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Ladies and Gentlemen: 

We appreciate the opportunity to submit a comment letter on behalf of our client, 
Federated Investors, Jnc., and its subsidiaries ("Federated"),1 in response to the request for 

1 Federated has over 45 years of experience in the business of managing pooled cash investment funds 
(including money market mutual funds, local government investment pools, and liquidity funds). 
Federated has served the cash management and investment needs of millions of individual and institutional 
investors of aU sizes, including banking entities. insurance companies and securities fitms_ Pcderated is a 

f ootnote: continued on next page 
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public cominen1:s on the joint rulemak.ing of the Bom:d of Governors of the Federal 
Reserve System, federal Deposit Insurance Co1;p0ratfon, Office of the Comptroller ofihe 
Currencyi Commodity FuttlJ'es-Trading Comadssipn and U,Sr Securities-and J3x,change 
Commission2 (the '"Agenosiel') to revise the rules that imp1enwnt the ,:Volckcr Ru1e'1 

restrictions on proprietary tTading oy bm1king entities and certain relationships between 
banking entities and hedge funds and private equity funds (the ''Volcker Implementing 
Roles.''), The s tamtory Volo.ker Rule is codified as Section 13 of the Bank. Holding 
Company Ad ("BHC Act"). 12 U.S.C. § 1851. and the Volcker Implementing RttJes art 
codified at 12 C.,F.R._ §§ 44~ 2481. 35 l and 17 C.F.R . .§§ 75, 255. 

Our comments-arc addr~ssed solely al the status ofliquidityfunds as "covtre<l 
funds"' 11nder tbc Vokker Implementing Rules, anq quest.ions 160 t hrough 171 of the 
Reiease, which ask whether the Vofcker fmpiementrng Ru1es should be revised to tailor 
the "covered funds" definition by using a characteristics-based exclusion. In particuJar1 

the Refoase askli "whether t11c oovcred fund definition should exclude funds that -are 11o t 

hedge funds or private equity fi.111.dsj as defined in Form PF, Tl-tis would cxcludcothe.t· 
types of funds ff:om the: covcced fllhd definiti.,on (such as ve:Utute capital, real estme, 
secmitized asset, l'.iquidity, and al l other ptiva1c funds-, as those tenns are defineG'\ in Forrn 
PF}.';3 

In Fcdcratcd's view, '"liquidity funds"'' as defined iu Form PF4 should be. excluded 
from the defi.ru1i0h of i~cove1~d funds." For purposes ofth3s letter-and amendments co the 
Volcker Implementing Rules, we use this term to cover all liquidity funds- whether 

tootoute continued fr(1rrt pre-vious page 
·'Section ~ '' liquidity fun<h reporting ei1tity because ii manages both MMFs and Ht1uidi1y fond~ with 
ootrtbincd assets hi ~tccss orS l hillioti. Federated alS'O manages money market assets throughiodividlmlly 
manag~d aocmmts for corpoi:ate and state govemmenl treasurers. Federated haS' paiticipated actively in the 
m011ey 111ar~eras it has developed over .the yews. 
1 Proposed Revisions tu I'rohiblthms_. und Ri.ish"ir::lions_. un Proprietary Trading am/ Certain intere.~ts; tn and 
Reiatiom.'hips with, fledge F'wul~ {(ndf?rlvote Eq1rity Funds, 83 Fed. Reg. H432 <_.iuly ,I 7, 2018) (the 
' 'Release''). 

~ Release at33545. 
4 

form PF (f(]'i' " privalc fund") ls filed with the-SEC by private fund managers, inclading private' liqilidity 
funds_, ;ind includes data oo assets under lllanageme)]t an!i categoric,; of fund holdings, 
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organized under U,S. or non-U.S. laws} regardless of whether they are privately offered 
in the United States, and also include offshore MMFs if they are not excluded as "foreign 
public fundsn by the Volcker Implementing Rules. 

Liquidity funds are different from other types of private funds because: 

• Liquidity funds are "cash equivalents'' for accounting purposes. Other 
private funds ate not. 

• Liquidity funds ate simply an efficient means for prudent short term 
management ofliquid assets. Liquidity funds ' portfolios are limited to 
very short-term, highly liquid, investment quality, money market 
instruments. Other private funds' portfolios are nol limited in this 
manner. 

• Liquidity funds' portfolios generally arerestricted to 1'national bank 
eligible" money market instruments. Most other private funds are not. 
Investments in liquidity funds were eligible investments for national banks 
prior to the adoption of the Volcker Implementing Rules. Most other 
types of private funds were not. 

• Liquidity fonds are eligible investments for SEC-registered money market 
mutual ftmds .5 Other private funds are not. 

• Liquidity funds do not make material use ofleverage. Not true of most 
other types of private funds. 

• I ,iquidity funds do not make material use of derivatives. Not true of most 
other types of private funds, except for venture funds . 

5 See 17 C.F.R. § 270.12d1-1(h)(2); S EC, Fund-of-Fund Investments; Final Rule, 71 Fed. Reg. 36640, 
36642-36643 (June 27, 2006) (per111it1ing MMFs to invest in registered MMFs and in unregistered MMFs 
(e.g., liquidity funds) undercooditlons set forth in Rule 12dl-l). 
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• Liquidity funds do not invest in equity securities, real estate or other assets 
that are illiquid or subject to significant risks of fluctuation in value or 
Joss. Not true of most other types of private funds. 

• Liquidity funds do not have the balance sheet or liquidity risks of hedge 
funds, private equity funds or most other types of private funds. 

