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described lands, are hereby revoked in 
their entirety:
Boise Meridian, Idaho 
(1-010254, PLO 1978)
T. 14 S., R. 34 E.,

Sec. 23, S1/2SW 1/4NE1/4SW 1/4.
(1-09455, PLO 1835)
T. 6 S., R. 35 E.,

Sec. 33, SEy4SEV4.
T. 7 S„ R. 35 E.,

Sec. 4, lot 1 .
The areas described contain 83.98 acres in 

Bannock County.

2. At 8:00 a.m. on March 5,1982, the 
lands will be open to operation of the 
public land laws generally, subject to 
valid existing rights, the provisions of 
existing withdrawals, and the 
requirements of applicable law. All 
valid applications received at or prior to 
8:00 a.m. on March 5,1982, shall be 
considered as simultaneously filed at 
that time. Those received thereafter 
shall be considered in the order of filing.

3. The lands also will be open to 
applications and offers under the 
mineral leasing laws, and to location 
under the United States mining laws, at 
8:00 a.m. on March 5,1982.

Inquiries concerning the lands should 
be addressed to the Chief, Branch of 
Lands and Minerals Operations, Bureau 
of Land Management, Federal Building, 
Box 042, Boise, Idaho 83724.
Garrey E. Carruthers,
Assistant Secretary o f the Interior.
January 28,1982.
[FR Doc. 82-3048 Filed 2-4-82; 8:45 am]

BILLING CODE 4310-84-M

43 CFR Public Land Order 6122 

[M-40873]

Montana; Partial Revocation of 
Executive Order Dated April 30,1919, 
Public Water Reserve No. 63

AGENCY: Bureau of Land Management, 
Interior.
a c t io n : Public Land Order.

s u m m a r y : This order partially revokes 
an Executive order as to 40.00 acres of 
land withdrawn as a public water 
reserve. This action will restore the land 
to operation of the public land laws 
generally, including nonmetalliferous 
mineral location under the mining laws. 
EFFECTIVE DATE: March 5,1982.
FOR FURTHER INFORMATION CONTACT: 
Roland F. Lee, Montana State Office, 
406-657-6291.

By virtue of the authority contained in 
Section 204 of the Federal Land Policy 
and Management Act of 1976, 90 Stat.

2751; 43 U.S.C. 1714, it is ordered as 
follows:

1. Exective Order dated April 30,1919, 
which withdrew certain lands for public 
water reserve purposes is hereby 
revoked insofar as it affects the 
following described lands:
Public Water Reserve No. 63 

Principal M eridian 
T. 21 N., R. 32 E.,

Sec. 24, NEy4SWy4.
The area described contains 40.00 acres in 

Garfield County.

2. At 8 a.m. on March 5,1982, the land 
shall be open to operation of the public 
land laws generally, subject to valid 
existing rights, the provisions of existing 
withdrawals, and the requirements of 
applicable law. All valid applications 
received at or prior to 8 a.m. on March 5, 
1982, shall be considered as 
simultaneously Bled at that time. Those 
received thereafter shall be considered 
in order of filing.

3. The land will be open to 
nonmetalliferous mineral location under 
the United States mining laws at 8 a.m. 
on March 5,1982. The land has been and 
continues to be open to metalliferous 
mineral location under the United States 
mining laws and to applications and 
offers under the mineral leasing laws.

Inquiries concerning the land should 
be addressed to the Chief, Branch of 
Lands and Minerals Operations, Bureau 
of Land Management, P.O. Box 30157, 
Billings, Montana 59107.
Garrey E. Carruthers,
Assistant Secretary o f the Interior.
January 28,1982.
[FR Doc. 82-3049 Filed 2-4-82; 8:45 am]

BILLING CODE 4310-84-M

43 CFR Public Land Order 6123 

[W -27005]

Wyoming; Revocation of Public Land 
Order No. 5109

AGENCY: Bureau of Land Management, 
Interior.
ACTION: Public Land Order.

SUMMARY: This order revokes the South 
Pass Administrative Site withdrawal 
affecting 75.90 acres of national forest 
lands withdrawn for use by the Bureau 
of Land Management. The action will 
open the lands to such forms of 
disposition as may be made of national 
forest lands under the public land laws, 
including mining.
EFFECTIVE DATE: March 5,1982.
FOR FURTHER INFORMATION CONTACT: 
W. Scott Gilmer, Wyoming State Office, 
307-778-2220, extention 2336.

By virtue of the authority vested in the 
Secretary of the Interior by Section 204 
of the Federal Land Policy and 
Management Act of 1976, 90 Stat. 2751; 
43 U.S.C. 1714, it is ordered as follows:

1. Public Land Order No. 5109 of 
August 20,1971, which withdrew the 
following described national forest 
lands for use by the Bureau of Land 
Management as an administrative site is 
hereby revoked.
Shoshone National Forest 

Sixth Principal M eridian 
T. 30 N., R. 100 W.,

Sec. 36, lots 9 and 17.
The area described contains 75.90 acres in 

Fremont County.

2. At 10:00 a.m. on March 5,1982, the 
lands shall be open to such forms of 
disposition as may by law be made of 
national forest lands
Garrey E. Carruthers,

■Assistant Secretary o f the Interior.
January 28,1982.
[FR Doc. 82-3052 Filed 2-4-82; 8:45 am]

BILLING CODE 4310-84-M

43 CFR Public Land Order 6124

[ORE-015491, ORE-016677]

Oregon; Revocation of Public Land 
Order No. 4248

AGENCY: Bureau of Land Management, 
Interior.
ACTION: Public land order.

SUMMARY: This order revokes a public 
land order which withdrew 82.91 acres 
of land for material site purposes. This 
action will restore the lands to operation 
of the public land laws generally, 
including the mining laws.
EFFECTIVE DATE: March 5,1982.
FOR FURTHER INFORMATION CONTACT: 
Champ C. Vaughan, Jr., Oregon State 
Office 503-231-6905.

By virture of the authority vested in 
the Secretary of the Interior by Section 
204 of the Federal Land Policy and 
Management Act of 1976, 90 Stat. 2751; 
43 U.S.C. 1714, it is ordered as follows:

1. Public Land Order No. 4248 of July 
6,1967, which withdrew the following 
described lands for material site 
purposes is hereby revoked:
Willamette Meridian

R evested Oregon and California Railroad 
Grant Land
T. 30 S., R. 6 W.,

Sec. 31, SV2 of unnumbered Lot
(sy2swy4swy4).

T. 30 S., R. 7 W.,
Sec. 35, NViSM W y«.

T. 31 S., R. 7 W.,
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Sec. 1, WVfe of Lot 5 (formerly
wy2NEy4Nwy4).

The areas described aggregate 82.91 acres 
in Douglas County.

2. At 10 a.m., on March 5,1982, subject 
to valid existing rights, the provisions of 
existing withdrawals, and the 
requirements of applicable law, the 
lands described above will be open to 
such forms of disposition as may by law 
be made of revested Oregon and 
California Railroad Grant Land.

8. At 10 a.m., on March 5,1982, the 
lands described above will be open to 
location under the United States mining 
laws. The. lands have been and continue 
to be open to applications and offers 
under the mineral leasing laws.

Inquiries concerning the lands should 
be addressed to the State Director, 
Bureau of Land Management, P.O. Box 
2965, Portland, Oregon 97208.
Garrey E. Carruthers,
Assistant Secretary of thé Interior.
January 28,1982.
[FR Doc. 82-3046 Filed 2^4-82; 8:45 am]
BILUNG CODE 4310-84-M

43 CFR Public Land Order 6125 

[CA 7533, CA 8745]

California; Revocation of Withdrawals . 
Affecting Deadman’s Island, Los 
Angeles Harbor
a g e n c y : Bureau of Land Management, 
Interior.
a c t io n : Public Land Order.

s u m m a r y : This order revokes in their 
entirety two Executive orders affecting 
Deadman’s Island, public land once 
located in Los Angeles Harbor. As a 
result of improvement to the main 
navigational route of the harbor, the 
island no longer exists. This action is 
taken primarily for record clearing 
purposes.
EFFECTIVE DATE: February 5,1982.
FOR FURTHER INFORMATION CONTACT: 
Dianna Storey, California State Office, 
916-484-4431.

By virtue of the authority vested in the 
Secretary of the Interior by Section 204 
of the Federal Land Policy and 
Management Act of 1976 (90 Stat. 2751^
43 U.S.C. 1714), it is ordered as follows:

1. Executive Order of March 15,1872, 
which withdrew the following described 
land from sale or grant for use of the 
War Department for public purposes, is 
hereby revoked in its entirety:
San Bernardino Meridian 
T. 5 S., R. 13 W.,

Sec. 19, lot 1.
The area described contains 2 acres in Los 

Angeles County.

2. Executive Order No. 2029 of August 
26,1914, as modified by Executive Order 
No. 3140 of August 6,1919, which 
transferred the following described 
portion of the Military Reservation of 
Deadman’s Island to the Treasury 
Department for use of the Public Health 
Service, is hereby revoked in its 
entirety:
San Bernardino Meridan
T. 5 S., R. 13 W.,

Sec. 19, a portion described as follows:
The point of beginning is S. 12 degrees 13'

E. 100.4 feet from U.S. Station “R”, which is
U. S. Coast and Geodetic Survey Station 
“Deadman’s Island”; thence N. 72 degrees 25' 
E. 522.72 feet to a point; thence S. 17 degrees 
35' E. 500 feet to a point; thence S. 72 degrees 
25’ W. 522.72 feet to a point; thence N. 17 
degrees 35' W. 500 feet to the point of 
beginning.

3. All of the above described land 
comprising Deadman’s Island no longer 
exists. The island, once situated in Los 
Angeles Harbor, was removed in 1928 to 
make way for improving the main 
navigational route of the harbor. Since 
the land originally withdrawn is now 
nonexistent, this action is taken 
primarily to clear the records of 
withdrawals that are no longer serving a 
useful purpose.

