percent of fund 
assets. 

Portfolio Quality 

Money market finds may purchase only securities that are denominated in United 
States pose minimal credit risk to the fund, and are "Eligible Securities" as 
defined in Rule 2a-7(c)(3)(i). "Eligible Securities" are d e h e d  generally as: (i) 
securities that are rated in one of the highest two sllart4enn rating categories by the 
'Xequisite NRSROS"~~;or (ii) comparable unrated securities. Taxable funds must 
limit aggregate fund investments in so-called secoi~dtter securities4' to no more than 
five percent of fwd assets, with investmznt in the second tier securities of any one 
issuerbeing limited to the greater of one percent of fund assets or one million 
dollars. 

Rule 2a-7(c)(3) further requires money market funds to limit portfolio investments 
to Eligible Securities determined to present minimal credit risks. This determination 
must be based on factors affecting the credit quality of the issuer in addition to any 
ratings assigned to the securities by an hXSRO. Accordingly, it is not sufficient for 
the board of directors of a money market fund simply to rely on the ratings assigned 

Rule ta-7(c)(rl)(i). The Rule's treatment of Government securities is derived from Section 
5(b)(l) of the 1940Act, which excludes invatmaits in Govtrnment securitiesfrom the 
limitations imposed upou diversified investment companies with respect to investments in n 
single issuer. 
The Commission staff has issued two no-action letters permitting funds to hold themselves 
out as money market funds if they investedsolely in debt securitirs denominated in a 
specifiedforeign currency,provided diat the f i~ t~dsotherwise complied with the terms of 
Rule 2a-7. S3gA International Liquidity Fund (pub. avail. Dec. 2, 1998); Five Arrows 
Shorf-Term hvesiment Tmsr (pub. avail. Sept. 26, 1897). These fundsseek to maintain a ' 

constant net asset value in their designated currency and accept, purchases and effect 
redemptions only in that currency. '' The term "Requisite NRSROs" is defined in Rule 5b-3(c)(6) under the 1940 Act as any two 
nationally recognizedstatistical rating organimtians ("MRSROs"), or, if only one NRSRO 
has issued a rating at the tlme the f w d  acquires the sectirity, that NRSRO.'WRSRO" is 
defuxed in Rule 5&3(c)(5) as any uatiunalfy reco,pized siatisticd mting organization, as 
that term is used in pagraphs (c)(Z)(v:)(E), [F)and (ri)of Rule 15~3-1under the 1934Act, 
that is not an "affiliated person," as defined in section 2(a)(3)(C) of the 1910 Act, of the 
issuer of, or any insurer or provider of credit support for, the sewrity.

d l  Ru!e 2a-7(a)(20) defines a "second tier security" as an Eligible Security that is not a "fist 
tier security." Rule 2a-7(a)(11) generally defines a fust tier s'ecurity as a security that is 
rated by the Requisite NRSROs in the highest rating category for shaft-term debt 
obligations, and comparable m t e d  securities, 
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to securities by mMRSRO.~~Rather, the investment adviser mst assemble and 
maintain a credit file for each issuer sufficient to support the determination that the 
securitypresents a minimal credit risk to the hnd. Rule 2a-7 permits the 
responsibility for the minimal credit risk determinalion to be delegated by the fund's 
board of dire~tors;'~and as a m a k r  of practice money market b d s  take advantage 
of this flexibility. Nonetheless, the fund's board of directors remains ultimately 
responsible for the minimal credit risk determination and has responsibility for 
overseeing the determination. 

