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share in accordance with the provisions
of the Act and rules thereunder. 32|t
should be noted, however, that the
board of directors must undertake, as a
duty to shareholders, the responsibility
of establishing procedures reasonably
designed to preclude the necessity for -
such a switch in valuation methods.
Although the rule does not prescribe

" the specific actions that the board of

directors of a fund using the penny-
rounding method must take al a given
time to assure that the price per share
does not fluctuate, the rule explicitly
imposes an obhgatmn 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 stabilize the
current price per share at one dollar.

. With the penny-rounding method, if
the net asset value * ever fell below
.99500 or rose above 1.00500 without
rounding on a share value of $1.00, the
fund 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
with the accuracy of at least a tenth of a
cent. However, under the conditions of
the rule, a fund may similarly have to
adjust its price under another
circumstance. As noted in Release 97886,
a fund using penany-rounding may, if the
board deems it appropriate, value
portfolio securities with less than 60
days until maturity at amortized cost. If
all securities held by such a fund were
to be valued at market and the net asset
value per share based upon those
market values, rounded to the nearest -
one cent, did not fairly reflect the single
price per share, then pursuant to
paragraph.(a)(1) of the rule the fund
would have to cease to price its shares
at the single pnce established by the
board. -

52Even 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 9788,
section 2(a}{41) requires the board of directors to
value the fund's assels at fair value as determined
in good faith. The language of this obligation was
modified slightly in response to comments that
indicated that the originail language requiring the -
price to fairly reflect the value of each shareholder's
interest was vague; that the shareholder's interest
was the fair market value of a share and that the
rule should be modifled to reflect that,

33The net asset value must be calculated using
market-based values for all instruments other than
those with less than 80 days until maturity, which
generally may be valued at amortized cost, unless
particular circumstances dictate otherwise. See
footnote 44, supra.

Record of Actions Taken to Stabilize
Price

Under paragraph (a)(2}{v) of the rule a
money market fund using the amortized
cost method must maintain a written
record that documents the board’s

compliance with its obligations under

the rule, including its responsibility 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 docurnentation 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)(i§)(C) of the rule, the board of
directors shall cause the fund to file
quarterly, as an attachment to Form N~
1Q [17 CFR 274.106], a statement
describing with specificity the
circumstances surrounding the action
and the nature of the action taken. This
provision of the rule is a slight departure
from the existing orders in that it
requires funds to make a filing only if
some action was taken.* 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
provisions regarding the filing of Form
N-1Q's and the reduced paperwork
burdens thereof.5*

List of Subjects in 17 CFR Part 270
Investment companies, Reporting and

recordkeeping requirements, Securilies.

Text of Rule

PART 270—RULES AND
REGULATIONS, INVESTMENT
COMPANY ACT OF 1940

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

The exisliné ‘orders r.equire a quarterly filing
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 conlinues to rely
on its individual exemptive order but follows the
Form N-1Q reporting requirement contained in the
sule.

5 See Securities Act Release No. 8366 (December
16, 1961}, 46 FR 62248 (December 23, 1881).

§ 270.2a-7 Use of the amortized cost
valuation and penny-rounding pricing
methods by certain money market funds.

(a) The current price per share, for
purposes of distribution, redemption and
repurchase, of any redeemable gecurity
issued by a registered investment
company (hereinafter referred to as a
money market fund), notwithstanding
the requirements of section 2(a}(41) of
the Investment Company Act of 1940 [15
U.S.C. 80a-2(a)(41)] and of rule 2a—4 [17
CFR 270.2a-4] and rule 22c-1 [17 CFR
270.22c-1] 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 it is-in the best
interests of the fund and its
shareholders to maintain a stable net
asset value per share or a stable price
per share, by virtue of either the
amortized cost method of valuation or
by use of the penny-rounding method of
pricing, and that the money market fund
will continue to use such method only so
long as the board of directors believes
that it fairly reflects the market-based
net asset value per share; 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 invloving portfolic
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
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 a single value;