• Liquidity funds do not provide an opportunity for speculative gains. Not 
true of most other types of private funds. 

• Liquidity funds seek to maintain a stable net asset value ("NA V") per unit. 
They do thjs by restricting their portfolio to very short tenn, high credit 
quality, vei-y liquid, money market assets. Other private funds do not, 

• Liquidity fonds by definition have portfolios and capital structures, as well 
as readily measurable risk and return metrics, that are so different in 
character from other types of private fonds as to preclude opportunities for 
evading the Volcker Rule by gaming the label to masquerade a different 
type of private fund as a liquidity fund. 

What Arc Liquidity Funds? 

As defined by the SEC in Form PF, a "liquidity fund" is any "private fund" that seeks to 
generate income by investing in a portfolio of short-term oblijations in order to maintain a stable 
NA V per unit and minimize principal volatility for investors. ) Private funds, including liquidity 
funds, are exempt from the definition of " investment company" eiU1et under Section3(c)(l) (for 
funds with no more than 100 beneficial owners) or 3(c)(7) (funds beneficially owned so1ely by 
persons that, at the time of acquisition, are "qualified purchasers") of the Investment Company 
Act of 1940, depending on their ownership structure. They are not required to register as 
investment companies under the Investment Company Act. 

6 SEC Form PF, Glossary of Terms, definition of"liquidity fund;" SEC, Form ADV, Instructions to Part 
l A, !tern 78 addiLional inslruction (e)(2) definition 9f"liquidity fw1d." 
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The SEC 1-coognizGs liquidity fturds ·as be;it1_g functionally similar to MrvlFs-.7 They are 
functronally gi:ouped together for Form PF reporting purpose's. 8 When the SEC amert,ded MMF 
Rule 2a-7 il1 2014, i ( amended F onn PF to impose enhanced reporting t'equireme:tns for 
investment .advisers to liquidity foods paraHeJ to those applkabk to registered MMFs.11 

Liquidity funds seek to maintain a stable NA VJ generally $ LOO per-share~ br opetating in 
a maunet consistGht wi'th -the portfulio '\isk limiting conditions"'' {n the SEC' s Rule 2a-7(d). ln 
part-iculat, most. liquidity funds genetally seek to : 

• Maintain daily liquid assets of at least I 0% and weekly liq11id-assets of at least 30% 
of portfol'io-assets (and tnijy in practice ,set higher liquidity requirements based on the 
needs of the fund's jnvestors)~ 

• Maintai'n ii weighted average maturity ("WAM") of 60 days 01: l~s; 
• Maintain a weighted average llfo ('4W AL 1') of 120 days or less; 
• Limit investments to those detennined tn present minima.I credit rjsks; 
• Hold no more than 5% of illiqu\d portfolio assets; and 
• Hold no more thah 5% of their interests irt a si~gle issuer, other than TJ .S . .goyemrncnt 

securiti cs. 

As a resurt of these restrictions, liquidily funds invest primarily in a diverse portfolio of high
quality, d0Uar-d0nominatoo, fixed-income assets that are issued by banks, corporations aud the 
U.S. government, and I.hat mature in397 days or less. 

Unlike rnon.ey market funds, however, liquidity funds; (i) may use the amortized cost 
method to value portfolio ass.ets witbout. restricting beneficial owners- of the ~hares to natural 
persons (as is required 1or Ml\lfFs under-20 l4 SEC amendments that went into effect in October 

7 See 79 Fed. Reg. 4'7R63,47864, 47867; SEC. Ft1/'ld of FUnd l11Mstmems: Final Rule; 71 Fed. Reg, 36640, 
36643 (.Ttrne 27, 2006). 
8 Sre SEC forrn PP, Section 3 (SeetiQn 3 llq1,1idi r:y funds are. fonds. with enhanced Form l?F reporting 
rcquit'emenrs based on fund maoagei: havi11g, a~Jeast $1 billion in NUv1P and ljquidtty fund as~ezy tinder 
mdnagemeat). 

l,l SEC, Money _lo.,ftrr.ke1 Fund R<!/ilrt11; Arnendm~n'fs to Fr)llf,n flF: Final Rule\ 79 Fed, Re.g, 47736 (Atlg, 14, 
20f4). 
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2016); and (ii) are not required to reserve the right to impose a liquidity fee or to suspend 
redemptions temporarily in accordance with tbc 2014 SEC amendments. 

In addition, private liquidity funds voluntarily follow the portfolio standards in Rule 2a-
7( d), but are not required to do so. Liquidity funds follow this portfolio investment strategy to 
p:rovide daily liquidity and maintain a stable net asset value per share even jn stressed markets 
and economic conditions, and to provide investors an effective means Lo manage large cash 
balances. A 2015 Office of financial Research ("OFR") staff analysis of Form PF data confirms 
that liquidity funds are invested in short-term, relatively low-risk portfolio assets. According to 
the OFR: 

"Liquidity funds' largest investments include . . . 

• U.S. Treasury securities (26 percent), 
• bank certificates of deposit (CDs) ( 16 percent), 
• unsecured commercial paper ( 15 percent), and 
• U.S. Treasury and agency security repos (l 4 percent). 