A money market fund's board of directors must reasess promptly whether a 
security presents minimal.credit risks when the find's investment adviser becomes 
aware that an umated security or a second tier security has been given a rating by 
any NRSRO below the NRSRO's second highest rating category. A money market 
fund must dispose of a defaulted or distressed security (e.g.,one that no longer 
presents minimal credit risks) "'as soon as practicable," unless the fund's board of 
directors specifically finds that disposal would not be in the best interests of the 
fund.q4 

Por$dio MahcriQ 

A money market find is requ~red to maintain a dollar-weighted average portfolio 
maturity appropriate to the objective of maintaining a stable net asset value per 
&are. In addition, Rule 2a-7 provides that a money market find may not acquire4' 
any instrumenthaving a remaining maturity of gmrw than 397 calendar days, and 
may not maintain a dollar-weighted average portfolio maturity of more than 90 
days. The Commission has stated that the purpose of Rule 2a-7's maturity 
provisions is to limit a money market fund's exposure to interest rate r i~k.4~ 

When Rule 28-7 was first adopted, the Rule limited the maximum remaining 
' 

maturity of any portfolio instrument to one year.47 The Conlmission amended the 
Rule to permit any money market Fund using the amortized cost method to value its 
portfolio instruments to invest in securities with a remaining maturity of no more, 
than thirteen months (397 days).48The Comission made this change in order to 

42 See Money Markct Rule Revisions, supra note 27,6! FR at 13364 n. 68. 
43 Id., 61 FRat 13973. 

4 4 Id, 61 FR cit 13961 n.44. 
45 Rule 2a-7(a)(T) defines "acquire" to mean any purchase or subsequent rollover, but does not 

include the failure to exercise a demand feature. 
Money Market Rule Revisions, srqra note 27, 61 FR ;it 13971. 

47 Revisions to Rules Peg'gulmingMoney lllnrlretFunds, Investment Compmy Aet Rel. No. 
18005 (Feb. 20,1991), 56 FR 51 13,8120 {Feb. 27,1991). Rule 2a-7 defined ''one year" as 
365 days, but provided that in the case of an instrument that was issued as a o x  year 
msmtmmt, but had up to 375 days until maturityl one year memt 375 days. Id., 56 FR at 
5120 n.53. 

48 Td., 56 FR at 8120, 
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accommodate funds purchasing annual tender bonds, and funds purchasing 
securities on a when-issued or delayed delivery basis.49These securities aften are 
not delivered for a period of up to one nonth after the purchaser has made a 
commitment to purchase thems"ecause the purchaser must "book" the security 
on the day it agees to purchase it, the maturity period begins on that day." 

The Rule provides that the maturity of a portfolio security generally will be equal to 
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, in 
accordance with the terms of the security, the plincipal mount of the security must 
unconditionally be paid, or in the case of a security called for redemption, the date 
on which the redemption payment must be made (the "final maturity").52 A money 
market hnd, l~owever,may measure the maturity of a ''variable rate secwitf7 or a 
"floating rate security" (cailectively, "adjustable rate securities" by reference to a 
date that is earlier than the final maturity date. 

Rule 2a-7 defmes a "variable rate securily" as an instrument, the terms of which 
provide for the adjustment of the interest rate on specified dates and that, upon 
adjustment, can reasonably be expected to have a market value that approximates 
par value. A "floating rate" security is defined as an instrument, the terms of which 
provide for the adjustment of its interest rate whenever a specified benchmark 
changes and that, at any time, can reasonably be expected to have a market value 
that approximates par value. Under Rule 2a-7, the maturity of an adjustable rate 
Govement security is detamined with reference to the interest readjustment date 
if, upon readjustment, the security can reasonably be expected to have a market 
value that approximates its pas value?. 

Portfolio Liqtiidib 

Money market funds are also subject to strhgent portfolio liquidity standards. A 
money market fund is limited to investing no more than ten percent of its assets in 
illiquid securities:" The Commission considers a security to be illiquid if it cannot 

49 Id.  
54  Id. 

For instruments such as "when issued" or "delayed deliverynsecurities, if the 
commitment to purchase is based uponeither a set rice or yield, then the maturity will be 
calcult&edbased upon the commitment date. 56 FR at 8120 n. 53. See Rule 2a-7fd).

