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determining the number of requisite NRSROs to make minimal credit risk determinations under
the rule and may foster competition among credit rating agencies to develop a specialized service
of providing short-term ratings to money market funds.

Additionally, the Commission has proposed changing the requirement for credit
reassessment from any time that the fund's adviser becomes aware of a downgrade below the
second highest short-term rating category to any time that the fund's adviser becomes aware of a
downgrade below the highest short-term rating category.34 Consistent with the comments above
regarding the importance of retaining the ability of money market mutual funds to purchase
second tier securities, Fidelity does not support this change.

Finally, Fidelity reiterates its prior view, as expressed to the Commission in a 2008
comment letter on the Proposed Amendment to References to Ratings of Nationally Recognized
Statistical Rating Organizations, that the Commission should retain references to NRSROs in
Rule 2a-7.35

E. Stress Testing

The Commission has proposed a new requirement under Rule 2a-7 that written
procedures shall provide for periodic stress testing of money market mutual funds. Fidelity
generally supports the inclusion of a mandatory stress test in the rule. We believe, however, that
the fund's adviser, not the fund's board, is best positioned to determine the frequency of and
criteria involved in stress testing. In response to questions posed by the Commission, Fidelity
does not support different stress test requirements for particular types of funds or a connection
between stress test results and liquidity requirements. As the Commission noted in the Release,
stress testing is an industry best practice based on a variety of hypothetical events. Thus, the
results of stress tests should not drive regulatory requirements.

F. Asset Backed Securities

The Commission requests comment on whether to address risks associated with asset
backed securities. Fundamental to the analysis of whether an asset backed security represents
minimal credit risk is an evaluation of the sources of liquidity available to repay the security
when due. Examples of sources of liquidity that appropriately should be considered in making a
minimal credit risk determination include third party committed liquidity facilities and the cash
flows generated by the underlying assets. Taken alone, neither an issuer's sale of underlying

34 Money Market Fund Refonn, 74 Fed. Reg. at 32698 and Proposed Rule 2a-7(c)(7).
35 See Comment letter of Fidelity Management & Research Company (August 29,2008) available at
http://sec.gov/comments/s7-19-08/s71908-14.pdf.
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assets at market value nor its continued access to the market to issue new securities is sufficient.
The Commission could consider requiring that, in order to be an Eligible Security, an issuer of an
asset backed security cannot rely solely on the sale of assets at market value or continued market
access.

The Commission has also requested comment as to whether asset backed securities
should be subject to unconditional demand features to be eligible for purchase. Such a
requirement would have a significant negative impact on many sectors of the asset backed
securities markets. First, requiring unconditional demand features may eliminate the tender
option bond market which is a significant investment sector for tax-exempt municipal money
market funds. For tender option bond issuers to pass through tax-exempt interest to the funds,
the tax rules require that the demand feature be conditional. Similarly, many multi-seller asset­
backed commercial paper programs are supported by conditional demand features that provide
liquidity to the issuer for perfonning assets. The capital charge for a conditional demand feature
is 10% of that for a similar unconditional demand feature, even if the conditions are quite remote
such as the bankruptcy of a special purpose, bankruptcy remote issuer. Thus, a requirement that
all demand features be unconditional would adversely alter the underlying economics ofasset
backed securities as a funding source. This would likely result in lower issuance of asset backed
securities and higher costs of funding for corporate and government borrowers.

III. ADDRESSING THE OPERATIONAL IMPACTS OF PROPOSED CHANGES

A. Disclosure of Portfolio Information

The Commission has proposed to require money market mutual funds to provide a
schedule of investments monthly on the second business day after each month-end.36 Fidelity
supports the Commission's effort to provide greater transparency of money market mutual funds'
portfolio holdings, and a monthly posting of portfolio holdings to a website will provide
shareholders timely access to such infonnation.37 However, it will be difficult for money market
mutual funds to produce reports within two days that are easy for shareholders to read and
understand. Additionally, the two-day requirement could impose significant costs on money
market mutual fund advisers because of system enhancements and additional personnel that

36 Money Market Fund Refonn, 74 Fed. Reg. at 32709 and Proposed Rule 2a-7(c)(12).
37 Fidelity believes that this requirement should be limited to money market mutual funds that are registered under
the Securities Act of 1933. Certain registered investment companies that are not registered under the Securities Act
of 1933, known as central funds, are not held by individual investors. Thus, there is no advantage to shareholders in
requiring portfolio holdings of these money market mutual funds. Extension of this requirement to central funds
would impose significant costs on advisers with no benefit to shareholders.
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would be required to review some of the manual processes that would be needed. 38 Fidelity
believes that five business days will allow sufficient time for funds to prepare clearer reports to
shareholders, with limited added expense.