Approximately half of the assets in liquidity funds have maturities of 30 days or 
less (3 1 percent of assets have maturities of 7 days or less and an additional 16 
percent have maturities between 8 and 30 days) while the other half have 
maturities of31 to 397 days." 10 

The OFR staff found that ;•Treasuries or CDs represent 59 percent of assets managed by 
liquidity funds with maturities greater than 30 days, while 20 percent are commercial paper." l 1 

The OFR staff also found Lhat " liquidity funds have relatively low leverage levels" and that 
"[d]erivative positions accounted for a negligible percentage of fun,d assets.'' 12 

An SEC Staff white paper published in 2017 found that "while most liquidity funds .. . did 
not fonnally commit themselves to rule 2a-7 risk limits .. . the vast majority of them held 

IO D. Johnson, Private Fund Data Shed J,ight on liquidity Fund~, U.S. Treasury Department Office of 
Financial Research Brief Series l 5-05 at 3 (Jul. 9, 2015). 
11 Id. at 4. 
12 Id. at 5. 
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portfolios tliat were ci;m:sistem with those limits.13 The whi.te p~per also noted that prjvaJe 
.liqtirdity fuods tended to hold more dal'Jy liquid assets- than 1iequired by Rule 2a-7 and more than 
typically held by MMFs. 1'

1 

The SEC in 2017 eohauce<l i:ts reporting on aggregated Forto l?.F clata to provide mvre 
gral)uJar data on~ among other things, portfolios-and operations of "'Secti.on 3~1 private. liquidity 
funds (Lhosce m..anaged by investrneht advisers that manage -a total of at least $1 billion in liquid ity 
[llll,ds andMMFs) and required these liquidity funds to report detailed portfolio information in 
Section 3 Qf Form PF, Section J liquidjty funds represented 98.9% of tota.l liquidity tund assets 
asof September 30, 2017. 1

:- This SEC data provides insights into the average portfolio holding£, 
liquidjty and matul'ity of these liquidity funds. 

The-most recent da~i:I (as of September 30, 2Q17) .s-how "Section3 liquidity .fUhds'' 
awning total portfoH:o asset:s of$279 billiort and having ("gross portfoli'o exposures" of'$354 
billion (thet e Is «double cQmnting'' in Form PF Sect con 3 dara due largely to repurchase 
agreeme.n.ts beld in portfolio )-16 These potifolio totals consist of $79, 7 billion in bank deposits 
(28.5% measured as a percentage of portfolio ass.ets, 22.5% measured as a percentage of gross 
portfolio exposures:), $62.1 biHion jn "other" investments a category defined in Futm PF Section 
3 to mean cash and eash equivalent items1 including MMF .shares artd intetcsts in other liqUidi~y 
funds (22.3% of portfolio asser,s, 11.5% of gross port folio exposures)~ $55.3 billion of U.S. 
Treasury securities (19.8% portfolio assets, 15.6% of gross portfolro ~posutcs), $45.1 billion in 
commercial p~per (16.2% of portfolio assets, 12.8% of gross portfol io exposures), $32.5 billion 
in t"eput1chase agr~rnents with U.S. government securitie.s collateral (1 1.6% of portfolio .assets, 
9.2% of gross. portfolio ex.pm.ures), $48.8 biHion in repurchase agreements with other collateral 
(17.5% of portfolio ttssets, 13:8% of gross portfo1io exposures)1 $23,9 billion in.asset-backed 
securities (8.6% of portfolio assets, 6.7% of gross pottfoUo exposur,cs), $5.8 biHion in nther U.S. 

13 Bi It gen, I'ri11afe UquUllly Ft1m.is.' C/1tmMtur/stlas ,tmd Risk lndh:atur!. at j (Jan. 27, 2017-and modified 
Mar. 7, 20 l1), 1lttps://www.sec.go;v/files/1017--03/l.iqtiidity%20Fun($%20Study;pdt~ 
(d 
· Id.at p 12, 

ts, See S.bC Divisio11 of Investment Ma11agci11¢nl ·Risk and Examinati!)ns Office, PrivaJe. PW1d Swtf~tii;.r:, 

Thitd Calendar Quarter 20 I 7 at 5 (A-pl'. 12, 201 &}; https://www .sec.gov/divislonslih\lestrt1ent/pfrvate
runds-s tatrsliGsl1Jdwte-filods-statlstics-20 i 7-qJ, pdf 
16 

ld 11t 5, 41. 
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government debt instruments (2J % of poriioli.o assets., 1.6% of gross portfolio ~xposw·csJ~ and 
$1. l billion in municipal debt (0.4% of pmtfolio assets, 0.36/o of gross portfolio exposures). 17 

The-asset-weighted average WAM of the Section J liquidity funds was under 40 days, 
asset-weighted·avcrago WAL was approximately 70 days, weekly liquid assets were wugbJ_y 
60%> of a~i,ets {lnd daily liquid assets were above 40% of total assets at September 30, 2017 _i:8 

These Section3 liquidity fund \VAL, WAM and daily riquid f!sset averages are more 
conservative than required for MMFs by SEC Rule 2a-7. 

As of yeat-end 2014, the-re were 69 liquidity funds with total net asset~ of $27 t biUion 
reported on SEC Fo;rm PF. 19 Those stood at $288 billion as of March 31, 2015,20 and $282 
billion as of Sep'tember 3.0, 2017.21 Any liq,uidity fund advised by a hffi'lk or by a no:n-SEC 
registered inV€Slnlent adviser uot ,subject to repmting on Fmm PF is uot inc1uded ln thes€ totals, 

Liquidity Funds, Unlike other Private Funds, Do Not Use Meaningful Amounts: of 
Le-vcra_g~ ~>r Dcrivativc·s 

The following charts from the SEC's Form PF statistics show use of leverage and 
d~rivatives by various oategories of pti'>late funds.2~ Liquid.it,y fundsi balancesheets are v.ety 
distinct from those of other types of private filnds, on these two charts. 