52 A security that is subject to a "mandatory tender feature" - i.e.,a feature providing that the 
principal amount of the securitywill be paid off on a specified date unless the holder elects 
to renlnin invested -canbe treated as having its maxrity measured by refaace to the 
payment date of the knder feature. Mmey Market Rule Revisiom, s y r a  note 27,61 FR at 
13970n 151. 

53 MON~YAfa~kefRule Revisions, supra note 27,61 FR at 13971. 
54 Investment Company Act Rel. No. 13380 (July 11,1983), 48 FR 32555 (July 18, 1983) 

{adopting Rule 2a-?), at nn. 37-38. 

5"~. 
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be disposed of within seven days in the ordinary course of business at 
approxilnately the price at which the iund has valued it.'' The Commission, 
however, has reiterated its staffs observation that, because a broker-dealer is 
normally required to settle securities transactions not later than three business days 
after the trade date ("T+3"), many money market funds must meet redemption 
requests within three days because a broker or dealer will be involved in the 
redemption process.56The Commission cautioned money market h d s  to assess thz 
mix of their portfolio holdings to determine whether, under n m a l  circumstances, 
they will be able to facilitate compliance with T+3 by brokers or dealers." The 
Comznission advised money market funds to consider factors such as the percentage 
of the portfolio that would settle in three days or less, the level of cash rmerves, and 
fhe availabilityof Iines of credit or interfund tending facilities when conducting 
their as~essment?~The Commission urged money market funds to monitor 
carefully their liquidity needshS9 

Generatpurpose money market fundsG0have amassed an impressive record of safety 
over a period of 33 years. The vast majority of those fundshave never invested in 
any money market instrument that did not pay off at maturity. Thae have been 
relatively isolated circumstances which a money market fundhas experienced the 
potential for deviations between its stabilized share price and its market based per 
share net asset value by virtue of its investmtmts in: (a) second-tier commercial 
paper; or (b) adjustable rate securities in which the interest fate readjustment 
formula resulted in the mwket values of the securities not returningto par at the 

- time of an interest rate readjwtment. In all but one such instance, however, to 
maintain their Eunds' stable net asset values, the funds' investment advisers 
purchased the distressed or defaulted secr~rities fiom their money market funds at 
their amortized cost value (plus accrued interest), or contributed capital to the funds, 
to presmre the fund's $1.00 share price.6' Subsequent Conmission amendments to 

35 Money Miwker Rule Re~isions,supra note 27, 61 FR at 13966. 
" See id., citing Lettcrfiorn Jack W. Muphy, Asmciaie Director and ChiefCounsef,Division 

aflnvmtmenr Maaagome~f,Is Paui Schott Stevens, Gaicral Cotmel, Tnvesment Company 
hstiruze (May 26, 1995)

57 See id. 
58 See id. 
59 fd, 

The term "general purpose money market funds" refers to money market finds that may 
invest in the full panoply of instrumentspermitted by Rule 2a-7. 

" Id., 61 FR at 13972 n. 162. One institutional money market find holding adjustable rates 
notes, a series of Community Bankers Mutual Fund, Inc., Iiquideted in September 1994 at 
96 cents per share. Press reports gcne~aliytreated his liquidation as the firstinstance in 
which a money market fund had "'broken a dollar." id. 

In a subsequent enforcement action, the Commission found that the fund's two portfolio 
managers had not assessed adequately the risks of investing a large potion of the firnd's 
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Rule 2a-7 have greatly limited the ability of a money market find to invest in 
second-tier con~nlercial paper: and have prohibited a money market fund from 
investing in m adjustable rate security if its interest rate readjustment formula does 
not ensure that the market value of the security will retum to par once a 
readjustment occurs. 