Inquiries concerning the above should 
be addressed to the State Director, 
Bureau of Land Management, Room 
E-2841, Federal Building, 2800 Cottage 
Way, Sacramento, California 95825. 
Garrey E. Carruthers,
Assistant Secretary of the Interior.
January 28,1982.
[FR Doc. 82-3045 Filed 2 -4-82:8:45 am]

BILLING CODE 4310-84-M

Fish and Wildlife Service 

50 CFR Part 17

Endangered and Threatened Wildlife 
and Plants; Listing Hay’s Spring 
Amphipod as an Endangered Species
AGENCY: Fish and Wildlife Service, 
Interior.
a c t io n : Final rule.

s u m m a r y : The Service determines Hay’s 
Spring amphipod (Stygobromus hayi) to 
be an endangered species. Survival of 
this aquatic crustacean is endangered 
by threatened modification of its habitat 
by flooding and construction activities 
and by overcollection for scientific 
purposes. Hay’s Spring amphipod 00010*8 
only in a single spring within die 
National Zoological Park in Washington,
D.C. The rule provides protection for 
wild populations of this species.

d a t e : This rule becomes effective on 
March 8,1982.
ADDRESSES: Questions concerning this 
action may be addressed to Director 
(OES), U.S. Fish and Wildlife Service, 
Department of Interior, Washington,
D.C. 20240. Comments and materials 
relating to this rule are available for 
public inspection by appointment during 
normal business hours at the Service’s 
Office of Endangered Species, Suite 500, 
1000 North Glebe Road, Arlington, 
Virginia.
FOR FURTHER INFORMATION CONTACT:
For further information on the final rule, 
contact Mr. John L  Spinks, Jr., Chief, 
Office of Endangered Species (703/235- 
2771).
SUPPLEMENTARY INFORMATION: 

Background

On January 12,1977 (42 FR 2507-2515), 
the Service proposed Endangered status 
for Stygobromus (-Synpleona, - 
Stygonectes) hayi (Hubricht and 
Mackin, 1940) under the common name 
“Hay’s Spring scud”. This proposal was 
withdrawn on December 10,1979 (44 FR 
70796-70797), following expiration of a 
time limit on pending proposals which 
was imposed by the 1978 Amendments 
to the Endangered Species Act of 1973. 
Endangered status was reproposed for 
Hay’s Spring amphipod on July 25,1980 
(45 FR 49850-49851), following a re
examination of its habitat. A complete 
summary of the status of this species 
and comments on the original proposed 
listing of this species were summarized 
in the reproposal.

The reproposal advised that sufficient 
evidence was on file to support a 
determination that Hay’s Spring 
amphipod was an endangered species 
pursuant to the Endangered Species Act 
of 1973, as amended (16 U.S.C. 1531 et 
seq.J. That proposal summarized the 
factors thought to be contributing to the 
likelihood that the species could become 
endangered within the foreseeable 
future. Hay’s Spring amphipod is found 
only in a small Spring within the 
National Zoological Park. The spring 
emerges from the rocky western wall of 
Rock Creek Valley and flows about 35 m 
into Rock Creek. The portion of the 
spring inhabited by Hay’s Spring 
amphipod is. less than 1 meter wide. The 
extremely small size of this habitat 
makes the species exceptionally 
vulnerable to construction activities, 
which have drastically reduced the 
number of springs in Washington 
(Williams, 1977). The proposed rule also 
specified the prohibitions which would 
be applicable if such a determination 
were made; and solicited comments,
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suggestions, objections, and factual 
information from any interested person.

A letter was sent to Mayor Barry of 
the District of Columbia on July 30,1980 
notifying him of the proposed 
rulemaking for Hay’s Spring amphipod. 
On July 3 and July 30,1980, letters were 
sent to appropriate .Federal agencies and 
other interested parties notifying them 
of the proposal and soliciting their 
comments and suggestions. Comments 
were received from Mr. S. Dillon Ripley, 
Secretary of the Smithsonian Institution; 
and from the National Park Service, 
National Capital Region.
Summary of Comments and 
Recommendations

In the July 25,1980, Federal Register 
proposed rule (45 FR 49850-49851), all 
interested parties were invited to submit 
factual reports or information which 
might contribute to the formulation of a 
final rule.

Public comments received from July 
25,1980, through October 23,1980, were 
to be considered. However, no public 
comments were received.

Mr. S. Dillori Ripley, Secretary of the 
Smithsonian Institution, commented that 
Smithsonian Institution staff had 
reviewed the Draft Environmental 
Assessment on this proposal and have 
no objections or comments on the 
biological conclusions. Mr. Ripley stated 
that the Smithsonian Institution will 
continuer its efforts to protect the species 
and that there are no plans to modify 
the area near the spring habitat at this 
time.

The National Park Service com m ented  
that they supported the proposed listing 
of H ay’s Spring amphipod as 
Endangered and offered their 
cooperation in the protection of this and  
other species in the Rock Creek  
w atershed.

After a thorough review and 
consideration of all the available 
information, the Director has determined 
that Hay’s Spring amphipod is in danger 
of becoming extinct throughout all or a 
significant portion of its range due to 
one or more of the factors described in 
Section 4(a) of the Act.

The summary of factors affecting the 
species, as required by Section 4(a) of 
the Act and published in the Federal 
Register of July 25,1980 (45 FR 49850- 
49851), are reprinted below. These 
factors are as follows:

1. The present or threatened 
destruction, modification, or curtailment 
o f its habitat or range. Usually high 
flood levels from Rock Creek reach the 
level of the spring habitat of Hay’s 
Spring amphipod. This level has been 
flooded with increasing frequency in 
recent years (CHM Hill, 1979); Flood

waters may adversely affect the spring 
habitat by relnoving individual 
amphipods, as well as the leaves and 
soft bottom sediments that form their 
microhabitat, from the spring.

Construction activities, if not carefully 
carried out, could adversely affect or 
eliminate the spring habitat. Such 
activities have eliminated most of 
Washington’s springs during the last 100 
years (Williams, 1977), Possible use of 
the level are just below the spring for 
parking or equipment storage is now in 
advanced planning. Although a small 
fence now surrounds the spring, the 
significance of this structure could 
easily be overlooked during parking lot 
construction. The spring is so small that 
careless movement of equipment slightly 
onto the hillside from which the spring 
flows could have a catastrophic effect 
on the habitat.

2. Overutilization for commercial, 
sporting, scientific, or educational 
purposes. Only a few scientific 
specialists are potential collectors of 
Hay’s Spring amphipod. Dr. John R. 
Holsinger (unpublished report; May 11, 
1978) has expressed concern about 
future collecting. Even this modest 
collecting pressure presents a danger to 
this extremely rare species.

3. Disease and predation. Not 
applicable.

4. The inadequacy o f existing 
regulatory mechanisms. Although the 
National Zoological Park has voluntarily 
fenced the habitat of this species and 
alerted personnel to its significance, 
there is no legal protection for the 
species.

5. Other natural or man-made factors 
affecting its continued existence. Not 
applicable.
Critical Habitat

Designation of Critical Habitat for 
Hay’s Spring amphipod would not be 
prudent. Publication of a map and 
description of the exact locality, which 
is required for Critical Habitat 
designation, could expose the species to 
destruction of its habitat by vandalism 
and unauthorized taking. The habitat is 
within a densely populated urban area. 
The small size of the species’ population 
and habitat, as well as the fragile nature 
of the habitat, makes the species 
vulnerable to isolated acts of vandalism.

Effects of the Rule
Endangered species regulations 

already published in Title 50 § 17.21 of 
the Code of Federal Regulations set 
forth a series of general prohibitions and 
exceptions which apply to all 
endangered species. These prohibitions, 
in part, make it illegal for any person 
subject to the jurisdiction of the United

States to take, import, or export, ship in 
interstate commerce in the course of a 
commercial activity, or sell or offer for 
sale this species in interstate or foreign 
commerce. It also is illegal to possess, 
sell, deliver, carry, transport, or ship any 
such wildlife which was taken illegally. 
Certain exceptions apply to agents of 
the Service and State conservation 
agencies.

Permits may be issued to carry out 
otherwise prohibited activities involving 
Endangered species under certain 
circumstances. Regulations governing 
permits are at 50 CFR 17.22,17.23. Such 
permits are available for scientific 
purposes or to enhance the propagation 
or survival of the species. In some 
instances, permits may be issued during 
a specified period of time to relieve 
undue economic hardship which would 
be suffered if such relief were not 
available.

This rule requires Federal agencies to 
insure that activities they authorize, 
fund, or carry out, are not likely to 
jeopardize the continued existence of 
Hay’s spring amphipod. Provisions for 
Interagency Cooperation are codified at 
50 CFR Part 402.

National Environmental Policy Act
An Environmental Assessment has 

been prepared in conjunction with this 
rule. It is on file at the Service’s Office 
of Endangered Species, Suite 500,1000 
North Glebe Road, Arlington, Virginia, 
and may be examined by appointment 
during regular business hours. This 
assessment forms the basis for a 
decision that this is not a major Federal 
action which would significantly affect 
the quality of the human environment 
within the meaning of section 102(2)(C) 
of the National Environmental Policy 
Act of 1969.

The primary author of this rule is Dr. 
Steven M. Chambers, Office of 
Endangered Species, U.S. Fish and 
Wildlife Service, Washington, D.C. 
20240. (703/235-1975).

Note.—The Department of the Interior has 
determined that this rule is not a significant 
rule and does not require preparation of a 
regulatory analysis under Executive Order 
12291 and 43 CFR Part 14.
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Stygobromus (Crangonyctidae), Part II:
Species of the Eastern United States.
Smithsonian Contributions to Zoology No.
266.144 pp.

Hubricht, L. and J. G. Macklin. 1940.
Descriptions of nine new species of

Regulations Promulgation

PART 17—ENDANGERED AND THREATENED WILDLIFE AND PLANTS
Accordingly, Part 17, Subpart B, Title 50 of the Code of Federal Regulations is 

amended as set forth below:
1. Section 17.11(h) is amended by adding in alphabetical order under “Crusta

ceans”, the following to the List of Endangered and Threatened Wildlife:

freshwater crustaceans, with notes and 
new localities for other species. American 
Midland Naturalist 23:187-218.

Williams, G. P. 1977. Washington, D.C.’s 
vanishing springs and waterways. 
Geological Survey Circular 752.

§17.11 [Am ended]

(h) * * *

Species
Historic range When listed Critical Special

Scientific name Common name
Status habitat rules

Amphipod, Hay's 
spring.

USA (DC)......... E ............. March 8 .1982 ...... NA.......... NA.

Dated: January 28,1982.

F. Eugene Hester,
Acting Director, Fish and W ildlife Service.
|FR Doc. 82-3149 Filed 2-4-82; 8:45 am]

BILLING CODE 4310-55-M



Proposed Rules

This section of the FEDERAL REGISTER 
contains notices to the public of the 
proposed issuance of rules and 
regulations. The purpose of these notices 
is to give interested persons an 
opportunity to participate in the rule 
making prior to the adoption of the final 
rules.

SECURITIES AND EXCHANGE 
COMMISSION
17 CFR Part 270
[Release No. IC-12206, File No. S7-920]

Valuation of Debt Instruments and 
Computation of Current Price per 
Share by Certain Open-End Investment 
Companies (Money Market Funds)
AGENCY: Securities and Exchange 
Commission.
ACTION: Proposed rule.

s u m m a r y : The Commission today is 
releasing for public comment a proposed 
rule regarding the valuation of debt 
instruments, the calculation of current 
net asset value per share and the 
computation of current price per share 
by certain registered open-end 
investment companies, commonly 
referred to as “money market funds.”
The proposed rule would permit such 
investment companies, subject to 
enumerated conditions either: (1) To 
value portfolio instruments by use of the 
amortized cost valuation method; or (2) 
to compute current price per share by 
rounding the net asset value per share to 
the nearest one cent, based on a share 
value of one dollar. The rule would 
obviate the necessity for money market 
funds to apply for, and the Commission 
to issue, individual orders of exemption 
to permit use of those valuation or 
pricing methods.
d a t e : Comments must be received by 
April 5,1982.
ADDRESS: Interested persons wishing to 
submit their views and comments on the 
proposed rule should file four copies 
thereof with George A. Fitzsimmons, 
Secretary, Securities and Exchange 
Commission, 500 North Capitol Street, 
Washington, D.C. 20549. All submissions 
should refer to File No. S7-920 and will 
be made available for public inspection 
at the commission’s Public Reference 
Section, Room 6101,1100 L Street, N.W., 
Washington, D.C. 20549.
FOR FURTHER INFORMATION CONTACT: 
Arthur J. Brown, Chief, Investment

Company Act Study, (202) 272-2048, or 
Cathy G. Douglas, Special Counsel, (202) 

272-2024, Division of Investment 
Management, Securities and Exchange 
Commission, 500 North Capitol Street, 
Washington, D.C. 20549.