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

(A) Procedures adopted whereby the
extent of deviation, if any, of the current
net asset value per share calculated
using available market quotations (or an
appropriate substitute which reflects
current market conditions) from the
money market fund's amortized cost
price per share, will be determined at
such'intervals as the board of directors
(trustees) deems appropiate and are
reasonable in light of current market
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conditions; periodic review by the board
of directors [frustees) of the amount of
the deviation as well as the methods
used to calculate the deviation; and
maintenance of records of the
determination of deviation and the
board's review thereof,

(B) In the event such deviation from
the money market fund's amortized cost
price per share exceeds %2 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) believe 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 the 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 dollars-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 modification thereto)
described in paragraph (a)(2)(i) of this
section 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 responaibilities, 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 sub]ect 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 wére records required

to be meintained pursuant to rules
adopted under section 31(a) of the Act
[15 U.S.C. 80a-30)); and

(vi) If eny action was taken pursuant
to paragraph [a)(2)(ii)(C) of this section,
the money market fund will file a
statement as an attachment to Form N-
1Q (filed pursuant to rule 30b1-1(b))
describing with specificity the nature
and circumstances of such action within
30 days after the close of each calendar
quarter during w]uch such action was
taken; or

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

(i) In supervising the maney 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 ghare as
computed for the purpose of
distribution, redemption and repurchase,
rounded to the nearest one per cent, will
not deviate from the single price
established by the board of directors
(trustees).

(ii) The money market fund will
maintain a dollar-weighted average
portfolio maturity appropriate to its
objective of maintaining astable 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
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 credlt risks,
and which are of “high quality” a
determined by any major rating servnce
or, in the case of any instrument that is
not rated, 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 secirities 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.

(@) The “penny-rounding method of
pricing” is the method of computing an
investment company's price per share
for purposes of distribution, redemption
and repurchase whereby the current net
asset value per share is rounded to the
nearest one percent.

(3) A variable rate instrument is one
whose terms provide for automatic
establishment of a new interest rate on
set dates.

(4) A floating rate instrument is one
whose terms provide for automatic
adjustment of its interest rate whenever
some specified interest rate changes.

(5) 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, or
in the case of an instrument called for
redemption, the date on which the
redemption payment must be made,
except that:

(i) If the board of directors {trustees)
has determined that it is reasonable to
expect that whenever a new interest
rate on a variable rate instrument is
established it will then cause the
instrument to have a current market
value which approximates it 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
from the issuer 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 recovered through demand,
Provided, That the board of directors
{trustees) determines no less frequently
that quarterly that the instriment is of

_ high quality; and [C] an instrument
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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;

(ii) An instrument which has a
demand feature that entitles the helder
to receive the principal amount of such
instrument from the issuer 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 from the
issuer 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 (A) that it is
reasonable to expect that such floating
rate feature will ensure that the market
value of such instrument will always
approximate its par value, and (B) no
less frequently than quarterly that the
instrument is of high quality; g

(iii} A repurchase agreement may be
treated as having a maturity equal to the

" period remaining until the date on which’

the repurchase of the underlying
securities is scheduled to occur, or
where no specific date is specified, but
the agreement is subject to demand, the
notice period applicable to a demand for
the repurchase of the securities; and

fiv} A portfolio lending agreement
may be treated as having a maturity
equal to the period remaining until the
date on which the loaned securities are
scheduled to be returned, or where no
specific date is specified, but the
agreement is subject to demand, the
notice period applicable to a demand for
retutn of the loaned securities.

(8} "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.

Statutory Basis: Rule 2a-7 is
promulgated pursuant to the provisions
of sections 6(c) (15 U.S.C. 80a-8(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.
July 11, 1983.

"Shirley E. Hollis,

Assistant Secretary.
{FR Doc. 8318239 Filed 7-15-83; B:45 am}
BILLING CODE 8010-01-M

DEPARTMENT OF ENERGY

Federal Energy Regulatory
Commission

18 CFR Parts 101, 104, 201, and 204

[Docket No. RM83-61-000]
Technical Amendments to the Uniform .
Systems of Accounts for Public
Utilities and Licensees and Natural
Gas Companles

1ssued March 29, 1983 and corrected by
Erratum Notice issued May 13, 1983
AGENCY: Federal Energy Regulatory
Commission, DOE.
ACTION: Technical amendnients to
correct errors.