Petitioner believes that the record of money market funds amply demonstratesthat 
Rule 2a-7 has operated and does operate successful~y to minimize any credit, 
interest rate or liquidity risk created by an investment even in a general-purpose 
money market fund. As compared to these funds, however, concerns about credit, 
interest rate or liquidity risks are minimized still further in the context of Designated 
Funds because to qualify as aDesignated Fund, the money market fund must meet 
the more stringent requirements necessary to receive the highest rating from an 
W R O .  The conditions that a money market h d  must satisfy to meet the 
defvlition of a Designated Fund should provide yet additional assurance that an 
investment inshares of a Designated Fund does 11otpresent any market, credit, 
liquidity, or operational risk not presented by a direct investment in Govement  
securities, Rule 1 5 ~ 3 - 3collateral, or qualified securities. 

This fi~ndamentalpoint can be most readily understood through a quick review of 
the basic S&P criteria for a AAAm rating62and a comparison of those criteria b the 
characteristics of investments lhat are currentIy pem~ittedunder Rules 15~3-1and 
15~3-3.While the other NRSROs follow similar approaches, this discussion will 
focus on S W ' s  ralings criteria. 

S&P engages in. an extremely sophisticated analysis of a money market hnd before 
granting its M r n  rating. S&Pexamines credit risk, market price risk, pricing 
policies, operating scenarios, and controls for the money market fund. S&P will not 
designate a money market fund as AAAm r e t d  unless the fund meets and maintains 
those very high stmdards. 

2ortfolio in such derivatives, in an esvironment of ifsing short-term interest rates. In the 
MatferofCraig S. Yammi mdBr'ian IC. Andrew, Sxuritias Act Rel, No, 7625 (Jan, 11, 
1999), In a related enforcement action, the Commission also found that the fund's board 
suth~rizedthe fund to sell its s h s  while omitting to disclose, or while making fdse and 
misleading disclosure of, material facts concerning rhe percentage of illiquid securities in 
the Fund's portfolio; and ihe value of fne Fund's shares being sold. In ilto Matter ofJohn E. 
Buckiund, John H,Hanldns, Howard L. Peterson, and John G.C3&eyZ SecuritiesAct Rd. 
No. 7626 (Jm 11,1999). 
These are didiscussed: in great detail in W ' s  2003 pblication Money Market Fun& Ratings 
Criteria, a copy of which is included a3 Exhibit G for your reference ~ S C WMlMF Ratings 
Criferio"), Other NRSROs follow generally similar approachesto rating money market 
funds,but Jwe not published as detailed a discussionof their criteria. 

i
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S&P's W n  rating is defined to mean that: 

Safety is excellent. Fund provides superior capacity to maintkn principal 
value and limit exposure to 10~s .~ ' , 

The criteria that must be met to qualify for such a rating are as Follows: 

(i) at 'feast50% of the money market fund's investments must have a short-
term rating of A-1+ (which is the highest gradation of the highest S&P short-
term rating); 

(ii) no more than 50% of the money market fund's investments may have a 
short-term rating of A-1; 

(iii) none of the fund's investments may have a short-term rating of A-2 
(which is S&P's second highest short-tern ~atingcategory); 

(iv) the money market ft~nd'sweighted average maturity must not exceed 60 
days; and 

(v) the maximum final maturity for floating rate notes in which the money 
market fund invests must not exceed two years.64 

Sisificantly, for purposes of these ratings, S&P treats il~vestnnentsin shart-term 
US.Treasury securities the sam as investments in short-term A-l rated 
investments. Thus,a money market fund which does not invest in US.Treasury 
securities, but whose investments meet the A-1 rating criteria and which maintains a 
weighted average maturity of 60 days or less will receive the AAAm ratingjust as 
would a Treasury MMF that maintains a weighted average maturity of 60days or 
less. By contrast, a Treasury MMXi or any other money market fund that maintains 
a weighted average portfolio maturity of between 60 a1d 90 days will not qualify for 
the AAAm rating, 

Based on the foregoing, one can fairly conciude tlrat under somecircumstances 
AAA-rated money market fmds may be safer than direct investment in US. -
Gatwnment securities. Rule 15c3-1provides that a broker-dealer may take w zero 
percent haircut on $vestments in US.Government securities with less tlian 90 days 
to According to S&P,in the case of a zoney market fund whose sole 
asset was a 90-day U.S. Treasury bill, it would require an overnight interest rate 
movement of 205 basis points or more for the fund's net asset value ("'NAV")to 
move by more than $0.005. By contrast, S&P believes tl~atit would take a 306 

Sea S&P MMF Ratings Criteria at p. 3. 
See id.