SUPPLEMENTARY INFORMATION: The 
Securities and Exchange Commission is 
publishing for public comment proposed 
rule 2a-7 under the Investment 
Company Act of 1940 (15 U.S.C. 80a-l et 
seq.) ("Act”) which would allow, subject 
to specified conditions, certain open-end 
investment companies, known as 
“money market funds,” to compute their 
current price per share for purposes of 
distribution} redemption and repurchase 
by using either: (1) The “amortized cost” 
method of valuation to value their 
portfolio instruments for purposes of 
calculating their current net asset value 
per share; or (2) the “penny-rounding” . 
method of computing their current price 
per share. Under the amortized cost 
method of valuation, money market 
funds may calculate their current net 
asset value for use in computing the 
current price of their redeemable 
securities by valuing all portfolio 
securities and assets, regardless of 
whether market quotations are readily 
availble, at the'acquisition cost as 
adjusted for amortization of premium or 
accumulation of discount rather than at 
current market value as would be 
required by rule 2a-4 (17 CFR 270-2a-4).

Under the penny-rounding method 6f 
computation, money market funds 
calculate their current net asset value in 
conformance with rule 2a-4 by valuing 
portfolio securities for which market 
quotations are readily available at 
current market value, and other 
securities and assets at fair value as 
determined in good feith by the board of 
directors. However, they may then 
compute the current price of their 
redeemable securities by rounding the 
net asset value per share to the nearest 
one cent on a share value of one dollar.

The proposed rule provides that to use 
either of the above valuation or pricing 
methods a money market fund must 
comply with certain conditions. Those 
conditions basically: (1) Limit the types 
of investments that the money market 
fund can make to short-term, high 
quality debt instruments; (2) impose on 
the board of directors (trustees in the 
case of a trust; hereinafter referred to as 
“board of directors” or “board”) of the

Federal Register 
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money market fund a special obligation 
tor ensure that a stable price per share of 
one dollar is maintained; and (3) require 
that the board of directors of the money 
market fund, in good faith, determines 
that the valuation or pricing method 
selected pursuant to this rule will reflect 
fairly the value of each shareholder’s 
interest in the money market fund and 
that the money market fund will 
discontinue its use of such method if 
such method ceases to reflect fairly each 
shareholder’s interest. In addition, a 
money market fund using the amortized 
cost method of valuation must monitor 
the deviation between the price of its 
shares computed from a net asset value 
per share calculated using amortized 
cost values for its portfolio instruments 
and the net asset value of such shares 
calculated using values for portfolio 
instruments based upon current market 
factors. If such deviation exceeds one- 
half of one percent of the price per share 
or if the amount of deviation may result 
in material dilution or other unfair 
results to shareholders, the proposed 
rule would impose specific obligations 
on the board of directors to respond to 
the situation. Likewise, a money market 
fund using the penny-rounding method 
to compute its price per share may have 
to monitor in a similar fashion the 
valuation of those portfolio instruments 
(with remaining maturities of sixty days 
or less) 1 that are valued at amortized 
cost in order to assess the fairness of 
that valuation method.

The proposed rule generally codifies 
the standards that have developed for 
granting the applications filed by money 
market funds for exemption from the 
pricing and valuation provisions of the 
Act. As described more fully below, the 
rule expands slightly the scope of the 
exemption to permit the purchase of 
additional instruihents. In addition, the 
rule has been fashioned to outline more 
clearly the obligations of money market 
funds and their boards of directors when 
relying on the exemption. In this regard, 
the rule is not intended to expand the 
responsibilities and liabilities imposed 
upon directors beyond those imposed 
under the exemptive orders.

Background
Section. 2(a)(41) of the Act (15 U.S.C. 

80a-2(a)(41)), in conjunction with rules 
2a-4 and 22c-l under the Act (17 CFR

lSee footnote 36, infra.
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270.2a-4 and 270.22c-l), requires a 
registered investment company to 
calculate its current net asset value per 
share, for purposes of distribution, 
redemption, and repurchase, by valuing
(1) its portfolio securities with respect to 
which market quotations are readily 
available at current market value, and
(2) its other securities and assets at their 
fair value as determined, in good faith, 
by the board of directors. Such “fair 
value” has been interpreted to mean the 
value that would be received upon the 
current sale of a security or asset. 
(Investment Company Act Release Nos. 
5847 (October 21,1909), 35 FR 19989 
(December 31,1970) and 6295 (December 
23,1970), 3 5 F R 19986 (December 31, 
1970)). On May 31,1977, the Commission 
issued an interpretive release 
(Investment Company Act Release No. 
9786 (“Release 9786”), 42 FR 28999 (June 
7,1977)), expressing the view that 
money market funds, defined as open- 
end investment companies which invest 
primarily in short-term debt instruments, 
and other open-end investment 
companies that hold a significant 
amount of debt securities should: (1) 
Determine the fair value of short-term 
debt portfolio securities for which 
market quotations are not readily 
available with reference generally to 
current market factors; and (2) calculate 
their price per share to an accuracy of 
within .1%, or $.01 based on a share 
value of $10.00. Release 9786 indicated 
further that, because the amortized cost 
method of valuation would not take 
market factors into account, the use of 
that method under all but very limited 
circumstances would be inconsistent 
with the provisions of rule 2a-4 under 
the Act.

Subsequent to the issuance of Release 
9786, several applications were filed by 
money market funds requesting orders 
of exemption from the appropriate 
provisions of the Act and the rules 
thereunder, which applications, if 
granted, would have permitted the use 
of amortized cost valuation under 
certain specified conditions and 
circumstances. In response to requests 
for a hearing on the applications, the 
Commission issued an order for a 
consolidated hearing on such 
application^. (Investment Company Act 
Release No. 10201 (April 12,1978), 43 FR 
16830 (April 20,1978).)

Prior to the commencement of the 
evidentiary portion of the administrative 
proceeding, certain of the applicants and 
the Division of Investment Management 
reached a partial agreement regarding 
the manner of valuing assets and pricing 
shares. As a result of that agreement, a 
number of the applicants amended their

respective applications. Based on the 
amended applications, the Commission 
granted an order, Investment Company 
Act Release No. 10451 (October 26,
1978), 43 FR 51485 (November 3,1978), 
which, subject to certain conditions, 
permitted those applicants to compute 
their currentjprice per share by rounding 
the net asset value per share to the 
nearest one cent on a share price of 
$1.00 (“penny-rounding”); however, the 
fair value of the portfolio securities used 
to determine net asset value was to be 
assessed in compliance with the views 
expressed in Release 9786, which 
required debt securities with more than 
60 days remaining until maturity to be 
valued based on market factors. The 
conditions of the penny-rounding orders, 
in general, required: (1) A special 
undertaking by the board of directors of 
each applicant to supervise operations 
of the money market fund in such a 
manner as to assure, to the extent 
reasonably practicable, that the share 
price would not deviate from $1.00; (2) 
that the dollar weighted average 
portfolio maturity of the applicant’s 
portfolio would not be in excess of 120 
days and no instrument with a maturity 
of greater than one year would be 
purchased; and (3) that purchase of 
portfolio instruments would be limited 
to those high quality instruments that 
were specified in each application. 
Numerous other money market funds 
subsequently filed applications seeking 
orders of exemption for penny-rounding 
subject to conditions which are in 
substantial conformity with the above 
mentioned conditions, and the Division 
has granted the requested orders 
pursuant to its delegated authority.2

The applicants that continued to seek 
permission to use the amortized cost 
method of valuation participated in the 
evidentiary portion of the above 
administrative hearing, which 
commenced on November 20,1978, and 
concluded on March 26,1979. Following 
such proceedings, most applicants 
submitted Offers of Settlement 
(“Offers”) which provided for the use of 
the amortized cost method of valuation 
subject to certain conditions. On August 
8,1979, the Commission issued an order 
(Investment Company Act Release No. 
10824) granting exemptive relief to 
enable those applicants to use the 
amortized cost method of valuation,

2 The changes in the subsequent orders were 
related primarily to eliminating the condition that 
the funds would purchase only those specified 
portfolio instruments of the specified quality set 
forth in the application and substituting therefor an 
overall requirement that the portfolio instruments 
purchased present minimal credit risks and be of 
high quality as determined by any major rating 
service, or, if not rated, of comparable quality.

subject to the conditions specified in the 
Offers, and cancelling as to them the 
administrative hearing.3

The conditions is that order included 
the same conditions set forth in the 
original p e n n y -fo u n d in g  exemptive 
orders with the following modifications. 
The obligation imposed upon the board 
of directors was modified to require that 
the board undertake to establish 
procedures reasonably designed, taking 
into account current market conditions 
and the fund’s investment objectives, to 
stabilize the fund’s net asset value per 
share at one dollar. The quality of the 
instruments which could be purchased 
was changed to the general standard of 
those instruments which the board 
determines present minimal credit risks, 
and which are the high quality as 
determined by any major rating service 
or, if unrated, of comparable quality. In 
addition, the amortized cost exemptive 
order included three new conditions 
which basically: (1) Set forth the 
minimal procedures that a board must 
adopt to stabilize the fund’s net asset 
value per share at one dollar, which 
included monitoring the deviation 
between the net asset value per share 
using amortized cost values for portfolio 
instruments and the net asset value per 
share using market values for those 
instruments, as well as setting forth 
when the board would be required, to 
take action to stabilize the fund's net 
asset value per share; (2) required the 
fund to maintain a record of the 
procedures established by the board and 
any actions taken pursuant to those 
procedures; and (3) required the fund to 
file quarterly, as an attachment to Form 
N -lQ  (17 CFR 274.106), a statement as to 
whether any action had been taken 
pursuant to those procedures.

Subsequently, more than 90 money 
market funds have requested, and the 
Division pursuant to delegated authority 
has granted, exemptive relief to permit 
the use of amortized cost valuation, 
subject to substantially the same 
conditions as those contained in the 
original order settling the hearing. 
Certain minor changes were made in 
subsequent orders to reflect technical 
corrections. In addition, subsequent 
orders permitting amortized cost 
valuation as well as penny-rounding 
were issued based upon applications 
that reflected a broader range of

* The proceeding was dismissed as to the only 
remaining applicant, First Multifund for Daily 
Income, Inc., by the Commission on May 2,1980  
(Investment Company Act Release No. 11152). The 
Court of Appeals for the District of Columbia upheld 
that decision on June 16,1981 [First Multifund for 
Daily Income, Inc. v. SEC, No. 80-1568, (D.C. Cir. 
1981)).