17 See SEC Division of Jnvest.rner1l Mana'getilertt Risk;ind Exatninartons.Offi<.e, I'rivate.f'1.md Stafistic:i:; 

Th1rdCa!endarQuar/er 2D1'7at47 (Apr. 1Z~20HS); Instructions to Ponn Pf/1 Section 3 , 
1

'~ Id. atpp4,3-45, 
19 

S'EC Di Vision of1nvesunent ManageJnent Risk and Examinations Offit.-e) P,•fvate Fimd S1atistie.1~ Ff1',rt 
Oale,rdar Quarter 201.5 at 4-5 (Dec. 30, 2013J https;//www.se~,gov/divislons/i11Vestment/private-funds-
s:ta1.isUc.s/pr i:vate-funds-statistics-20 15-q ,[--accessible. pdf. 
20 IJ. Jonnson, Privat~ Furul Owa Shed l.ig/Tt rm J.,Jquidcy /;14r1tJ;~, lJ .S, Treasury Department Oftfoe of 
Fmanciai R:esearch Brief Series 15-05 (Jill. 91 1015). 
41 SEC Division oflnvesonent ManagclJle"ntRisk and Ex:amlnations Office, Prit•aleFimd Slnlistfc~, TTtird 
Calendar Qtcll!'/ef' ::?017 <1.t S (Apr. 12, 2018). 
22SEC Division oJ lnvestrn<:nl Ml!oagen.1ent R.isk arid Examinations Office, Private f'imtf8ta1istics, Third 
Calemlar Quarrer 1017 Table 5 at p. 8; table 21 a p. 19 (Apr. 12, 20~:SJ 
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'lli)ki r,; Aggill/4!~~ t&,t•mwin~ (P!li!U'ii,t of A~w t:UV> 
fh -..,,i "'' ~ "-' @V, q_,.,,,.. 8, ~,""~Ml t'J1'.it<l !tl<1,.1!1), 

~'!y pj< W™-1-! :!Of~l 'Xrf~Q'l .'IQIO,Qa '9llT.'Q.i :»l7Ql ,unQ'l 
8"1'JlffiL°'l!d A~ l•\lnll :,!,/.7 /IS,!J ,5.7 uu .!i(l.7 ~-'> <tail 
Qll:atf)"ll'lit lr1¾, f\Ullf mu .,~u Jl,;'J 3!).11 :,m.1 41.:D tu, 
n.,,r,1;,1Am,t :l.:Jl ;wJ, ~:i lBJ :lr.J .:!&JI J'!l.2 
R,~ t'.,l nw l 'b,d IU 13.:5 !:!JI t lU l :l.9 12.9 r-2.r 
E1,:h.-;w, li,;1ril8 N:1 ,d ,.a .~J, I.ii u !'.id ;,tr s-.tt 
.3~tot;. I l'i;i•;>'W 1:',1,.i\y J:h:;.o .... ,._ o*~ 3.,1 :u ,1..JJ. .J..IJ ,LU 
~r :f"riv:u~ 1.\\n«J 1.3 il ~!l 2.1 .!..8 '1.r ~.r 
VMtW• (,~ltd 1'mti o.: (H 1'1.t !1.4. \).A -0.,1 (i_;; 
Llqm, 151.; 1(11~d no JIil. 0.0 l).tl 11.n 0 .11 ,rrn 
S~Qe :U...\1r.:idi(l' f"l1r,! (),IJ (1.0 ,);(! IJ .. o l).[1 t).J) ·-0.1) 

_'1m7!b, 
,U,..\I. 
4t.G 
so:. 
U.i> 
ltO 
4.! 
1., 
o.i; 
Wl 
Q 

Many E:ategories of private funds make extensive use of leverage or derivatives. De.dvatives. can 
be used to hedge and mitigate portfolio downside risk, but ean also be used by funds to greatly 
magnify risk and potential ttctoms. Venture funds are low on both leverage and derivatives. But 
at liquidity funds, neither is used to any meaningful degree. Levera,g~ increases volatility and 
both d<.¥wns1de risk .and potential upside returns on equity interests 1n funds because debtholders 
mt.1st be pard ·a :,et amount regardless of whether portfolio asset v.alui;s: go up oc down . 

·1 ;·p•· --;in-=-~: :.l11!¥,'f ~111~: '.!tl j llq.l ~'O tt"'tQ! .;," l'i'Q'. ,.'IJ)-rQ~ ,!01TQ:'1 
tle,l)lll l<t1.b:I N.$.7 'it&., 1;!7'.J,; ID'i\l.l !lf;.:1,,:/. ~"it,.. ! 2·,q,,1 '.ll\1..1 
Q,.,Uilyu~ H•'l'i-g;, l'h,:tl ~, :* ) ~-~.~ '.\!tl.il $% tl'!.I .1USJ) ::~2-.0 
U1ts· l'li"f<;1J~ i.-'Ul:><i lr.t fj_.\, il." l l.l IU 11.JI JUJ tU 
r :wott,, lh-,u.JCI' ~ 'M <ti ~\! 7.-i I.S j s t~ lJ 
/.iCo!,'tr,.T,.; 1 fu,;,111 r:i~frtr nitl!I , .u -'It :ti :OU '.!.::t ~ ~l ·!;l :'.U! 
) l ,1u:1hl.)" J.,lrnl ~-!i! ... . .. . •· 
_.tt_,!;i,u l 4 1, ,j,lhY l'l:'mod. """ 

_., 
U:ct:il l-&lc i•wl.9. G •· " 

(j H (-1(? 1,,1, , .i •L, L7 ·~ ~mt-1m1 ,~ ~ ~,J r y Tti -:--. ., 11.S 'l! ri.a !.VJ 
·t'<i.nwn, C:tp,1.l.l t:.;,,.,., ... 