"' Rule lSc3-l(c)(ZXvi)(A). 
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basis point movement (i,e.,an additional 50%) to cause s similar NAV movement 
for a money market fund whose weighted average portfolio maturity was 60 days. 
Accordingly, a AAA-rated money market h d  offers protections to the broker-
dealer that are a2 least as great as direct invefitments in Treasury securities that 
qualify for a zero percent Ilaircut. 

Moreover, Rule 15~3-1also provides a zero percent haircut for investments in 
commercial paper, bankers acceptances and certificates of deposit with less than 30 
days to maturity, provided that, in the case of commercial paper, the investment is 
rated in the top 3 rating categories by at least two NRSROs; no rating requirement 
applies to bankers acceptances and certificates of deposit issued or guaranteed by a 
bank.66Again a APLAsn-rated money market fund compares very favorably. 
Notwithstanding that the maturity of these instruments must be 30 days or less to 
qualify for the zero haircut (as opposed to the 60-day weighted average maturity 
permitted by S&P), S&P's credit standards for a U r n - r a t e d  money market fhnd 
are higher, requiring at least 50% o f  the fund" investments to be in the highest 
gradation (A-l+) of S&P's highest short-term rating category with the balance in the 
second highest gradation of that category (A-1), and permitting none of the fund's 
assets to be in S&P 's second highest short-term rating category (A-2). 

A similar analysis applies under Rule 15c3-3 with respect to other fonns of 
collateral permissible for securities lending arrangements. 

* Letters of Credit --Rule 15c3-3@)(3){(iii)(A) provides that a broker-
dealer may loan securities against, among other things "an irrevocable 
letter of credit issued by a bank as defined in section 3(a)(G)(A)-(C) of 
the [I9341 Act." The rule does not impose minimum characteristics for 
the letter of creditor the bank that issues it. In pi11 view, a U r n - r a t e d  
MMF compares favorably to a letter of credit issued by anunrated or 
lower-rated bank 

U.S. Treasury Securities -- Ruf t: 15c3-3(b)(3)((iii)(A) provides that a 
broker-dealer may loan securitiesagainst collateral that fully secures the 
loan of securitiesconsisting among other things of "cash or United States 
Treasury bills and Treasury notes." But as we noted above, a single 
Treasury bill may have greater.interest rate risk than a AAAm rated 
money market fund with its weighted average maturity of 60days or . 
less. 

Similarly, with respect to the Special Reserve Account, Rule 15c3-3 only pennits 
cash or "qualified securities," defined as securities issued or gmranteed as to 
principal and interest by the United States, to be deposited, but does not h i t  the 
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matwity of the qualified securities. Accordingly, AAA-rated M s compare 
favorably in that the weighted average maturity limitations would have less interest 
rate exposure than many qualified securities. 

Finally, we note that there is nothing new about the Commission employing 
NRSRO ratings for net capita1 purposes, Cha?rman Donaldson recently noted in 
testimony before the Senate Wie Commission originally used the term 'Wationally 
Recognized Statistical Rating Organization" or "NRSRO" with respect to credit 
rating agencies in 1975 soleIy to differentiatebetween grades of debt securities held 
by broker-dealers as capital to meet COmmission c~pitalrequirenlents.'" 
Accordingly, Petitioner believes that it would be appropriate for the Commission to 
use the aAAmor equivalent rating as a criterion for Designated Funds. 