5430 Federal R egister / Vol. 47, No. 25 / Friday, February 5, 1982 / Proposed Rules

permissible portfolio investments. Those 
orders were designed to permit money 
market funds to utilize newly developed 
or newly available money market 
instruments, which were not included 
explicitly in the original applications 
ajnd orders, and to remove some of the 
restrictions on the existing types of 
instruments.4

Most money market funds have 
sought exemptive relief to enable them 
to employ either penny-rounding or the 
amortized cost method of valuation in 
order to facilitate their ability to 
provide: (1) A steady flow of investment 
income at an interest rate comparable to 
those available by direct investment in 
money market instruments and (2) a 
stable share price. Each of the 
procedures, if properly utilized, has been 
determined by the Commission'under 
the exemptive standard set forth in 
section 6(c) of the Act (15 U.S.C. 80a- 
6(c)) to be appropriate in the public 
interest and consistent .with the 
protection of investors and the policy 
and provisions of the Act. Accordingly, 
the Commission has determined to 
release for public comment proposed 
rule 2a-7, which would generally codify 
the exemptive relief granted permitting 
money market funds to employ either 
penny-rounding or the amortized cost 
method of valuation to achieve a stable 
price per share.

Discussion
The Commission believes that the 

proposed rule would obviate the need or 
certain investment companies to file 
exemptive applications for relief that is 
routinely granted. The proposed rule 
would also allow the investment 
company to select the manner of 
computing its price per share which it 
believes best serves the interests of its 
shareholders while imposing such 
conditions as would render the use of 
such method appropriate in the public 
interest and consistent with the 
protection of investors and the purposes 
fairly intended by the policy and 
provisions of the Act. The rule would 
further benefit shareholders by • 
facilitating the ability of certain 
investment companies to fulfill their 
shareholders’ investment objectives.

Under proposed rule 2a-7, investment 
companies that have investment 
portfolios consisting entirely of U.S. 
dollar-denominated short-term debt 
obligations (“money market funds”) may 
use either penny-rounding or the 
amortized cost valuation method for

4 For example, many of the original applications 
limited the funds’ investments in the securities of 
banks to those banks with assets or capital 
exceeding a set amount.

purposes of computing their price per 
share, provided that they comply with 
the conditions enumerated in the rule.5 
Those conditions are designed to ensure 
that any money market fund that adopts 
one of the procedures under discussion 
in an effort to maintain a stable price 
per share will be able to maintain that 
stable price per share. The rule also 
provides, under both methods, for the 
computation of a share price that will 
represent fairly the current net asset per 
share value of the investment company, 
thus reducing any possibility of dilution 
of shareholders’ interests or other unfair 
results.®
Permissible Portfolio Investments

The rule, like the previously granted 
exemptive orders, is designed to limit 
the permissible portfolio investments of 
a money market fund seeking to use 
either penny-rounding or the amortized 
cost valuation method to maintain a 
stable price per share to those 
instruments that have a low level of 
volatility 7 and thus will provide a 
greater assurance that the money 
market fund will continue to be able to 
maintain a stable price per share that 
fairly reflects the current net asset value 
per share of the fund. Accordingly, 
money market funds relying on the rule 
may purchase only those portfolio 
instruments which meet the quality and 
maturity requirements of the rule.8 The

5 Under the proposed rule, a money market fund 
that elects to use one of the permitted methods for 
determining its price per share is not foreclosed 
horn switching to another method. So long as the 
enumerated conditions for the particular method are 
fulfilled, a fund may rely on the exemptions 
provided in paragraphs (a)(2) or (3). However, the 
proposed rule would not allow a fund to rely on 
both exemptions at the same time. Therefore, if a 
fund is using the amortized cost valuation method to 
calculate its net asset value per share when 
computing its price, it may not then round its per 
share net asset value to die nearest cent on a share 
value of one dollar. Such a fund may round its per 
share net asset value only to the extent that such 
rounding would not be deemed to be material, 
which the Commission believes to be one-tenth of 
one cent on a share value of one dollar.

6 If shares are sold based on a net asset value 
which turns out to be either understated or 
overstated in comparison to the amount at which 
portfolio instruments could have been sold, then 
either the interests of existing shareholders or new 
investors will have been diluted.

1 There are basically two types of risks which 
cause fluctuations in die value of money market 
fund portfolio instruments: the market risk, which 
primarily results from fluctuations in the prevailing 
interest rate, and the credit risk. In general, 
instruments with shorter periods remaining until 
maturity and which are of higher quality have 
reduced market and credit risks and thus tend to 
fluctuate less in value over time than instruments 
with longer remaining maturities or of lesser quality.

8 The applications for exemptive relief have 
routinely set forth the specific types and quality of 
instruments in which the money market funds could 
invest The instruments consisted exclusively of 
debt obligations, including such instruments as

proposed rule, however, would not 
prohibit a money market fund from 
holding cash reserves. It should be noted 
that the proposed rule does not speak to 
the acquisition or valuation of puts or 
stand-by commitments by a money 
market fund wishing to use the subject 
valuation methods. The Commission is 
currently considering applications for 
exemptive orders to permit money 
market funds using either the amortized 
cost valuation method or penny
rounding to acquire puts or stand-by 
commitments. The Commission has 
granted exemptive orders to permit the 
acquisition of puts, but only under 
limited circumstances and subject to 
certain conditions.9 At some future time 
the proposed rule may be amended to 
include a resolution of the issues 
concerning the acquisition of puts.

Maturity o f Portfolio Instruments
A money market fund would be able 

to rely on the rule only if its entire 
investment portfolio consisted of 
instruments with a remaining maturity 
of one year or less. As prescribed in the 
proposed rule, which is generally a 
codification of positions taken by the 
Commission regarding the conditions 
contained in the exemptive orders, the 
maturity of an instrument generally is 
deemed to be its stated maturity, with a 
special exception provided for certain 
variable and floating rate paper. 
Accordingly, an instrument is deemed to 
satisfy the requirement of having a 
remaining maturity of one year or less 
for purposes of the rule if, on the date of 
purchase 10 by the money market fund:
(i) The instrument, regardless of the 
length of maturity when originally 
issued, currently has no more than 365 
days remaining until the principal 
amount owed is due to be paid or, when 
originally issued, the principal amount

treasury bills and notes and other government 
issued or guaranteed debt securities, certificates of 
deposit and time deposits from domestic banks and 
thrift institutions and from foreign banks, bankers’ 
acceptances of domestic and foreign banks, 
commercial paper, corporate bonds and notes and 
repurchase agreements on other debt obligations. 
While the rule does not set out the various types of 
debt instruments in which a money market fund 
relying on the rule may invest, the proposed rule 
does require that all portfolio instruments mature in 
one year or less and be of high quality.

• See, e.g., Investment Company Act Release No. 
11867, July 21,1981.

10 The date of purchase is regarded as the date on 
which the fund's interest in the instrument is subject 
to market action. Thus, for securities purchased 
under normal settlement procedures, the length of 
maturity would be calculated, starting on the trade 
date. For instruments such as “when issued” 
securities (securities purchased for delivery beyond 
the normal settlement date), if the commitment to 
purchase the instrument includes either a set price 
or yield, then the maturity will be calculated based 
upon the commitment date.
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owed or the instrument was to be paid 
in not more than 375 days;11 (ii) where 
the instrument has a variable rate of 
interest12 and is issued or guaranteed 
by the United States government or any 
agency thereof, it is no more than 365 
days remaining until the next 
readjustment or renegotiation of the 
interest rate to be paid regardless of the 
stated maturity of the instrument and 
the board of directors has determined 
that when the rate will be readjusted it 
will cause the instrument to have a 
current market value which 
approximates its par value;12 (iii) the 
instrument (a) has a demand feature 
which allows the fund unconditionally 
to obtain the amount due from the issuer 
upon notice of seven days or less,14 (b)

"This part of the definition has been extended 
beyond the usual definition of one year (365 days) 
to encompass securities, particularly government 
securities such as project notes, which are 
denominated as and intended to be “one year” 
notes but which occasionally are issued with 
maturities slightly longer than 365 days. (See 
Investment Company Act Release No. 11679, March 
11,1981.) This part of the definition is not meant to 
encompass securities which were originally issued 
and intended to be longer than "one year” 
instruments. Those instruments could be purchased 
by a money market fund relying on this rule only 
after they have 365 or fewer days remaining until 
maturity.

12 Variable rate instruments are those instruments 
whose terms provide for automatic establishment of 
a new interest rate on set dates.

13 See Investment Company Act Release No. 11679 
(March 11,1981) and application of Government 
Investors Trust (File No. 812-4859) filed April 9,
1981. This definition, which goes beyond a 
codification of orders issued, was expanded based 
upon the Commission’s understanding that the 
volatility of such instruments would not be greater 
than the volatility of fixed interest rate instruments 
having a maturity equal to the readjustment period 
of the U.S. government guaranteed variable rate 
notes. However, the Commission’s position is based 
entirely upon experience with Small Business 
Administration guaranteed debentures (“SBA 
notes”) which are the only instruments currently 
falling within this category so far as the 
Commission is aware. Accordingly, the board of 
directors of a money market fund considering 
investment in any such instrument other than a SBA 
note should, as a part of their overall duty to 
supervise the operations of the fund to ensure 
stability, determine that it can expect the volatility 
of such notes not to differ materially from the 
volatility of fixed rate notes of the same quality. 
Moreover, the Commission will consider 
amendment of this or any other provision of the rule 
if market experience indicates that it is 
inappropriate to the rule’s overall purposes.

14In theory, the existence of a demand feature 
alone should be sufficient to enable a fund to 
maintain a stable net asset value per share because 
the holder could receive the principal amount of the 
instrument in a short period of time regardless of 
market and creditworthiness changes. However, the 
Commission has insufficient evidence that (1) funds 
will exercise such a demand feature whenever 
interest rates increase or the creditworthiness of the 
issuer is reduced and (2) there is a market for such 
instruments and even if there is, whether it always 
evaluates the instrument at a price approximating 
its par value.

has either a floating rate of interest15 or 
a variable rate of interest that is 
readjusted to no less frequently than 
once per year,1® where, in the case of a 
variable rate instrument, the board of 
directors has determined that whenever 
a new rate will be established it will 
cause the instrument to have a current 
market value which approximates its 
par value and in the case of a floating 
rate instrument the board has 
determined that such floating rate 
feature will ensure that the market value 
of such instrument will always 
approximate its par value, and (c) will 
be reevaluated by the board at least 
quarterly to ensure that the instrument 
of high quality; 17 or (iv) where the 
instrument is a repurchase agreement or 
an agreement upon which portfolio 
instruments are lent (“portfolio 
instrument lending agreement”} 18 
regardless of the maturity of the security 

. serving as collateral for the agreement, 
the agreement is to be effected within 
365 days or less.19

Maturity o f the Portfolio
In addition to requirements regarding 

the maturity of individual portfolio 
investments, the rule would impose 
restrictions on the dollar-weighted 
average maturity of the entire portfolio. 
Paragraphs (a)(2)(iii) and (a)(3)(ii) of the

‘•Floating rate instruments are those instruments 
whose terms provide for automatic adjustments of 
their interest rates whenever some set interest rate 
changes.