-
1\irn! t}~:1 H!JJ t~~.6- ~;~ •• D JJ,.I J :k'-1.r; lf:S-~ 1;,=2;~ 

Even a child could see from these eharts that, to paraphrase tbe. old ditty from Sesame Strec~ 
"one of these things is not Iikethe others, one of these things just doe~m't befong" in the Volcker 
Jmplementin_g Rules ' definition of "covered funds.;' 

Liquidit)1 Funds Ai•e 1;-J,istorically "N alional Bank Eligible.'' Invcstmct1ts· 

The instruments fo whiGh national banks n1._ay invest, including for liquidity management 
purposes, are limited by Federal statutory law, regulation, and interpretive guid_ance from the 
Office of the Comptroller of the Currency ("OCC°'} Similarly, the Federal Deposit Insurance 
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Act and its irnp lernenriq_g regulatfons generally restrict permi-ssible 1nvestments for FDIC-insured 
state banks to instruments whlch would he permissible for a national bartk.2'3 The lfst of 
permissible investn1c11ts for national banks includes loans, leases, cash.; bank deposhs, some 
secu1itizatlons, U.S. government-securities, municipal securities, inv~stment grade. marketable 
debt instruments, repurchase agreements,. bankers' aceeptances~ aod bank-eligible tnoney market 
funds, among other i ostrumertts. 24 OCC regulations permit hational banks to plU."Chase and seU 
for tlieit own accounts ruvestrnent company ~hares provided that (I) the underlying portfolio of 
the investn1ent company consists exclus:iv,dy of asset<; that the bank may purchase and sell for its 
own account (in other words, the underlying portfolio instruments are bank-eligible), and (2) the 
bank' s holdings of the share5. do not exceed per:missibk limits when aggrega:ting the tmdetlying 
p0rtfolio gecurities held by tbe 1i)vestroent company with any direct holdings of the bauk,25 -

Private liquidity funds, canreaclily be operated to meet the.se investment requirements. 
Such "bank-eligible'' p~ivate Hquidity funds ate managed to eusure that the portfolio only 
contains instmme.nts in whfoh bw,ks are permitted t0 invest., in-addition to observing the 
inve1'tment cestrictions that would ~pply under Rule 2a-7. 11-te portfolio of a hank-digible 
private liqu'idity fund 1s made up of short-term U.S. Treasuty securities, short-term U.S. Treasury 
and agency repurchase agreements, other repurcha.1,c agreements, bank demand de-posit accout1t~, 
certificates of deposit> and -similar instruments_; unsecured and asset-backed oonttrtetcial paper, 
short-tetm loans and loan participations. and cash and cash equivalents. Prior to the ~omp1iance 
date of the Voloker l mplemehtrng Rules, at Stt_ptcmber JO, 2014, banks and thrifts owned $19 
billion in Liquidity fund interests~ represe_nting 6.8% of total liquidity fund beneficia:I 

• 26 ownership. 

Section 203 pf tb~ Economic-Gro\\rt.b Act. 27 enacted in May 20 l 8, ~"empts banking 
organizations with less thar1 $IO 'billion ill aggregate assets from the Volcker Rule, including the 

r 
-

0 12. US.C. § 1831a; n C.f.R. § 362. Stato banl< invcstme:nts fuither must be permissible under the laws 
ofi:he charter ing stat~ 
24 S~tiou ~(Seventh) of tbe National Bank Act, l2 U.S.C. § ;24(Seye_ntb); 12 C.F.R. ~ l; Offiee of, the 
Comptroller of the Currency. AatMtl'es PemliSslble for p· Nat1rmul Brmk, Cumu/alhle (April 20 t.2). 
25 

12 C.F.R. §§ 1.3(h), L4(e), 

z6 
S EC Division of fnvestment Managemeni Risk and E:rnnfinations Office, Pr;vaM F:und-St«rtn;~, f'frvr 

CqJene!ar Q;tl'{f'ltir WJ4 m 14 (Oe\ . 30, 2015), 
17 S.2 l 55,, 1 i 5th Cong .. 2d Sr.ss, (2018}. 
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prohibition on ownership of co~eted fonds-. With the statutory amendment to the Volcket Rule, 
we anticipate community banking organizatiQns wilJ once again invest in liquidity funds. 'Tue 
potential amendments to the definition of"covered .fund" in the Volcker Implementing Ruks. 
that .are discussed in the Release e.ould allow larger depository institutions and their af£iliates to 
do so as well'. 

Liq11sidity Funds are "Casb Equiv~lents'' fo1~ A~counting Purposes 

Ac.countin_g standards define "cash equi valenJs" to mean short-term highly liquid 
a..-ssets that ean be converted by the.owner to know:n amounts of cash with insignificant 
risk of change in value.28 They must be high credit quality and very ti_quid. SEC
regisk--red MlVlPs/-9 ·as. well as offshore (not SEC-register·ed) MMFs/0 ahd exempt slate 
government e<{uivalentS~ knnwr1 as -1.•cash poots'' (')f~>local government investment 
pools'} 1 are all specifically rec<)gruzed by the relevantace'ourtting bodies as ·•cash 
equjyalcnts/' The acc01:rnting standards do not include SEC registration under the 
Investment Company Acl as a factor in the definition of ''cash equivalents." Liquidity 
funds. whieh 0pe-rate as functional equivalents of MMFs and with substan1ially similar 
portfolio requir€;rnents, ris\c parameters and Hqu'idity. are "eash equivalents" as that term 
is defined for accounting puqmses.32 