Inaddition, the proposed rule amendments would facilitate broker-dealers' abiIity to 
manage their cash and collateral by allowing them to delegate that responsibility to 
finns such as Petitioner, whose core business is to operate MhFs and to participate 
actively and expertly in the Treasury securities market. The Treasury securities 
market is widely recognized as the largest and most liquid securities market in the 

Secondary market trading for Treasury securities takes place: in the over-
the- counter ("OTC") market. Trading activity in the OTC market takes place 
between primary dealers, non-primary dealers, and customers of these dealers, 
incfuding financial institutions, non- financial institutions and :ndividuals. The 
primary dealers are among the most active participants in the secondary market for 
Treasury securities. The primary dealers and other large market participants 
frequ~ntlytrade with each other, and most of these transactions occur through an 
interdealer broker, Tlie interdealer brokers provide primary dcalers and other large 
participants in the Treasury market with electronic screens that display the bid and 
offer prices among deders and allow trades to be consummated. 

Smaller institutionsdo not have the same degree of access to the OTC market as do 
primary dealers and other large market participants, These institulions must use 
intermediaries, such as the primary dealers, to purchase and sell Treasury securities. 
The use of these intermediaries can be expected to result in increased tramaction 
cosr  for these institutions. Permitting brokcr-dealers to use shares of Designated 
Funds in lieu of direct holdings of Gavernnient securities, Rule 15~3-3collateral or 

67 The Honorable William H. Donalhon, Chairman, SEC,Testimony Concerning The State of 
the Securities Industry, Before the U.S.Senate Committee on Banlrtng, Rousing, and Urban 
Affairs, March 9,2005. httpJ/www.secgov/~e~sltestim0ny/~030905~hd,htmSee also 
Rule 35~3-l(c)(2)(viXE). 
See The T~easurySecurities Market: Overview md Recent Developments, TheFederal 
Reserve Bulletin, December 1999,available at http'jfw.feder2Irse~e.govfpubs 
hulletinll999/12991ead.pdf. 
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qualified securitiescm be expected to enable such 3roker-dealers to manage their 
cash and collateral needs in a more cost-effective manner than any currently 
available alternative, such as by the direct purchase and sale of Treasury securities. 

Similarly, even several Iarge broker-dealers have advised Petitioner that they would 
prefer to delegate this responsibility to sponsors of high quality A M s .  
Notwitl-zstanding their access to the Treasury securities markets, large broker-dealers 
have indicated that they would rather use high quality MMFs, such as a Designated 
Fund, to manage their cash balances and coIlatera1, rather than have to engage in the 
purchase and sale of individual Treasury smurities. 

Instit~hmalUse of Morcey Mark& Funds 

Money market funds now are used by institutional investors in a wide variety o f  
applications as an efficient alternative to direct investment in Government 
securities. In particular, as is summarized in Exhibit B, numerous federal and state 
financial regulatms (including the Commission), sdf-regulatory organizations, and 
state legislatures have recognized investments in shares of such funds as a fully 
acceptable alternative to investing in Government securities for many purposes. 

Examples of such circumstances include investment of the assets of national banks 
(Office of the Comptroller of the Currency), state-chartered bzu&s (Board of 
Governors of the Federal Reserve System and Federal Deposit Insurance 
Corporation), and fedend credit unions (National Credit Union Administration); 
customer funds held in custody by futures consmission merchants and htures 
clearing organizations (Commodity Futures Trading Commission); margin collateral 
(Board of Trade Clearing Corporation, New York Mercantile Exchange, Chicago 
Mercantile Exchange, and the Options Clearing Corporation); assets of state and 
municipal entities, assets subject to trust indentures, and trust and other fiduciary 
assets (numerous state laws), The Commission staFf has authorized the pro-funded 
portion of an asset-backed issuance to be invested in money market mutual f h d s  as 
an alternative to eligible financial assets that convert to cash. 