19See application of Municipal Fund for 
Temporary Investment, (File No. 812-4970) filed 
September 15,1981; and letter from Gerald Osheroff, 
Associate Director, Division of Investment 
Management to Joel T. Matcovsky, Merrill Lynch 
Asset Management, Inc., dated December 10,1981.

*7If the instrument were ever deemed to be of less 
than high quality, the fund either would have to sell 
the instrument or exercise the demand feature, 
whichever is more beneficial to the fund.

‘•Repurchase agreements may be regarded as 
securities issued by the entity promising to 
repurchase the underlying security at a later date.
(See Securities Act Release No. 6351 (September 25, 
1981), 46 FR 48637 (October 2,1981) and Investment 
Company Act Release No. 10666 (April 18,1979), 44 
FR 25128 (April 27,1979).) Therefore, a money 
market fund is generally prohibited by the 
provisions of section 12(d)(3) of the Act (15 U.S.C. 
80a-12(d)(3)) from acquiring a repurchase agreement 
issued by a broker or dealer unless it structures the 
repurchase arrangement in accordance with the 
manner described in the Investment Company Act 
release, which is designed to ensure that the 
investment company's investment, including 
accrued interest earned, is fully collateralized. The 
same analysis may apply to portfolio instrument 
lending agreements.

‘•Money market funds investing in, or seeking to 
invest in, an instrument with a maturity not falling 
within one of the above-described categories would 
not be able to rely upon the rule, as proposed, to 
permit the use of either penny-rounding or the 
amortized cost valuation method. Individual 
applications for exemptive relief to permit 
investment in other types of instruments may of 
course be filed.

proposed rule provide that the money 
market fund must maintain a dollar- 
weighted average portfolio maturity 
appropriate to its objective of 
maintaining a stable price per share.
This provision imposes an obligation on 
the directors of the fund, as a part of 
their fiduciary duties, to ascertain that 
the fund is maintaining an average 
portfolio maturity that, given the then 
current market conditions, will permit it 
to maintain a stable price per share. 
During periods of greater volatility in the 
market, the board of directors should be 
aware of the greater difficulty in 
maintaining a stable price per share and 
should take steps to ensure that they are 
providing adequate oversight to the 
money market fund. In addition, the rule 
provides that in no event shall the fund 
maintain a dollar-weighted average 
portfolio maturity that exceeds 120 days. 
Should the disposition of a portfolio 
instrument or some market action cause 
the dollar-weighted average portfolio 
maturity to exceed 120 days, the board 
of directors is obligated to cause the 
fund to invest its available cash in such 
a manner as to reduce its dollar- 
weighted average portfolio maturity to 
120 days or less as soon as reasonably 
practicable.

For purposes of computing the 
average portfolio maturity, instruments 
generally will be deemed to have a 
maturity equal to the period remaining 
until the date of maturity of the 
instrument noted on the face of the 
instrument. Certain variable or floating 
interest rate instruments, which are 
deemed to have a remaining maturity of 
one year or less for purposes of the 
rule,20 may be treated as having a 
maturity other than that noted on the 
face of the instrument. Any such 
variable rate instruments that have 
demand features may be deemed to 
have a maturity equal to the longer of 
the period remaining until the next rate 
readjustment or the period remaining 
until the principal amount can be 
recovered.21 Any such variable rate 
instruments that do not have a demand 
feature may be treated as having a 
maturity equal to the period remaining 
until the next calculation of the interest 
rate rather than the period remaining 
until the principal amouiit is due. Any 
such floating interest rate instruments

20 See the discussion on Maturity of Portfolio 
Instruments, which sets forth the conditions that 
must be fulfilled in order for the maturity to be 
deemed a period other than until the maturity date 
noted on the face of the instrument.

21 Because certain of such variable rate demand 
instruments may not be readily marketable, the 
demand notice period may be the shortest period 
during which the holder may practically expect to 
bear the market risk associated with the instrument.
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with a demand feature that meet the 
conditions enumerated in the prior 
section of this release may be treated as 
having a maturity equal to die period 
remaining until the principal amount due 
on the instrument can be recovered 
through demand.22Repurchase 
agreements and portfolio instrument 
lending agreements shall be treated as 
having a maturity equal to the period 
remaining until die agreement is due to 
be executed.23 Finally, although variable 
rate instruments with.neither a U.S. 
government guarantee nor a demand 
feature may be purchased only if the 
period until the maturity date set on the 
face of the instrument is one year or 
less, the rule will permit, for purposes of 
determining the dollar-weighted average 
maturity of the entire portfolio under the 
rule, such instruments to be treated as 
having a maturity equal to the period 
remaining until the next readjustment of 
the interest rate, provided that the board 
determines that the new rate will cause 
the instrument to have a current market 
rate which approximates its par value.24

Quality o f Portfolio Instruments
In addition to the above limitations on 

the maturity of the portfolio of a money 
market fund seeking to rely on the 
proposed rule, paragraphs (a)(2)(iv) arid 
(a)(3)(iii) of the proposed rule contain 
conditions relating to the quality of 
portfolio instruments. The rule provides 
that each portfolio instrument must be

“ If the board determined that a demand 
instrument, either floating or variable rate, were no 
longer of high quality, the fund could not base its 
maturity on the period remaining until recalculation 
of the interest rate or on the demand period, but, as 
noted at footnote 17, supra, would have to exercise 
the demand feature or sell the instrument, 
whichever is more beneficial to the fund.

“ Although repurchase agreements (“repos”) will 
be treated as having a maturity based upon the *  
length of the agreement and not the maturity of the 
instruments which serve as collateral, the board of 
directors should be aware of the risks involved with 
the purchase of repos that are collateralized by 
securities with remaining maturities of greater than 
one year. If the issuer of the repo should default, the 
security serving as collateral would become a part 
of the money market fund’s portfolio. Securities 
with longer maturities generally have greater 
volatility and thus would expose the fund to a 
greater risk of an unstable price per share.
Moreover, the security would not satisfy the 
provisions defining permissible portfolio 
instruments. Therefore, the Commission would take 
the position that such a security should be disposed 
of as soon as possible. The same analysis would 
apply to transactions where the money market fund 
loans portfolio securities and securities having 
maturities of greater than one year are received as 
collateral for the loan. If the borrower defaults, the 
fund would be left with securities which would not 
meet the provisions of the rule.

“ This provision reflects a slight expansion of the 
relief given through exemptive orders, which 
required periods of renegotiation to be 30 days or 
less and the remaining maturity of the instrument to 
be 160 days or less. (Investment Company Act 
Release No. 11679, March 11,1981.)

denominated in United States dollars 
and must also be an instrument which:
(1) The board has determined presents 
minimal credit risks to the fund; and (2) 
is rated “high quality" by a major rating 
service or, if the security is unrated, is 
determined by the board to be of 
comparable quality.

The board of directors may fulfill its 
obligation to determine that the fund 
purchase only portfolio instruments 
which present minimal credit risks in a 
number of ways. Few example, the board 
could set forth a list of “approved 
instruments" in which the fund could 
invest, such list including only those 
instruments which the board had 
evaluated and determined presented 
minimal credit risks.28 The board could 
also approve guidelines for the 
investment adviser regarding what 
factors would be necessary in order to 
deem a particular instrument as 
presenting minimal risks. The 
investment adviser would then evaluate 
the particular instruments proposed for 
investment and make only conforming 
investments. In either case, on a 
periodic basis the board should secure 
from the investment adviser and review 
both a listing of all instruments acquired 
and a representation that the fund had 
invested in only those approved 
instruments. The board, of course, could 
revise the list of approved instruments 
or the investment factors to be used by 
the investment adviser.

In order to fulfill the rule’s 
requirement that the instruments be 
rated “high quality,” the instruments, if 
rated, must have been given a rating by 
a major financing rating service such as 
Standard & Poor’s Corporation, Moody’s 
Investors Services or Fitch Investors 
Service that falls within the rating 
service’s definition of "high quality.”26 
Even if the board of directors believes 
that the rating service incorrectly rated 
the instrument or that because of 
changed circumstances the instrument is 
now of higher quality, this provision of 
the rule precludes a money market fund 
which is relying on the rule from 
investing in any rated instrument which 
does not have a "high quality” rating.27

“ The Commission envisions that the investment 
adviser would provide die board with the data to 
evaluate the instruments and make its assessment 

“ Using bonds as an example, Standard & Poor’s, 
Fitch and Moody's define “high quality" for bonds 
to be those instruments which receive an AAA or 
AA (Aaa or Aa) rating. Therefore, a money market 
fund seeking to rely on this rule could invest only in 
bonds which were rated AA (Aa) or better.

“ However, a rated instrument that is subject to 
some external agreement (such as a letter of credit 
from a bank), where such external agreement was 
not considered when the instrument was given its 
rating, for purposes of this rule, will be considered 
an unrated security. The Commission believes that

If an instrument has received no 
rating from a major rating service, then, 
assuming that the board has found that 
it presents minimal credit risks to the 
fund, it would be a permissible 
investment under the rule, provided that 
the board also finds that the instrument 
is of “comparable quality” to that of 
instruments that are rated “high 
quality.” 28 In making this finding the 
board of directors may establish 
guidelines for determining high quality 
and delegate to the investment adviser 
the responsibility of investigating the 
creditworthiness of the issuer and 
presenting its findings to the board for 
its approval.29

Liquidity of the Portfolio

While the proposed rule does not limit 
a money market fund’s portfolio 
investments solely to negotaible and 
marketable instruments, money market 
funds, like all open-end management 
investment companies, are subject to 
limitations on restricted or illiquid 
securities. Ip Investment Company Act 
Release No. 5847 (October 21,1969) 
(“Release 5847”) the Commission set 
forth its view that, because an open-end 
company has an obligation to value its 
portfolio correctly and to satisfy all 
redemption requests within the 
statutorily prescribed period, it must 
limit its acquisition of restricted 
securities and other securities not 
having readily available market 
quotations to the extent necessary to 
ensure that it can fulfill its obligations. 
In addition, the Commission took the

agreements such as letters of credit can significantly 
affect the credit risk associated with an instrument 
Therefore, since the security may have significant 
aspects which are not included in the rating, it is 
appropriate to consider a security subject to an 
external agreement, as an unrated security, and thus 
permit the board to determine whether the 
instrument, taking into account the external 
agreements, is of comparable quality; If the board 
were to consider an external agreement as a basis 
for judging the quality of an underlying security, 
that external agreement would have to be 
unconditional and have terms coextensive with 
those of the underlying security. Moreover, the 
instrument could not be judged to be of better 
quality than that of comparable debt securities of 
the issuer of the external agreement It should be 
noted, however, that if the rating service included 
the external agreement in its calculation of the 
rating, the instrument will be regarded as a rated 
instrument, regardless of the board’s concurrence 
with the rating.