The value of these reports will be enhanced if the format is simple and consistently
applied across all money market mutual funds. Such a presentation would allow shareholders to
compare different funds within a mutual fund complex, as well as across fund families. Rather
than the burdensome requirements of Regulation S-X, Fidelity suggests that the Commission
mandate disclosure of five fields for each security:

• issuer;
• security description;
• principal amount of the security;
• current amortized cost; and
• CUSIP (if available).

Additionally, Fidelity believes that certain information about portfolios should be disclosed to
assist investors when comparing money market mutual funds:

• Portfolio Weighted Average Maturity; and
• Portfolio Weighted Average Life.

Fidelity does not believe that these disclosures should be subject to the requirements of
Regulation S-X, as the Commission has proposed. No other web postings are subject to
Regulation S-X, so this new rule would impose a significant additional burden. Certain
disclosures required by Regulation S-X, specifically restricted securities and detailed information
regarding repurchase agreement counterparties and collateral, are based on information typically
contained across multiple systems.

Finally, the Commission has proposed that each fund maintain the monthly holdings on
its website for twelve months.39 The maintenance of multiple months of data on the website
would be very costly. Because shareholders may be looking for current information on a timely
basis, the current month's holdings are the most relevant. Therefore, Fidelity recommends that
the Commission eliminate the requirement to maintain holdings on websites for 12 months.
Previous months' data could be made available to shareholders upon request.

38 Fidelity estimates that its cost for the two-day reporting requirements will approximate $1.5 million initially and
$220,000 for ongoing costs each year.
39 Proposed Rule 2a-7(c)(12).
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B. Reporting to the Commission on Form N-MFP

The Commission is proposing to require money market mutual funds togrovide the
Commission a monthly electronic filing of more detailed portfolio information. 0 Fidelity
requests some modifications and clarifications to this rule. First, we question whether the
benefits of the requirement to file the requested information within two business days after the
end of the month outweigh the costs. We believe that a more reasonable time frame is 15
business days. The information requested is maintained on multiple systems within Fidelity and
to combine the information under a comprehensive control environment, including reviews,
requires more than two business days. Providing this information on a more accelerated basis
would require significant system enhancements and additional personnel for review. Just to meet
the IS-day business day lag reporting requirement, Fidelity estimates that its cost to implement
these system enhancements is approximately $500,000 with an ongoing annual cost of
approximately $20,000. lfthis requirement is adopted, implementation is expected to take at
least six months.

Second, we are opposed to the Commission's proposal to make the information reported
to the Commission available to the public.41 Given the volume of information required by the
Commission, and the relatively technical nature of the data, Fidelity is concerned that investor
confusion will result. The new website holdings requirement, along with the additional portfolio
information Fidelity has suggested, will provide improved and sufficient transparency for money
market mutual fund shareholders. As discussed below in greater detail, Fidelity is strongly
opposed to the disclosure of the market value pricing of a portfolio or securities in Form N-MFP
or any other forum. 42

Third, Fidelity suggests modifications to the required data fields in Form N-MFP, as
detailed below:

• Items 12, 13, 14, 37 and 39 - total dollars should be provided to the nearest cent,
as is the convention with monetary information;

• Item 20 - the requirement for ClK number ofthe issuer should be eliminated
because this is not a widely used identifier for money market instruments;

• Item 26 - the disclosure of the credit rating should be clarified to be the credit
rating of the security or the issuer of the security, as applicable; and

40 Money Market Fund Reform, 74 Fed. Reg. at 32710.
41 Money Market Fund Reform, 74 Fed. Reg. at 32710.
42 See infra discussion at section IV.B.
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• Item 38 - information regarding the Level of the securities should be provided at
an aggregate level as required by FAS 157, as amended, not at a security level.

In addition, it would be helpful ifthe Commission were to provide further guidance in its final
release as to what explanatory notes (Item 40) may be required. Lastly, Fidelity believes that a
format with standardized fields such as XBRL may provide more benefit to the Commission by
allowing for more comparative analysis than would be available with the proposed XML format.

C. Amendment to Rule 30bl-5

As part of the changes relating to the reporting requirements, the Commission has
proposed amending Rule 30bl-5 under the Investment Company Act to exempt money market
mutual funds from the requirement to file their schedules of investments pursuant to Item 1 of
Form N_Q.43 Fidelity does not support this proposed amendment. Rather, Fidelity believes that
the Commission should keep the current requirements of Form N-Q for money market mutual
funds.