28 .See Fl\SB-, ASC 305-! 0-20: lnrnrnational Accouuti.iig Standard 7, Statement Qf Gas-h Flows 116, i; 
Statement "No. 9 ofGovemiflental Aca.ounting Starrdal'cl Rom:d,.Rep0rllng Cash Flows ofP,.apl'ieta1y and 
None.r.pendable Ti·ust Funds and Gove1<111uental Entities Tliar Use Proprietary Fund AecQ1mlit{g, at pp 4-5 
(Sept_ 1989) ("GA.SB 9''). 
29 

SEC, Mane.)! MarkeJ ffuhdRe/t>rhl; Amernlmems t(J Form PF· Final Rule.,.79 Fed. Reg. 47736, 47785 
(Aug, 24, 2014). 
30 

IFRJC, MeetLng Staff Paper, JAS-7 Statemenl ofCavh Flnws - De(ermJrmtiOJt of e,1xh eg1,iMlenJ.'/ {May 
2009); Richard Norval, M01a~y Market Fumts tlS Ca.sh Eqi1iJ't1/ems (2009) (article-by tMFF A Treasurer 
s1muJTa:rizrog lFR.IC decision and IMMFA guidance on status of European money n'tarket fund as easb 
equivafonts_). 
31 

GASB lmplemcnta tion Guide.No. 2015-1 al pp. 58-59 '(June 1015). 
32 

Ttie instructions to Form PF in t !1~ last reporting boxes in section 2a questi<m 26, -sec..1ion 2b question 30, 
.and section 3 question 56, treat MMFs anil liqnfdfcy fonds as cash e,qulvalertts for portfolio reporting 
pUrpo;,es. Questions 26 and 30 r~ference liquidity nmds as .. lnves-tments in.fl.mds foe cash ml).nageme.tJt 
purpose5 tother than tJJVney markel}im,ls)" and group them togetlte.r wi01 MMFs ~nd o1h~r money market 
i11!)trun1ents u1\d~r the headh\g ''C-a!,h and cash equi.v.alents." Que,st(on 56 retniires JiqUidi~y funds.to rep~rt 

Foornotc continaed 0:0 n~t page 
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fn contrast. hedge fonds, private equity funds and the other categories of private 
funds listed m Form PF are not "cash equivalents" and' have very different credit risk. 
volatility and liquidity characteristics than liquidity funds. The potrlolfos and capital 
structures of 1iqu~dity ft111ds, as we]J as their risk and retUJ'h metrics·, are ch.ar:acteristics so 
distim;tive and different from othe,r: priva,.te funds as- to preclude oppom.mities. for evasion 
of the Voloker Rule if liquidhy funds -wen.~ excluded from the defini1lion of "covered 
funds." 

Couelu~ioa 

The-agencies have authority pursuant to Subsection ( d)(l )(.!) of the Volck~r Rule 
to amend the Voicker lnrplcmenting Rules to ~dude liquidity funds from the de:futltion 
of "covered lunds '' or otherwise exempt ban.king entities' investments-in Iiquid1ty funds 
from the covered funds ownership prohibition of the Volcker Rule .33. 

The term "covered fund" in the Volcker Implementing. Rules shou1d be revised to 
exclude 1'liquidity funds.·· The excluded categ01y of '"liqujdity funds" .should provide an 
exemption fo.r all liqUidHy fl.irtds whetlrer organized unc!er U.S. or non-U$. ktW$, 
regardless of whether they are-privately offered in the'United States, and alsg include any 
offshore. MMFs that are nDt excluded as "foreign public fund.c;;·" by the Vofcker -
lrnplementing Rules. Liquidity funds provide an efficient, cost eflective means for 
banking entities to manage short tern\ cash po.sitio11s. and do not present the balance sheet 
and liquidity risks of private eq ui ry and bedge funds ot other t:yp~ of ''covered funds." 
They can readily be managed to operate as ' 'bartk eligible" inve.sttnent funds, illid rrumy 

Pcrotnole coutinued 11-ollt pfe1dous p:1ge 
portfolio investments i..rt other liquidity funds undei- the heading '' Other instruments;, to'gether with 
lnvcslmcnls rn MMFs and other types of cash equivalents -mat are nol spedficit]Jy scheduled in that se«tiort 
of Form PF, That this repotfrrlg line ilcni for "o(hcr in.'ltrumems" is meant to mean mher Cu$h equiVttff!nts 
is c1eat· in the formatting of <,Jl!eaticin 5'6 to the or!grnal instruction& lt) Ponn PF adopted by the SEC mid 
CFTC in 2011. CFTC & SEC, Ri!pC1tfing by limWmenl Am>l.sers ID I'rivale Funds and Certain 
Commodity Pool Operators anif Cnmmodit;y Tradinf; Advisors on Form RP; Pmaf R,IJ/e, 76 Fed. Reg, 
71128, 71220 (New. 16,.2011). The• 20 14 ameodroeots to quest.ion 56 io Focrn PF in 20M do oot app-ear to 
ltave changed the intenqed grouping of portfoJio assets. 

:3
3 12 U.S.C. § l 851 (d)( 1 )(J). 
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are. They were a common investment for banking entities prior to effective date of the 
Volcker Implementing Rules in 2015, and they are once again a permitted investment for 
banking organizations with under $10 billion in assets. There is no risk reduction 
objective furthered by prohibiting investment by larger banking organizations in liquidity 
funds. 