28As noted above, provided that certain 
conditions are m et third party agreements may be 
analyzed in evaluating whether an instrument is of 
sufficient quality.

“ Like the procedures discussed above regarding 
the board’s fulfilling its obligation to determine that 
the fund purchase only portfolio instruments which 
present minimal credit risks, die rule would permit 
the board to approve the purchase before it is made 
or, if appropriate guidelines are set, after the 
purchase is made.
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position that, in light of those 
obligations, in no event should the 
percentage of such securities exceed ten 
percent of the company’s net assets. 
Therefore, money market funds relying 
on the rule, like any other open-end 
management companies, mqst limit their 
portfolio investments in illiquid 
instruments30 to not more than ten 
percent of their net assets.31 However, 
because of the nature of money market 
funds, the difficulties that could arise in 
conjunction with the purchase of illiquid 
instruments by such funds might be even 
greater than for other types of open-end 
management investment companies. 
Therefore, the board of directors of a 
money market fund relying on the rule 
may have a fidicuiary obligation to limit 
further the acquisition of illiquid 
portfolio investments.

While the Act requires only that an 
investment company make payment of 
the proceeds of redemption within seven 
day8,32most money market funds 
promise investors that they will receive 
proceeds much sooner, often on the 
same day that the request for 
redemption is received by the fund. In 
addition, most money market funds, 
because they are primarily vehicles for 
short-term investments, experience a 
greater and perhaps less predictable 
volume of redemption transactions than 
other investment companies. Thus, a 
money market fund must have sufficient 
liquidity to meet redemption requests on 
a more immediate basis. By purchasing 
or otherwise acquiring illiquid 
instruments, a money market fund 
exposes itself to a risk that it will be 
unable to satisfy redemption requests 
promptly.

In addition, as set forthin Release 
5847, the management of the investment 
company’s portfolio could also be 
affected by the purchase of illiquid 
instruments. If the investment company 
found that it would have to sell portfolio 
instruments in order to satisfy 
redemptions, it might sell marketable 
securities which it would otherwise 
wish to retain in order to avoid selling

“ Illiquid instruments, in this context, would 
encompass any instrument which cannot be 
disposed of promptly and in the usual course of 
business without taking a reduced price. This would 
include repurchase agreements for greater than 
seven days, non-negotiable instruments, and 
instruments for which no market exists.

31In the event that changes in the portfolio or 
other events cause the investments in illiquid 
instruments to exceed ten percent of the fund’s net 
assets, the fund must take steps to bring the 
aggregate amount of illiquid instruments back 
within the prescribed limitations as soon as 
reasonably practicable. However, this requirement 
generally would not force the fund to liquidate any 
portfolio instrument where the fund would suffer a 
loss on the sale of that instrument.

“ Section 22(e) of the Act (15 U.S.C. 80a-22(e)).

non-negotiable instruments or other 
illiquid instruments through some 
alternative means, since die sale of such 
non-negotiable or illiquid securities 
would necessitate the money market 
fund’s accepting a reduced price. The 
judgment as to which securities would 
be retained would no longer be based 
upon comparative investment merit. 
Therefore, the board of directors has a 
particular responsibility to ensure that 
when a money market fund purchases or 
acquires illiquid instruments, such 
instruments will not impair the proper 
management of the fund.

Finally, the purchase of illiquid 
instruments can complicate tfce 
valuation of a money market fund’s 
shares and can result in the dilution of 
shareholders’ interests. If illiquid 
instruments which were valued at 
amortized cost were disposed of at a 
reduced price, then, in retrospect, the 
net asset value of the money market 
fund would have been overstated. 
Similarly, if illiquid instruments were 
valued at a discounted value (to 
compensate for the possibility that they 
may have to be disposed of prior to 
maturity), but were held to maturity and 
thus yielded their full value, the net 
asset value of the money market fund 
would have been understated. 
Regardless of the types of instruments 
purchased, the board of directors of a 
money market fund is under the same 
obligation to ensure that the price per 
share correctly reflects the current net 
asset value per share of the fund. 
Therefore, when a fund purchases 
illiquid instruments, the board of 
directors has a fiduciary duty to see that 
the fund is operated in such a manner 
that the purchase of such instruments 
does not materially affect the valuation 
of the fund’s shares.

Obligation o f the Board to Maintain 
Stable Price

A money market fund that describes 
itself in its prospectus as having or 
seeking to maintain a stable price per 
share through portfolio management and 
use of a special pricing or asset 
valuation method has an obligation to 
the shareholders to continue the chosen 
method so long as it is consistent with 
the provisions of the Act, until 
shareholders are notified of a change in 
policy. The Commission believes that 
where a money market fund adopts 
either the valuation or pricing method 
under the proposed rule to enhance its 
ability to maintain a stable price it has a 
heightened responsibility to 
shareholders to maintain that stable 
price. Accordingly, under paragraphs 
(a)(2)(i) and (a)(3)(i) of the proposed

rule, the board of directors of a money 
market fund wishing to use either 
penny-rounding or the amortized cost 
valuation method has a particular 
obligation to assure that the fund is 
managed in such a way that a stable 
price will be maintained.

For a fund seeking to use the 
amortized cost valuation method, the 
board of directors has a responsibility to 
establish procedures reasonably 
designed to stabilize the fund’s price per 
share. For a fund seeking to use the 
penny-rounding method, the board of 
directors has a responsibility, through 
its supervision of the fund’s operations 
and delegation of special 
responsibilities to the investment 
adviser, to assure, to the extent 
reasonable practicable, that the money 
market fund’s price per share remains 
stabilized at one dollar.33

Testimony by witnesses from the 
investment company industry presented 
at the hearings on the original 
applications for amortized cost 
valuation alleged that with the 
limitations on quality and length of 
maturity provided, short of 
extraordinarily adverse conditions in 
the market, a money market fund that is 
properly managed should be able to 
maintain a stable price per share.34The 
orders granting exemptive relief and this 
rule, which codifies those orders, are 
premised on that representation. 
Therefore, there is a strong presumption 
that if a money market fund relying on 
this rule is unable to maintain a stable 
net asset value per share, and this is not 
due to highly unusual conditions 
affecting the money markets in general, 
the board of directors has not fulfilled 
its obligation to ensure that the fund is 
properly managed.

Monitoring the Fairness of the 
Valuation or Pricing Method

In addition to the restrictions on the 
types of portfolio investments that may 
be made, the provisions of the proposed 
rule impose obligations on the board of 
directors to assess the fairness of the 
valuation or pricing method and take

“ The proposed rule mandates that the board act 
in some specific ways to fulfill its responsibility to 
ensure a stable price: having the fund maintain an 
appropriate dollar-weighted average maturity and 
permitting the fund to invest only in instruments 
which present a minimal credit risk and are of high 
quality. Thus, for example, it appears that the board 
of directors should, absent extenuating 
circumstances, cause the money market fund to 
dispose of any security as soon as practicable, 
should the quality of that instrument fall below 
"high quality.” See also footnote 17, supra.

“ Proceedings before the Securities and Exchange 
Commission in the Matter of InterCapital Liquid 
Asset Fund, Inc., et al., 3-5431, December 20,1978 at 
1414.
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appropriate steps to ensure that 
shareholders always receive their true 
proportionate interest in the money . 
market fund. Paragraph (a)(1) of the 
proposed rule provides that the board of 
directors of each money market fund 
relying on the rule must determine that, 
absent unusual circumstances, the 
valuation or pricing method selected 
will fairly reflect the value of each 
shareholder’s interest in the fund. That 
finding must be made prior to the 
implementation of the selected method, 
and the board must continue thereafter 
to believe that the method is fair.*5 
Moreover, the minutes should reflect the 
findings and include the factors that 
were considered by the board and the 
board’s analysis of those factors in 
reaching its conclusion. There would be 
an obligation on the board to 
discontinue the use of the selected 
valuation or pricing method if it ceased 
to reflect fairly each shareholder’s 
interest. In such case, the fund’s current 
price and net asset value per share 
would ordinarily have to be determined 
in conformance with the provisions of 
section 2(a)(41) of the Act and rules 2a-4 
and 22c-l thereunder.

In addition to the general obligation to 
assess the fairness of the valuation or 
pricing system, paragraph (a)(2)(ii) oT the 
proposed rule requires the boàrd of a 
money market fund relying on this rule 
and using the amortized cost method of 
valuation to adopt procedures to 
monitor the deviation between the per 
share net asset value based on the 
market value of the portfolio (“market- 
base value”) and the price per share 
computed from a net asset value per 
share calculated using the amortized 
cost valuation of the portfolio and to 
maintain a record of such review. The 
rule does not prescribe specific intèrvals 
for such monitoring; however, the board 
must select intervals that are reasonable 
in light of current market conditions. 
During periods of high market volatility, 
this requirement may necessitate that 
the deviation between such market- 
based value and price be monitored on a 
daily basis. During periods of lower 
volatility, it may be reasonable to 
monitor such deviation less frequently. 
The reviews should be frequent enough 
so that the board may become aware of 
changes in the market-based per share

“ This requirement was not explicitly listed as a 
condition of the prior exemptive orders; however, 
the obligation existed as a result of: (1) The general 
obligation of a board to value portfolio instruments 
at fair value, which would cause the net asset value 
per share to fairly reflect each shareholder's 
interest, and (2) the specific condition of the orders 
that required the board to take action to eliminate 
any potential for dilution or unfair results by taking 
corrective actions, which might include ceasing to 
use the amortized cost valuation method.

net asset value before they become 
material. In determining the market? 
based value of the portfolio for purposes 
of computing the amount of deviation, 
all portfolio instruments, regardless of 
their length of maturity, should be 
valued based upon market factors and 
not their amortized cost value.36

In the fund’s determination of the 
market-based value of each instrument, 
the Commission will not object if the 
fund, with the approval of its board, 
uses actual quotations or estimates of 
market value reflecting current market 
conditions chosen by the board in the 
exercise of its discretion to be 
appropriate indicators of value, or if the 
fund uses values obtained from yield 
data relating to classes of money market 
instruments by reputable sources, 
provided that certain minimum 
conditions are met. Any pricing system 
based on yield data for selected 
instruments used by a fund must be 
based upon market quotations for 
sufficient numbers and types of 
instruments to be a representative 
sample of each class of instrument held 
in the portfolio, both in terms of the 
types of instruments as well as the 
differing quality of the instruments. 
Moreover, the fund must periodically 
check the accuracy of the system. If the 
fund uses an outside service to provide 
this type of pricing for its portfolio 
instruments, it may not delegate to the 
provider of the service the ultimate 
responsibility to check the accuracy of 
the system.