The Commission also seeks comment on whether to apply the certification requirements
of Rule 30a-2 under the Investment Company Act to the proposed Form N-MFP. 44 Fidelity
opposes the extension of the certification requirements to Form N-MFP, which is to be filed
much sooner after the close of a period than Form N-Q. The current requirement that a Form N­
Q be filed not later than 60 days after the close of the fiscal quarter covered by the report
provides certifying officers sufficient time to complete the certification process for a report.
During this time period, a certifying officer must review a report, complete an analysis of any
potential control deficiencies in the fund's internal control over financial reporting and disclosure
controls and procedures, as well as conclude on the effectiveness of the disclosure controls and
procedures.

Requiring monthly Form N-MFPs to be certified would significantly increase the number
of certified reports filed with the Commission annually by a money market mutual fund from
four to 14 per year (assuming these funds are exempt from filing reports on Form N-Qs). For
Fidelity's money market mutual funds, this would increase the number of certifications by 390
annually.

43 Money Market Fund Refonn, 74 Fed. Reg. at 32712.
44 Money Market Fund Refonn, 74 Fed. Reg. at 32712.
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D. In-Kind Redemptions

The Commission seeks comment on requiring money market mutual funds to satisfy
redemption requests in excess of a certain dollar amount through in-kind redemptions.45 In light
of the potential difficulties involved with delivering underlying money market fund investments
in-kind, Fidelity opposes any mandatory in-kind redemption requirement.

IV. PRESERVING THE INTEGRITY OF MONEY MARKET MUTUAL FUNDS

Fidelity believes it is critical that the financial services industry, regulators and policy
makers work together to arrive at the right answers for improving the resilience of money market
mutual funds while, at the same time, preserving the key investment features so many money
market mutual fund shareholders rely upon -- most especially the stable $1.00 net asset value
("NAV").

A. Floating NAV

Fidelity strongly opposes the concept of introducing a floating NAV for money market
mutual funds, for a number of reasons. First, we do not believe that a floating NAV would
reduce systemic risk. Some have suggested that in a period of market turmoil, funds with
floating NAVs would be at lower risk of significant redemptions from shareholders. We are not
aware of empirical evidence to s~port this belief. In fact, a floating NAV would potentially
destabilize a large ($3.6 trillion)4 and important segment of the financial markets.

Money market mutual fund shareholders do not favor a floating NAV. Retail and
institutional investors rely on money market mutual funds as a low-cost, convenient and reliable
cash management tool. Fidelity's internal research shows that a large number of money market
mutual fund shareholders, particularly institutional shareholders, would redeem holdings in these
funds if they adopted a floating NAV. In a survey of retail money market investors, 33% of
respondents indicated that they would withdraw some, most or all of their money from money
market mutual funds if a floating NAV were adopted.47 In the same survey, 69% of institutional
investors said that they would either stop using or decrease their use of money market mutual
funds if a fluctuating NAV were adopted. Only 4% of institutional customers favored such a
proposa1.48

45 Money Market Fund Reform, 74 Fed. Reg. at 32718-9.
46 See supra note 3.
47 See supra note 7 for a description of the survey.
48 When asked in an investor survey why they used money market mutual funds, 52% of retail customers responded
that money market mutual funds are part of an overall asset allocation strategy and 39% named money market
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Second, a floating NAV would limit the availability of short-term funding for
governments and corporations resulting in potential unforeseen consequences for the economy.
As the Commission notes in the Release, money market mutual funds serve as a reliable source
of direct, short-term financing for the U.S. Government, domestic and foreign banks, financial
and non-financial corporations, and municipal issuers (including state and local governments as
well as universities and hospitals).49 The decrease in investor demand for money market mutual
funds likely to result from moving to a floating NAV would significantly limit the availability of
this important short-term funding, which could have negative impacts across the U.S. and global
economIes.

Finally, a floating NAV would impose a variety of burdens on shareholders and
customers, which would contribute to more shareholders exiting money market mutual funds.
As the Commission notes in the Release, "a stable net asset value per share creates certain
administrative, tax, and cash management conveniences for fund investors.,,5o With a floating
NAV, investors could expect new tax and record-keeping requirements, especially for those
shareholders who write checks from a money market mutual fund. Moreover, moving to a
floating NAV would limit the number of available investment product options, resulting in
higher costs and lower returns for investors. Additionally, under many state laws and regulations,
municipalities, insurance companies and others are authorized to invest in money market mutual
funds only if the funds maintain a stable NAV. Sponsors of 401(k) plans also may be reluctant
to include non-stable NAV money market mutual funds as an investment option in group
retirement plans.