Federatcd' s responses to Release questions 160 through 171 are contained in the 
attached Appendix. 

We appreciate the opportunity to submit this comment on the proposed 
amendments to the Volcker Implementing Rules and thank you for your consideration of 
these comments. If you have any questions or wish to discuss them further, please do not 
hesitate to contact me at . 
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Appendix/Responses to Questions t 60-171 

Set forth below arc a portion ofth.e discussion and questions 160- 17 1 from pages 33477-
33479 of the Release, with the questions in bold and indented below and our responses 
follow each question. 

v. Fund Characteristics 

As the Agencies stated in the preamble to the 2013 fmal rule, an alternative 
to the 2013 fmal rule's approach of defining a covered fund would be to 
reference fund characteristics. In the preamble to the 2013 .final rule, the 
Agencies stated that a characteristics-based definition could be less effective 
than the approach taken in the 2013 :final rule as a means to prohibit 
banking entities, either directly or indirectly, from engaging in the covered 
fund activities limited or proscribed by section 13.169 

The Agencies also stated that a characteristics-based approach could require 
more analysis by banking entities to apply those characteristics to every 
potential covered fund on a case-by-case basis and could create greater 
opportunity for evasion. Finally, the Agencies stated that although a 
characteristics-based approach could mitigate the costs associated with an 
investment company analysis, depending on the characteristics, such an 
approach could result in additional compliance costs in some cases to the 
extent banking entities would be required to implement policies and 
procedures to prevent issuers from having characteristics that would bring 
them within the covered fund definition. 

As the Agencies consi"der whether to further tailor the covered fund 
definition, the Agencies invite commcntcrs' views and request comment on 
whether it may be appropriate to exclude.from the definition of "covered 
fund" entities tbat Jack certain characteristics commonly associated with 
being a hedge fund or a private equity fund: 

169 See 79 FR at 5671. 
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Questioo.160. Should the Agencies exclude from the definition of "covered 
fund*' entities that lark certain enumerated traits or factors of a hed·ge fund 
or privafo equity fuud? If so, what traits or factors should be incorporated 
and why'? For instance, the SEC's Form PF dtfines the tet'nts "hedge fund" 
and "private eqt.Lity fund,'' as de.scribed below.170 Would it be appropriate to 
exclude from the dcflhition of "covered fund" an entiey that does not meet 
either of the Form PF' definitir,ms of '-'hedg~ fund'; and "private equity fund"'? 
lf the 1\ge,ncjes were to tak~ this .approach, should we, for-example, modify 
the 2013 fin·at rule to provide that an is_suer is excluded from the covered 
fund :definition if that issueJ' i's neither a ''hedge. fund" o·or a ·04private equit); 
fund.,n a.s defined in Form PF, or should the Agencies- ihcorpor:~te some or all 
of tho'Substance of the definitions in Ftu·m PF into tbe 2013 final rale? 

Yes, the Agencies should ex dQde from the defiuition of "covered fund'' one or more 
categories. of private fut1.ds, specifically liquidity fonds. l iquidity- runds have v:ery 
distin'3tive portfolio traits and fac:tors that distinguish them not only from hedge funds 
and pl'ivate equity funds, but also from all othertypes. of private funds. We do n.ot mean 
to discount the ·strong statutory and public polfcy argum~nts jn favor of excluding credit 
securitizations and venttire capital funds from the definition of ' 'covered funds" in t he 
Volcket Implementing Rules. But Hqwdity funds stand alone when measured by their 
di stinctive portioHo and capiral structure traits., risk !:lfld return cnaracterjstics and lack of 
shelter for label ~ing and evasiQn efforts; as compared to private equity funds and 
hedge funds, as discussed in our attached comment letter and summarized at pages .3-4 of 
that letter. 

Question 161. If the Agencies Wl'l"t), to incorporate the subst;mce of tbc 
d~finitjons of hec[ge fund .and priv~te cqoaty fo11d in Form PF, should the 
Agencjes make any mod'itications to these de.finitioos for purposes of the 2013 
final rule,? Als-u, Form PF is designed for reporting by funds advised by SEC· 

17<
1
scc.Form PF, Glossary of Terms. Form PF uses a cba.racteristiCiS~b¥ed a pprqaeh to 1tefiJ1e 

diffetelit cypes of private funds. A " privllt.e fund '; for purposes of Form PF is any issi.lei" tha t " 'ould 
be an investment company, a_S defined fo st{t'ion 3 of the Investment Company Act, but for section 
3M(1) or 3{c)(7) of tbatAl"t. Form PP dtlioes the foJlowing types or pri"ate fuuds, hedge funds, 
prt\1llt.e equity funds-, li.quidity funds, real estate funds , s.ecuritized ~set funds, )•enture capits'II fun(Js-, 
;md oth~r priv.ate runus. S ee i-nfra at note 167. 
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registered advisers. WouJd any modifications-be needed to have the 
cbaractttistics-ba.sed exclusion apply to fuJtds not advised by SEC-registered 
advisers, in _particular foreign funds with uon-U.S. advisers not registered 
with the SEC? 