Most recently, theCom~jssionand the Commodity Futures Trading Commission 
issued joint finalrules to establish margin requirerrmts for security futures ("Final 
~ules")."The Fbal Rules are intended to preserve the financial integrity of 
markets trading security futures,prevent systemic risk, and assure that the margin 
requirements for security futures are co~sistentwit! the mwgi requirements for 
comparable exchange-traded option c o n h a c t ~ . ~ ~  The Final Rules permit the use of 
money market fund shares to satisfy the required xargin for security futures and 

89 Customer-Ma?.ginRules Relating fo Secun'ryFutures, Securities Exchange Act Rel. No. 
46292 (Aug. I, 2002), 67 FR 53145 (Aug. 14,2002j.

70 !d., 67ER at 53146. 
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related positions carried in a securities account or fuhires account, subject to ca-lain 
condition^.^' These conditions are intended to facilitate a security futures 
intermediary's hypothecation or liquidation of money market find shares deposited 
as margin for securjty futures, as necessary to meet a customer's clearing 
ob~igations?~Under the Final Rules, a security futures intermediary may accept 
money market fund shares as margin if the following conditions are met: 

the customer must waive any right to redeem the fmd shares without the 
consent of the skeurity hfutures intermediary and must instruct the fund or its 
transfer agent accordingly; 

* the security htures intermediary (or clearing agency or derivatives clearing 
organization with which the security is deposited as margin)must obtain the 
right to redeem the sharesin cash, promptly upon request; and 

the find must agree to satisfy any conditions necessary ox appropriate to 
ensure that the shares may be redeemed in cash, promptly upon request.73 

The ability under the Final Rules to use money market fund shares as collateral 
reflects a recognition by the Commission that the use of money market fund shares 
as collateral is consistent with the preservation of the financial integrity of markets 
trading security futures, and tl-lat it will not create or exacerbate systemic risk. 

In addition, the Options Clearing Corporation ("OCC") has mended its rules to 
pennit the use of money market fwd shares as a fonn of margin collat:eral,provided 
that the fund meets specified criteria.74 The OCC noted that it regularly reviews the 
form ofcolfateral that may bz deposited as margin for suitability in order to address 
clearing members' desire to use a diverse combination of readily available and 
cost-effective forms of collattral while ensuring that collateral is limited to 
instruments that are relatively stable in value and are easily converted to cash.75 
The 0CC expressed its belief that shares in certain money market funds meet these 
criteria and that it is appropriate for the OCC to expand its categories of acceptable 
collateral to include such instn~ments.~~The OCC's view is predicated on the 
notion that the professional asset management, liquidity, and stable principal value 
typically associated with money market b d s  make shares in such Eunds an 

71 Id., 67 FR at 53162, 
72  Id. 
73  Id. 
l4 Notice of Filing of a A-oposedRule Ckmtge Relating to Money Markel Funds as Margin 

ColIateraI, Securities Exchange Act Rel. No.47146(Jan,9,2003), 68 FR 2385 (Jan. 16, 
2003) (publishing notice of filing of SR-OCC-2002-94) ("OCCProposal"),

7s Id., 68FR at 2386. 
16 Id. 
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attractiv:: colIatera1alternative for dl OCC clearing accounts." The Commission 
approved the OCC's proposal in March 2003.~' 

To minimize credit risk, the QCC accepts on1 shares of money market -fundsthat 
limit their investments to first tier securities.7 7  In addition, a money market fund 
must make certain other agreements intended to further ensure the OCC's ability to 
convert fwd shares promptly to cash if necessary.80 The OCC requires a money 
market fund to waive its rights under the 1940Act to delay redemption or to redeem 
shares in kind.'' Instead, a money market fund must agree to redeem fund shares in 
cash no later than the business day following a redemption request by the OCC with 
limited exceptions for unscheduled closings of Federal Reserve Banks or the New 
York Stack ~ x c f i a n g e , ~ ~These waivers of redemption restrictions along with the 
next day payment requirement have been eshblished to maintain adequate liquidity 
of margin collateral and are also intended to be consistent with the redemption 
conditions contained in CFTC Rule 1.25.s3 

The treatment accorded holdings of shares o f  money market funds in these 
circumstances recoa,onizes that such funds offer institutions a highly efficient and 
convenient mechanism for managing cash balances under circumstances that offer 
extreme safety with infinitesimal risk. 