B. Disclosure of Market Value NAV

The Commission also seeks comment on whether money market mutual funds should
disclose market-based net asset value per share and the market based prices of their portfolio
securities as part of the proposed requirements relating to website posting of portfolio holdings.5\
Fidelity strongly opposes the public disclosure of market value per share of portfolios or market
value prices of securities. It is a fund board's responsibility to monitor market value NAV, and
Fidelity believes that a fund's board should review market value per share pricing on a regular
basis and when certain pre-determined thresholds are reached.

mutual funds as a parking place for when you move money in and out of investments. Eighty-four percent of
institutional customers named daily liquidity as their top reason for using money market mutual funds followed by
75% listing safety of principal as a use. See supra note 7.
49 Money Market Fund Reform, Fed. Reg. at 32689.
50 Money Market Fund Reform, 74 Fed. Reg. at 32718.
51 Money Market Fund Reform, 74 Fed. Reg. at 32709-10.
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Fidelity believes that shareholders and the general public should not receive market value
per share pricing or security market value pricing because of potential unintended consequences.
Disclosing any price per share other than $1.00 will create significant investor confusion and
lead to a loss of investor confidence. As a result, disclosure of market value NAV could lead to
market instability. Market participants, including the media, may erroneously think that a fund
with a market value per share price of $0.9999 has "broken the buck" leading to unnecessary
redemption requests from money market mutual funds. Furthermore, the Commission has
provided no evidence of benefit to shareholders by disclosing market value information. If there
is concern about protection of investors, the answer is to tighten the portfolio maturity and
portfolio quality standards in Rule 2a-7 rather than disclosing a net asset value per share other
than $1.00.

* * * * *

We would like to thank the Commission for considering our comments. Please contact
me should you have any questions regarding this letter.

2'rW
Scott C. Goebel

cc: The Honorable Mary L. Schapiro, Chairman
The Honorable Kathleen L. Casey, Commissioner
The Honorable Elisse B. Walter, Commissioner
The Honorable Luis A. Aguilar, Commissioner
The Honorable Troy A. Paredes, Commissioner

Andrew J. Donahue, Director, Division ofInvestment Management
Robert E. Plaze, Associate Director, Division of Investment Management
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APPENDIX A

Estimated basis point impact of the Commission's proposed rule changes on a general
purpose funds2

o

2-6
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1-3
1-3
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Non-Rated Fund
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15-20
2-6
5-10
1-3
2-4

25-43

Retail
Fund

o
2-4
2-6
5-10
1-3
4-8

14-31

Estimated basis point impact of Fidelity's recommendations on a general purpose funds4

0 0

12-17 12-17 2-4

0 0 0

0 0 0
1-3 1-3 1-3
0 0 0

13-20 13-20 3-7

52 This analysis reflects the impact on a hypothetical general purpose taxable money market mutual fund that is
positioned at the extreme end of permissible or practical limits. This hypothetical fund has a 90-day DWAM, ISO
day weighted average life, holds a 5% position in second tier securities, a 5% position in "lower quality" first tier
securities and a 10% position in illiquid securities. The basis point impact shown in this chart is the result of the
hypothetical portfolio adopting all of the Commission's proposals.
53 This analysis assumes that rated institutional funds will avoid "lower-quality" first tier securities, which will, in
tum, reduce potential yield by one to three basis points.
54 The basis point impact shown in this chart is the result of the same hypothetical portfolio adopting Fidelity's
recommended changes to the Commission's proposals.
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APPENDIXB

Tradeweb LLC, provider of an electronic trading platform regulated by the SEC as an
Alternative Trading System that is widely used by money market participants, has provided data
to help analyze the liquidity of fixed-rate government securities (also known as agency discount
notes) by examining relevant attributes of money market transactions that have occurred over the
past two years.

The objective was to determine how liquid agency discount notes have been (particularly in an
era of unprecedented market turmoil) relative to two other asset classes commonly thought to be
liquid in the money market, namely Treasury bills and first tier commercial paper.

Three primary measures of liquidity were used:
(1) Dollar volume ofsell transactions by asset managers;
(2) Number ofsell transactions by asset managers; and
(3) Average spread-to-cover on these transactions. This quantity is defined as the average

difference between the execution level (the yield at which the sale was completed) and
the cover bid (the next highest yield submitted by potential buyers). It serves as a
summary measure of market depth, and it provides an indication of the cost of liquidating
assets in each market.