The rule does not include a specific 
requirement that a money market fund 
using the penny-rounding method 
monitor the market-based value of its 
shares because such market-based 
valuation generally is itself the basis for 
the calcualtion of the per share net asset 
value upon which the price per share is 
computed. However, where a penny
rounding money market fund uses the 
amortized cost method to value portfolio 
instruments with remaining maturities of 
60 days or less,37 monitoring the 
deviation between the net asset value 
per share calculated using the market 
based value of all its portfolio 
instruments and its price per share may 
be necessary in order for the board to 
fulfill its responsibility to oversee the

“ Release 9786 set forth the Commission’s 
position that it would not object to a board of 
directors determining, in good faith, that it was 
appropriate for a money market fund to value 
securities with less than 60 days remaining until 
maturity at amortized cost, unless the particular 
circumstances dictate otherwise. The impact of that 
release was to obviate the necessity of exemptive 
relief for such valuation; that release, however, does 
not affect the monitoring procedures under this 
proposed rule.

37 See fpotnote 36, supra. ■

use of the penny-rounding method. If the 
price per shafe obtained through penny
rounding does not fairly represent each 
shareholder’s interest in the fund, the 
board is obligated to use another pricing 
system which does fairly reflect each 
shareholder’s interest. Particularly in a 
volatile market if a penny-rounding fund 
were to use amortized cost valuation for 
a material portion of its portfolio, 
monitoring of actual market values 
would be necessary in order for the 
board to make a determination 
regarding the current fairness of prices ■ 
obtained under the penny-rounding 
method. Moreover, the board’s 
obligation to assure that the money 
market fund is maintaining an 
appropriate dollar-weighted average 
maturity to ensure stability may require 
that the per share net asset value based 
Upon the market value of all the fund’s 
portfolio instruments be monitored in 
order for the board to make a 
reasonable determination whether the 
maturity must be changed to ensure 
stability. The money market fund should 
retain a written record of any 
monitoring and the frequency of such 
monitoring should be appropriate in 

„light of current market conditions.

Obligation o f the Board to Take Action 
to Stabilize Net A sset Value Per Share

Pursuant to paragraph (a)(2)(i) of the 
proposed rule, the board of directors of 
a money market fund using the 
amortized cost method must establish 
procedures reasonably designed, taking 
into account current market conditions 
and the fund’s investment objectives, to 
stabilize the fund’s per share net asset 
value at one dollar. While the proposed 
rule does not mandate the specific 
content of the procedures other than as 
set forth in paragraph (a)(2)(ii), 
described below, the procedures must 
be in writing (paragraph (a)(2)(v)) and 
should provide for action on the part of 
the investment adviser or the board of 
directors to ensure that the per share net 
asset value remains stable. Examples of 
types of procedures that boards may 
wish to consider adopting are: (1) “Early 
warning systems” whereby the board 
establishes a procedure requiring the 
investment adviser to inform the board, 
and the board to meet and consider 
what action is appropriate to take, 
whenever the per share net asset value 
of the fund, based upon market based 
valuations, falls below or rises above 
some predesignated level; and (2) 
procedures which require the 
investment adviser to modify its 
portfolio purchases in specified ways as 
market conditions change. AlthQugh the 
rule gives the board of directors some

/
A
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discretion regarding what types of 
procedures they wish to establish to 
ensure stability, the procedures adopted 
must satisfy the board’s responsibilities 
undertaken in connection with selecting 
the valuation method.

Paragraph (a)(2)(ii) of the proposed 
rule prescribes the minimum procedures 
that the board must adopt. These 
procedures include an obligation that, in 
the event that the deviation between 
market-based net asset value per share 
and amortized cost price exceeds 1/2 of 
1 percent, the board of directors will 
promptly consider what action, if any, 
should be initiated by the board.38 In 
fulfillment of that obligation, the 
Commission takes the position that it is 
inappropriate, and will not satisfy the 
condition, for the board of directors to 
determine that it need not take any 
action to stabilize the per share net 
asset value on the basis that the amount 
of deviation will be reduced over time 
by anticipated changes in the market or 
by the maturing of portfolio instruments. 
The Commission bases its position on 
the fact that the board has, by 
undertaking to establish procedures to 
stabilize the net asset value per share, 
obligated itself to take affirmative action 
to ensure stability. Because no one can 
know, with assurance, what will happen 
in the market in the future, or at what 
point the fund might experience a large 
increase in redemptions, the 
Commission believes that a decision not 
to take any action to reduce the 
deviation, based upon a believe that 
market action or maturation of portfolio 
instruments will reduce the deviation, is 
not an action reasonably designed to 
ensure stability.

The board is required additionally to 
take such action as it deems appropriate 
whenever it believes that the amount of 
deviation may result in material dilution 
or other unfair results to investors or 
existing shareholders.39 The rule neither

38 In determining whether the deviation exceeds 
1/2  of 1 percent, the market-based per share net 
asset value must be calculated to the nearest one- 
hundredth of a cent on a share value of one dollar 
with no rounding. Therefore, where a fund has an 
amortized cost price of $1.00, a market-based net 
asset value per share of .99500 would not be 
considered as exceeding the l /2  of 1 percent mark 
but a value of .99499 could not be rounded up and 
thus the deviation would be considered to exceed 
this benchmark.

39 It should be noted that this requirement of the 
rule does not depend upon a determination that the 
deviation w///result in material dilution, only that it 
may. Because the Commission deems a deviation of 
1/2 of 1 percent to be a material amount, under all 
but highly unusual circumstances, the Commission 
would find that a deviation exceeding 1 /2  of 1 
percent may result in material dilution or other 
unfair results to shareholders. Thus, it is unlikely 
that a board of directors could, in conformance with 
the provisions of the rule, make a finding that no 
action was necessary when the deviation reached

specifies what actions the board must 
take, or lists, as orders of exemption 
have, possible courses of action. 
However, there are a variety of methods 
to reduce the deviation, including: 
adjusting dividends; selling portfolio 
instruments prior to maturity to realize 
capital gains or losses or to shorten the 
average portfolio maturity of the money 
market fund; or redeeming shares in 
kind.40

In any event, as provided in 
paragraph (a)(1) of the proposed rule, if 
the board were ever to determine that 
the deviation was such that it could no 
longer conclude that the amortized cost 
price fairly reflected the value of each 
shareholder’s interest in the fund, 
because of the possibility of dilution or 
other unfair results, it would have to 
discontinue use of the amortized cost 
method of valuation and calculate its 
price per share in accordance with the 
provisions of the Act and rules 
thereunder.41 It should be noted, 
however, that the board of directors 
must undertake, as a fiduciary duty, the 
responsibility of establishing procedures 
designed to preclude the necessity for 
such a switch in valuation methods.

Although the proposed rule does not 
prescribe the specific actions that the 
board of directors of a fund using the 
penny-rounding method must take at a 
given time to assure that the price per 
share does not fluctuate, the rule 
explicitly imposes an obligation on the 
board to operate the fund in such a 
manner and, therefore, take action, to 
preclude a change in the price per share. 
As the net asset value per share begins 
to move away from one dollar, the 
board should consider, among other 
things, altering the average portfolio 
maturity or the quality of instruments 
purchased to stablize the current price 
per share at one dollar.

With the penny-rounding method, if 
the net asset value42 ever fell below 
.9950 or rose above 1.0050, the fund

that level. Moreover a board may find that the 
possibility of material dilution exists when the 
deviation is less than 1 /2  of 1 percent. In such an 
event, the board would also be obligated to take 
corrective action.

40 The Commission is not proposing to codify such 
examples in order to avoid any implication that 
other actions would be inappropriate.

41 Even without this provision of the rule, the 
board of directors has an obligation to discontinue a 
pricing method that does not fairly reflect the value 
of the fund’s securities. As set forth in Release 9786, 
section 2(a)(41) requires the board of directors to 
value the fund’s assets at fair value as determined 
in good faith.

42The net asset value must be calculated using 
market-based values for all instruments other than 
those with less than 60 days until maturity, which 
generally may be valued at amortized cost, unless 
particular circumstances dictate otherwise. See 
footnote 36, supra.

would have to change its price per share 
to .99 or 1.01, respectively, or would 
have to cease to use the penny-rounding 
method and calculate its price to at least 
a tenth of a cent. However, under the 
conditions of the proposed rule, a fund 
may have to so adjust its price under 
another circumstance. As noted in 
Release 9786, a fund using penny
rounding may, if the board deems it 
appropriate, value portfolio securities 
with less than 60 days until maturity at 
amortized cost. If the deviation between 
the amortized cost value of those 
securities and their current market value 
were such that the per share net asset 
value of all the fund’s portfolio, rounded 
to the nearest cent, did not fairly reflect 
each shareholder’s interest in the fund, 
then pursuant to paragraph (a)(1) o f the 
rule the fund would have to cease to 
price its shares at one dollar.

R ecord o f Actions Taken to Stabilize 
Price

Under paragraph (a)(2)(v) of the 
proposed rule a money market fund 
using the amortized cost method must 
maintain a written record that 
documents the board’s compliance with 
its obligation to consider and take 
action where mandated. The rule 
provides that the documentation, which 
should include a discussion of all 
instances where the board considered 
whether action should be taken and 
what actions were initiated, must be 
included in the minutes of the board of 
directors’ meetings and must be 
preserved for six years. Such 
documentation must also be made 
available for inspection by the staff of 
the Commission. In addition, pursuant to 
paragraph (a)(2)(vi), if any action is 
taken pursuant to paragraph (a)(2)(ii)(B) 
of the rule the board of directors shall 
cause the fund to file quarterly, as an 
attachment to Form N-lQ , a statement 
describing with specificity the 
circumstances surrounding the action 
and the nature of action taken. This 
provision of the proposed rule is a slight 
departure from the existing orders in 
that it requires funds to make a filling 
only if some action was taken.43 The 
Commission believes that the modified 
filing requirement, in conjunction with 
the board’s monitoring, will provide 
adequate controls over the use of the 
amortized cost valuation method and is 
in accord with the purposes of new

"T h e  existing orders require a quarterly filiqg 
stating whether or not any action was taken. In 
order to eliminate differential treatment, the 
Division will not recommend that the Commission 
take any action against a fund if it continued to rely 
on its individual exemptive order but followed the 
N -lQ  reporting requirement contained in the rule.
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provisions regarding the filing of N -lQ ’s 
and the reduced paperwork burdens 
thereof.44
Regulatory Flexibility Act Certification

Pursuant to section 605(b) of the 
Regulatory Flexibility Act, 5 U.S;G. 
605(b), the Chairman of the Commission 
has certified that the rule proposed 
herein will not, if promulgated, have a 
significant economic impact on a 
substantial number of small entities.
This certification, including the reasons 
therefor, is attached to the release.
Text of Proposed Rule

It is proposed that Part 270 of Chapter 
II of Title 17 of the Code of Federal 
Regulations be amended by adding new 
§ 270.2a-7, as follows:

PART 270—RULES AND 
REGULATIONS, INVESTMENT 
COMPANY ACT OF 1940
§ 270.2a-7 Use of the amortized cost 
valuation and penny-rounding methods by 
certain money market funds.