DESCKXPTXON OF PROPOSED RULE AMENDMENTS 

The proposed rule amendments would extend to shares of Degignated Funds the net 
capital treatment provided to Government securities with mahtrities of less than 
three months a d  the collateral treatment provided to Rule 15~3-3collateral, and 
would deem Designated Fwd shares to be qualified securities, A Designated Fund 
would b:: defined as a money market ftmd (under Rule 2a-7) that meets the 
following conditions: 

Id. 
Rel, 34-47599,68 FR 16819 (April '7,2003) ("OCC Approval Order"). See also Re]. 34-
51290 approving SR-DTC-2005-02(accelerated approval of prqmsed a l e  change to 
establish a setup fee far opn-ended mutual funds); and Rel. 34-51289 approving SR-DTC-
2005-01 (filing and immediate effectivenessof proposed rule change to make open-ended 
funds depository eligible). 
OCC Proposal. 
K  
id.  
Id., 68 FR at 2386-87. See also Approval Order at 68 FR at 1684% 
id., 6%FR at 2387. See a h  Approval Order at 68 FR at 16850 
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a the bnd must have received the highest rating for a money market 
f w ~ dh m  at least one NRSRO; 

the knd would have to agee to redeem h n d  shares in cash, with 
payment being made no later thm the business day following a 
redemption request by a shareholder, with limited exceptions for 
unscheduled closi~~gs of Federal Reserve Banks or the New York 
Stock Exchange; and 

+ the fund would be required to adopt a palicy that it will notify its 
sl~areholders(a) of any change in its rating; or (b) 60 days prior to 
any change in its policy to redeem h dsharesin cash no later than 
the business day following a redemption request by a s.hareholder, 
with limited exceptions for unscheduled closings of Federal Reserve 
Banks or the Hew York Stock Exchange, 

The foregoing conditions are intended to ensure that shares of Designated Funds do 
not present any increased market risk, credit risk or other risksrelative to direct 
holdings of Goventment securities and that the qua!ity and liquidity of shares of 
Designated Funds are equivalent to the quality and liquidity of Rule 15~3-3 
collateral or qualified securities. 

CONCLUSION 

Funds like the Prime Obligation Fund and Prime Cash Obligations Fund now have 
been wideZy approved by financial regulators, self-replatory organizations and state 
legislatures for use by institutional investors as a safe and efficient alternative to 
direct investments in Treasury securities, Money market funds permit imtitutions to 
benefit from economies of scale that are not available when institutions attempt to 
manage their liquid assets directly. Money market funds, especially those that meet 
the definitional conditions of a Designated Fund, represent a safe, highly liquid asset 
with a stable value. Therefore, Petitioner respectfully requests that the Commission 
adopt the amendments set forth in Exhibit A that would extend to Designated Funds 
the same net capital treatment provided to Government securitieswith maturities of 
'less than thee months, the same collateral treatment provided to Rule 15~3-3 
collateral, and the same Special Reserve Account treatment currently provided to 
qualified securities. 
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Should you have firrtl~erquestions or require additional information, please do not 
hesitate to contact Stuart J. Kaswell at 202-261-33 14 or David J. Harris at 202-261-
3385. 

Respectfully submitted, 

Stuart J. Kas ell 
Partner 

David J. 
Partner 

Dechert LLP 

1 Exhibits 1 
Letter Description 
A Text of Proposed Amendments to Rules 15e3-1 and 15c3-

3 
Examples of when federal and state financial regulators 
(inchding the Commission), self-reglatory 
organizations, and state IegisIatLlres have recognized 
investments in money market shares as a fully acceptable-

I alternative to invest& in Government secu&ies 
C S&P MMF Ratings Criteria. 
D Quarterly "fact sheets" for the Federated Prime 

Obligations Fund and the Fedmted Prime Cifs1'1 
Obligations Fund for the fiscal quarter ended December 
31,2004 
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