Two distinct periods for comparison were selected:
(1) July 29, 2007 - July 29, 2008. This period was characterized by much lower volatility

than the most recent year, and it serves as a convenient benchmark for assessing changes
in liquidity that occurred in the subsequent year.

(2) July 30, 2008 - July 29, 2009. This period contains the major market disruption
following certain market events in September 2008.

For these two periods, Tradeweb developed summary statistics for all transactions for which the
following criteria were satisfied:

(1) The transaction was an outright sell by an asset manager.
(2) The security sold was a Treasury bill, an agency discount note, or commercial paper with

a first tier rating.
(3) At least two bids were made on the security that was sold (thus making the spread-to­

cover calculation possible).

In Figures 1 through 3, tables are displayed containing the results of the analysis organized by
instrument type, instrument maturity, and time period. These three tables display, respectively,
the dollar volume, number of transactions, and average spread-to-cover derived from the two
distinct one-year data sets.

Collectively, these tables demonstrate, as expected, that while commercial paper is the least
liquid of the three instrument types, agency discount notes have similar liquidity characteristics
to Treasury bills. However, the most significant phenomenon suggested by the summary
statistics is that, among the three instrument types examined, agency discount notes were the
liquidity instrument ofchoice for asset managers during the past year.

B-1
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This is most immediately evident in the dollar volume data. In aggregate, the dollar volume of
sales in all three asset classes increased year-over-year by approximately 25% as asset managers
tried to raise liquidity levels. However, the changes were dramatically different among the
individual asset classes. For example, commercial paper volume actually decreased by 34%.
On the other hand, volume in Treasury bills increased by a relatively modest 17%. But volume
in agency discount notes increased by a remarkable 114% during a year that saw extreme market
disruption.

Moreover, even though dollar volume in agency discount notes more than doubled, the number
of transactions in this category increased by only 50%, indicating that market participants were,
on the average, able to sell larger blocks to meet liquidity requirements during the stressful one·
year period. The spread-to-cover data shown in Figure 3 suggest that the massive amount of
liquidity generated by selling agency discount notes came at only a modest cost relative to the
cost incurred during a more typical year of market activity (indicated by a 3 bp widening in the
cover bid during times of stress).

There is no evidence provided by this study that agency discount notes should be viewed
differently from Treasury bills in their liquidity attributes at any part of the money market
maturity range.

~..

.,'Tradeweb Total Notional Volume ($ bn)

7/29/07-7/29/08 7130108-7/29/09

Treasury Bills Agency ON Tier 1 CP Treasury Bills Agency ON Tier 1 CP

1-90 Days 210 116 152 241 232 101

91-180 Days 30 10 2 30 33 1

181-270 Days 2 1 0 8 6 0

271-365 Days 1 1 0 6 3 0

Total 243 128 154 285 274 102

Figure 1. Total dollar volume (in billions) of sell transactions by asset managers in Treasury bills,
agency discount notes, and first tier commercial paper during the two one-year periods considered.
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'\'Tradeweb Number of Transactions

7/29/07·7/29/08 7/30108-7/29/09

Treasury Bills Agency ON Tier 1 CP Treasury Bills Agency ON Tier 1 CP

1-90 Days 16,087 13,047 9,930 19,345 17,490 6,505

91-180 Days 2,822 924 204 5,650 2,361 84

181-270 Days 75 201 10 894 696 6

271-365 Days 28 104 1 734 364 0

Total 19,012 14,276 10,145 26,623 20,911 6,595

Figure 2. Total number of sell transactions by asset managers in Treasury bills, agency discount
notes, and first tier commercial paper during the two one-year periods considered.

¥.
""Tradeweb Average Spread to Cover (bp)

7/29/07·7/29/08 7/30/08-7/29/09

Treasury Bills Agency ON Tier 1 CP Treasury Bills Agency ON Tier 1 CP

1-90 Days 3.9 3.4 8.0 1.9 6.7 11.4

91-180 Days 1.4 3.5 8.3 12 5.3 19.8

181-270 Days .4 3.9 7.1 .8 4.8 10.8

271-365 Days .6 6.2 290 .7 6.5 -

Figure 3. Average spread-to-cover (in basis points) for sell transactions by asset managers in
Treasury bills, agency discount notes, and first tier commercial paper during the two one-year
periods considered.
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