(a) The current price per share, for 
purposes of distribution, redemption and 
repurchase, of any redeemable security 
issued by a registered investment 
company (hereinafter referred to as a 
money market .fund), notwithstanding 
the requirements of section 2ia)(4l) of 
the Investment Company A ctof 1940 (15
U.S.C. 80a-2(a)(41)) and of rule 2a-4 (17 
CFR 270.2a-4) and rule 22c-l (17 CFR 
270.22c-l) thereunder, may be computed 
either by use of the amortized cost 
method of valuation or by use of the . 
penny-rounding method of pricing; 
Provided, That:

(1) The board of directors of the 
money market fund (trustees in the case 
of a trust) determines, in good faith 
based upon a full consideration of all 
material factors, that, absent unusual 
circumstances, the valuation or pricing 
method selected will fairly reflect the 
value of each shareholder’s interest in 
the money market fund 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 value of each shareholder’s interest; 
and either

(2) In the case of a money market fund 
using the amortized cost method of 
valuation:

(i) In supervising the money market 
fund’s operations and delegating special 
responsibilities involving portfolio 
management to die money market fund’s

44 See Securities Act Release No. 6366 (December 
16,1961), 46 FR 62246 (December 23,1981).

investment adviser, the money market 
fund's board of directors (trustees) 
undertakes—as a particular 
responsibility within the overall duty of 
care owed to its shareholders—to 
establish 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 one dollar,

(ii) Included within the procedures to 
be adopted by the board of directors 
(trustees) shall be the following:

(A) Review by the board of directors 
(trustees), as it deems appropriate and 
at such intervals as are reasonable in 
light of current market conditions, to 
determine the extent of deviation, if any, 
of the current net asset value per share 
as determined by using available market 
quotations from the money market 
fund’s amortized cost price per share, 
and maintenance of records of such 
review.

(B) In the event such deviation from 
the money market fund’s amortized cost 
price per share exceeds V2 of 1 percent, 
a requirement that the board of directors 
(trustees) will promptly consider what 
action, if any, should be initiated by the 
board of directors (trustees), and

(C) Where the board of directors 
(trustees) 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 take such action as 
it deems appropriate to eliminate or 
reduce to die extent reasonably 
practicable such dilution or unfair 
results;

(iii) The money market fund will 
maintain a dollar-weighted average 
portfolio maturity appropriate to its 
objective of maintaining a stable net 
asset value per share; Provided, 
however, That the money market fund 
will not (A) purchase any instrument 
with a remaining maturity of greater 
than one year, or (B) maintain a dollar- 
weighted average portfolio maturity 
which exceeds 120 days;

(iv) The money market fund will limit 
its portfolio investments, including 
repurchase agreements, to those United 
States dollar-denominated instruments 
which the board of directors (trustees) 
determines present minimal credit risks 
and which are of “high quality” as 
determined by any major rating service, 
or in the case of any instrument that is 
not rated, of comparable quality as

determined by the board of directors 
(trustees);

(v) The money market fund will 
record, maintain, and preserve 
permanently in an easily accessible 
place a written copy of the procedures 
(and any modifications thereto) 
described in paragraph (a)(2)(i) above 
and the money market fund will record, 
maintain, and preserve for a period of 
not less than six years (the first two 
years in an easily accessible place) a 
written record of the board of directors’ 
(trustees’) considerations and actions 
taken in connection with the discharge 
of its responsibilities, as set forth above, 
to be included in the minutes of the 
board of directors’ (trustees’) meetings. 
The documents preserved pursuant to 
this condition 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)); and

(vi) If any action was taken pursuant 
to paragraph (a)(2)(ii)(C) above, the 
money market fund will file a statement 
describing with specificity the nature 
and circumstances of such action within 
30 days after the close of each calendar 
quarter during which such action was 
taken; or

(3) In the case of a money market fund 
using the penny-rounding method of 
pricing:

(i) 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 (trustees) 
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 cent, will not 
deviate from one dollar;

(ii) The money market fund will 
maintain a dollar-weighted average 
portfolio maturity appropriate to its 
objective of maintaining a stable price 
per share; Provided, however, That the 
money market fund will not (A) 
purchase any instrument with a 
remaining maturity of more than one 
year, or (B) maintain a dollar-weighted
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average portfolio maturity which 
exceeds 120 days; and

(iii) The money market fund will limit 
its portfolio investments, including 
repurchase agreements, to those United 
States dollar-denominated instruments 
which the board of directors (trustees) 
determines present minimal credit risks, 
and which are of “high quality” as 
determined by any major rating service 
or, in the case of any instrument that is 
not ratted, of comparable quality as 
determined by the board of directors 
(trustees).

(b) Definitions. (1) The "amortized 
cost method of valuation” is the method 
of calculating an investment company’s 
current net asset value whereby 
portfolio securities are valued by 
reference to the fund’s acquisition cost 
as adjusted for amortization of premium 
¿or accumulation of discount rather than 
by reference to their value based on 
current market factors.

(2) The “penny-rounding method of 
pricing” is the method of computing an 
investment company’s price per share 
for purposes of distributing, redemption 
and repurchase whereby the current net 
asset value per share is rounded to the 
nearest one cent based on a share value 
of one dollar.

(3) The maturity of an instrument shall 
be deemed to be the period remaining 
until the date noted on the face of the 
instrument as the date on which the 
principal amount owed must be paid, 
except that:

(i) If the board of directors (trustees) 
has determined that whenever a new 
interest rate on a variable or floating 
rate instrument is established it will 
then cause the instrument to have a 
current market value which 
approximates its par value, (A) an 
instrument that is issued or guaranteed 
by the United States government or any 
agency thereof which has a variable rate 
of interest readjusted no less frequently 
than annually may be deemed to have a 
maturity equal to the period remaining 
until the next readjustment of the 
interest rate; (B) an instrument which 
has a demand feature that entitles the 
holder to receive the principal amount of 
such instrument upon no more than 
seven days’ notice and which has a 
variable rate of interest may be deemed 
to have a maturity equal to the longer of 
the period remaining until the interest 
rate will be readjusted or the period 
remaining until the principal amount 
owed can be recoverd through demand, 
Provided That the board of directors 
(trustees) determines no less frequently 
than quarterly that the instrument is of 
high quality; (C) an instrument which 
has a variable rate of interest may be 
deemed to have a maturity equal to the

period remaining until the next 
readjustment of the interest rate, 
Provided That the period remaining until 
the date noted on the face of the 
instrument as the date on which the 
principal amount owed must be paid is 
one year or less; (D) and instrument 
which has a demand feature that 
entitles the holder to receive the 
principal amount of such instrument 
upon no more than seven days’ notice 
and which has a floating rate of interest 
may be deemed to have a maturity equal 
to the period of time remaining until the 
principal amount owed can be 
recovered through demand, Provided 
That the floating interest rate is adjusted 
concurrently with any change in an 
identified market interest rate to which 
it is pegged and the board of directors 
(trustees) determines (1) that such 
floating rate feature will ensure that the 
market value of such instrument will 
always approximate its par value, and
(2) no less frequently than quarterly that 
the instrument is of high quality; and

(ii) A repurchase agreement of 
portfolio instrument lending agreement 
may be treated as having a maturity 
equal to the period remaining until the 
agreement is to be executed.

(4) “One year” shall mean 365 days 
except in the case of an instrument that 
was originally issued as a one year 
instrument but had up to 375 days until 
maturity one year shall mean 375 days.
(Sec. 6(c) (15 U.S.C. 8Oa-0(c)), 22(c) (15 U.S.C. 
80a-22(c) and 38(a) (15 U.S.C. 80a-37(a)) of 
the Act)

By the Commission.
George A. Fitzsimmons,
Secretary.
February 1,1982.

Regulatory Flexibility Certification
I, John S. R. Shad, Chairman of the 

Securities and Exchange Commission, hereby 
certify pursuant to 5 U.S.C. 605(b) that 
proposed rule 2a-7 under the Investment 
Company Act of 1940 [15 U.S.C. 80a-l et 
seq.], set forth in Investment Company Act 
Release No. IC-12206, if promulgated, will not 
have a significant economic impact on a 
substantial number of small entities. The 
reason for this certification is that the 
proposed rule provides an exemption from 
certain of the Investment Company Act’s 
provisions for certain investment companies 
and therefore will reduce or have no effect on 
the costs involved in preparing and filing 
documents with the Commission.

Dated: January 29,1982.
John S. R. Shad,
Chairman.
[FR Doc. 82-3160 Filed 2-4-82; 8:45 am]

BILLING CODE 8010-01-M

DEPARTMENT OF ENERGY
Federal Energy Regulatory 
Commission
18 CFR Part 290 
[Docket No. RM82-13]

Collection of Cost of Service 
Information
a g e n c y : Federal Energy Regulatory 
Commission, DOE.
ACTION: Notice of inquiry.

SUMMARY: The Federal Energy 
Regulatory Commission requests 
comment on the use of the data filed by 
electric utilities under section 133 of (he 
Public Utility Regulatory Policies Act of 
1978 and whether the data reported is 
duplicative of other Federal and state 
reports. Interested parties are also 
invited to suggest alternatives to, or 
revisions of, the regulations which 
would carry out the purpose of section 
133 in a less burdensome manner.
DATE: Comments must be filed by not 
later than March 31,1982.
ADDRESS: An original and fourteen 
copies of all comments to: Secretary, 
Federal Energy Regulatory Commission, 
825 North Capitol Street, NE., 
Washington, D.C. 20426. (Reference 
Docket No. RM82-13.)
FOR FURTHER INFORMATION CONTACT: 
Daniel G. Lewis, Office of Electric 

Power Regulation, Federal Energy 
Regulatory Commission, 825 North 
Capitol Street, NE., Washington, D.C. 
20426, (202) 376-9227 

Michael R. Postar, Office of the General 
Counsel, Federal Energy Regulatory 
Commission, 825 North Capitol Street, 
NE., Washington, D.C. 20426, (202) 
357-8033

SUPPLEMENTARY INFORMATION:
Issued: January 29,1982.

In the matter of collection of cost of 
service information Under section 133 of 
the Public Utility Regulatory Policies Act 
of 1978 (Docket No. RM82-13), notice of 
inquiry.

By this Notice, the Federal Energy 
Regulatory Commission (Commission) is 
soliciting information relating to its 
regulations (18 CFR Part 290) that 
implement section 133 of the Public 
Utility Regulatory Policies Act of 1978 
(PURPA) *. Comments are requested on:
(1) The use of the data collected and 
reported under those regulations; (2) 
whether those regulations duplicate 
other Federal and state reporting 
requirements; and (3) suggested 
alternatives to, or revisions of, the 
regulations which would carry out the

*10 U.S.C. 2601-2645 (1978).


