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Securities and Exchange Commission (“SEC”) announces
the new ruling for 2a-7 money market funds (“MMFs”)
The new ruling announced this week by the SEC relates purely to MMFs that are domiciled in the US, not to International or
“offshore” MMFs in USD or other currencies, including in Europe. The SEC ruling is the first of two regulatory announcements
that we expect, with the second one being proposed by the European Commission in respect of the regulation of European
domiciled MMFs which we expect to be announced next year.
After four years of consultation on further reform of US 2a-7

Definition - (may define as having a social security number

MMFs, the SEC has announced its new ruling after a 3-2 vote in

(SSN) or in some other way), so the exemption wouldn’t

favour of the regulation by the SEC Commissioners.

apply to pension funds for example, but defined contribution

We are pleased to see that the SEC has adopted some of the
reforms that we have promoted, such as liquidity fees, that we
believe will allow 2a-7 MMFs to treat all clients fairly during a
period of market stress or stress on an individual fund.
Following the confirmation of the SEC’s new ruling we will be

plans (e.g. 401(k), 529, HSAs, education savings accounts,
etc) probably get the relief
`` 2a-7 Retail MMFs are required to have the ability to apply a
liquidity fee* and redemption gate*

working closely with you to discuss the implications of the new

Government and Treasury 2a-7 MMFs

regulation that we believe are most impactful for investors in

`` Government and Treasury 2a-7 MMFs are not required

MMFs. We look forward to working with you to navigate through

to convert to a floating NAV and can continue to seek to

and prepare for the implementation of the new regulations in 2

maintain a constant NAV and use amortised cost accounting.-

years’ time.

Government and Treasury 2a-7 MMFs are not required to

The new ruling announced on 23 July 2014 by the SEC for US

have the ability to apply a liquidity fee or redemption gate.

domiciled MMFs is the first of two regulatory announcements
that we expect, with the second one being in respect of the
regulation of European domiciled MMFs which we expect to be

An individual 2a-7 MMF Board may apply a liquidity fee or
redemption gate if it deems appropriate

announced next year.

Transition Period

The following are the key parts of the new rules for 2a-7 MMFs

`` A transition period of 2 years has been announced to allow

that the SEC has adopted:

Prime Institutional and Municipal
2a-7 MMFs
`` Mandatory conversion to a floating NAV with the price
calculated to 4 decimal places. All assets with a maturity >60
days must be marked to market daily
`` 2a-7 Prime Institutional and Municipal MMFs are required to
have the ability to apply a liquidity fee* and redemption gate*

2a-7 MMF providers, suppliers and investors to prepare
themselves for the new regulation

Tax Clarification
`` The SEC confirmed at its open public meeting to announce
the new regulation that the US Treasury and Internal Revenue
Service (“IRS”) would announce a new ruling for floating NAV
MMFs in relation to tax reporting. The new ruling is intended
to reduce the tax reporting burden on investors in floating
NAV 2a-7 MMFs

Retail Exemption

Other announcements

`` 2a-7 MMFs whose investor base is “retail” are not required

`` The SEC also announced new rulings for 2a-7 MMFs in

to convert to a floating NAV and can continue to seek to

relation to issuer diversification rules, further transparency,

maintain a constant NAV and use amortised cost accounting.

enhanced stress testing and a new public comment on the

“Retail” investors are defined using a Natural Person

removal of references to Credit Rating Agencies in rule 2a-7

* Liquidity fees

* Redemption gates

`` The decision to apply a liquidity fee will be at the discretion of

`` The decision to apply a redemption gate will be at the

the Board of Directors who must consider whether imposing
the liquidity fee is in the best interests of the fund

discretion of the Board of Directors
`` The Board of Directors must decide whether to apply a

`` If a MMF’s level of “weekly liquid assets” falls below 30% of
its total assets (the regulatory minimum), the money market
fund’s board would be permitted to impose a liquidity fee of
up to 2% on all redemptions

redemption gate if the weekly liquidity asset level drops
below 30%
`` If a redemption gate is applied by the Board of Directors it
can remain in place for a maximum of 10 business days in

`` If a MMF’s level of weekly liquid assets falls below 10

any 90 day period

percent, the money market fund would be required to
impose a liquidity fee of 1% on all redemptions, although the
Board of Directors retain the discretion to determine whether
imposing the fee is in the best interests of the fund and the

`` If the weekly liquidity “trigger” is met and the Board of
Directors decides not to apply a liquidity fee or redemption
gate it must report its decision

appropriate level of the fee (up to a maximum of 2%)
`` If a liquidity fee is applied by the Board of Directors it can be
lifted if the level of one week liquidity in the MMF returns to
30% or greater
`` If the weekly liquidity “triggers” are met and the Board of
Directors decides not to apply a liquidity fee or redemption
gate it must report its decision
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