SUMMARY: By these amendments, Parts
101, 104, 201, and 204 of Title 18 of the
Code of Federal Regulations are
amended to correct errors which have
occurred in Title 18. The parts are
further revised to delete the subtitle
classifications from the textual section

- and to arrange the text of the accounts

in a numerical sequence.

EFFECTIVE DATE: March 29, 1983.
ADDRESS: Office of the Secretary,
Federal Energy Regulatory Commission,
825 North Capitol Street NE.,
Washington, D.C. 20428.

FOR FURTHER INFORMATION CONTACT:
Elaine Dawson, Office of Chief
Accountant, Federal Energy Regulatory
Comm., 825 North Capitol Street NE.,
Washington, D.C. 20426, (202) 376-9782.
Jonas P. Green, Office of Chief
Accountant, Federal Energy

Regulatory Comm., 825 North Capitol
Street NE., Washington, D.C. 20426,
(202) 376-9624.

SUPPLEMENTARY INFORMATION: By these
amendments, the Uniform System of
Accounts Prescribed for Public Utilities
and Licensees Subject to the Provisions
of the Federal Power Act and the
Uniform System of Accounts Prescribed
for Natural Gas Companies Subject to
the Provisions of the Natural Gas Act, .

*are amended to correct errors which

have occurred in Title 18 of the Code of
Federal Regulations. The accounts are
further revised to delete the subtitle
classifications from the textual section
of the accounts and place the texts of
the accounts in numerical sequence by
account group. .

" A. Background and Summary

The Uniform System of Accounts
Prescribed for Public Utilities and
Licensees consists of (1) Part 101 for
Class A and Class B Companies and (2)
Part 104 -for Class C and Class D
Campanies. The Uniform System of
Accounts Prescribed for Natural Gas

AnErn

Companies consists of (1) Part 201 for
Class A and Class B Natural Gas
Companies and (2] Part 204 for Class C
and Class D Natural Gas Companies.

Several errors have occurred in the
Uniform Systems of Accounts in Title 18
CFR. Under these amendments, the
Chart of Accounts to the Uniform
Systems of Accounts is amended to
correct those errors. The accounts are
further revised to delete the subtitle
classifications from the textual sections
of the Accounts and to arrange the texts
in a numerical sequence by account
groups. These changes in the accounts
as printed in the Code of Federal
Regulations do not add or delete any
required information, but rather correct
errors in the Accounts as printed in the
Regulations, and enhance the format in
which the text of the accounts are
pririted in the Regulations, which will
allow for easier reference, and {essen
the possibility of confusion.

In consideration of the foregoing,
Parts 101, 104, 201, and 204, Title 18.of
the Code of Federal Regulations, are
amended as set forth below.

Kenneth F. Plumb,
Secretary.

PART 101—{AMENDED])

1. Part 101 is émended in the section
entitled, “Income Chart of Accounts,” by
adding two subtitle classifications under
the classification, “2. Other Income and
Deductions,” and placing Account “420,
Investment tax credits" immediately
following Account “'411.5, Investment
tax credit adjustments, nonutility
operations.” As amended, the “Income
Chart of Accounts” will read:

Income Chart of Accounts

* * * * *

2. Other Income and Deductions.
A. Other Income.

415 Revenues from merchandising,
jobbing and contract work.

- - * L3 >
B. Other Income Deductions.
421.2 Loss on disposition of property.

* - . « « -

C. Taxes Applicable to Other Income
and Deductions. :

408.2 Taxes other than income taxes,
other income and deductions.

* - * * L 4

411.5 Investment tax credit adjustments,
nonutility operations.

420 Investment tax credits.

Total taxes on other income and
deductions.

1009