We believe tnc dcfiniti011s in Form PF are basjcal!y fine as they are. The ~~liquidity 
funds'' definition us.ed in the Volcker Implemenlmg Rules. exemption should, however, 
provide an exemption for all liquidity funds whether organized under U.S. 011 nol1~U.S. 
laws, regardless of whether tbey are privately offered in the United States. and should 
af.so expressly exempt from treatment as "coveted funds" -any offshore MMFs tbat a1·e not 
othetwise e--xemptecl as "'foreign public funds" by the V0tcker Implementing Rules. 
However,. Section C oftlre SEC's 1'Fo,rm PF Frequently Asked Questions" irtdieates that 
some ·'.liquidity funds" also fit the definition or"bedge fund" and s.hould be reported as
' 'other'" fuuds 011 Form PF. We doubl that uiany 1\Incls meet both definitions .and notethe 
wealth of data on liquidity funds that are reported as such iu tl1e seiruannual SEC reports 
of Form PF data. To the extent that there fa any real ambiguity, we suggest that liquidity 
funds meeting a portlb1io characteristics-based defin'itional requirement be excluded 
from the-atnended Volcker 11.nplem~ting Rlil,e definition of"hedge fund,'' 

We suggest banks and e_xempt advisers to private funds thaf wish to be eligible for 
investment- by banking entities he required to reparton f~mn PF as a condition to their 
facilitating investment by banking entities- under an exemption from the Volcker 
I mplemcnting Rule. The. federal banking ag~ncic.s i;;ould adopt a version of Fonn PF and 
direct banks to voluntari ly report that da(a through the- SECs. Forro PF reporting facility· 
if they want their liquidity fund to q\1alify for the Volker Rule covered funds exclusion. 
The SEC could do the sa:rne for exempt advisers w hether domestic or overseas. 

Question 162. Form PF defines •'.hedge fund'' to me:Ul any private fund 
(other than a securitized asset fund): (a) with respect to which one or· more 
in:\'estme_nt advistrs (ol' ~lated persons of investment ad\risers) may be paid 
a per{orroa1.1~e fe~ or allocation calculated by taking ili1o account unrealiZed 
gains-(other than 41 fee or allocation the eatcul~tion Qfwhich m~y take into 
account unrealized gains solft_y tQJ" the purpose of redudng s-uch fee or 
alloution to refled net unrealiud losse.s); (b) that may borrow .an amount in 
excess of one-half of its net asset value (incJudin_g any committed ~pital) or 
ma)• lhive grosli notional exposure in excess of twice its net asset value 
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(including.any committed capital); or. (c) that rn~y scU securities or other 
assets short or enter into similar trans.-ctions (qther than fo1· the pUJ'()OSe of 
hedging cur-rency exposure or managing duration). Jf the AgeJlcics were to 
incorporate these provisions as part of ii characte~istics-based exclusion~ 
should any oftbcs.c provisjons be.modified? If so, bow'? Additionally, Form 
PF's definition of the ,term "h.ed-ge fund" provides that, ,solely for purposes of 
Form PF, any commodity pool is categorized -as a hedge- ftmd. 111 

If the Agendes ·were. to dcl'ine the tcnn •thedge fund'' based on the definition 
in Form PF~ shoo)d the term 'include only those commodity pools that come 
within the ('hedge fund" definition without regard to this clause in the Fotm 
PF definition that tr•eats- every commodity pool as a hedge ftlhd for purposes 
of Form PF? Why or why not? 

We suggest the CPTC fu.tthor clarify its definition uf ''com.modity pool" and the de 
minhnis ex.emptions thet'eto by rulemaking. Currently there ai:~ a rang€ of private fiends 
that r~ly Qn 110-actJ.oo relief or other guidance 0r exemptions non1 coverage as 
"commodity pools'' in a way that creates uncertainty for investor banking entities. 

Quc~tion 163. By contrast, Form VF primarily dc'fmes " private eqiiity fun~1, 
not by affirmative c,haracteristic-s, but as any private fund tliat is not a hedge 
fund, liquidity f-und. rc~I estate food, securitized asset fund or venture 
capital fund, as those terms nre defined iJ1 Form PF_, 112 and that does, not 
provide. investors with redemption r·igllts in t.he ordinary course. If the 
Agencies we1·c to provide a characteristics-based exclusion, should the 

11
l Form PF deflJle,<y "commodity poor' by, reference to nu~ definition in section 1!1(10) ortbe 

Commodity ExcbangeAct. See 7 U.$,C, 1!'100). 
172 

Form PF deflates {j) ''liquidity ftrnd" to mean an,y pt·iv,ate fund that seeks to g~er-atc income by 
investing in a purtfolio of short term obligations in order lo maintain a stable net asset value 1>er unit 
or minimize principa.1 volatility for fovestors, (ii) ' 'Peat estate fund" to mean any private fund that rs 
not a. hedge fund, that does not pr.o.vide inve, to~ witb rcuc-mption rights i,1 t}ie. ordinitty course11nd 
that invests, prhna,ri!y in real C/itate and real estt\te ret~t't'd usset!I; (iii) "securitized asset fund'' to 
mean arty- pr'lvate fond whose prirnar\y purpose is to issue asset bue.ke<f securities and whose invest<irs 
are. primarll.,r de.ht,.holder-s ; and ( iv) "venture capiraJ fund" to me,an 11iry· pri,•ate fund meet ing the 
deOnflion of\reoture capital fund io rule 203(1)-1 umlcr t'be Investment Advisers A.ct o.f 1940. 
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Agchcies do so by Jncorpot·atirtg the definitions of th~e other private funds? 
If so, should 1he Agencies modify such definitions~ ~nd if so, flow? 
Altcm;1tive.Jy, rather than rcfcJ"Cncing the definition of private e.quity fund in 
Form PF in a character1stics---ba:scd c:xclusJon, the Agcncfos could design tbelr 
own definition of a private equity fund based on traits and factors comnrnaly 
ass.ociatcd with a privat-e equity fund. For exam pl~, tbe Agencies Ulidersfand 
that priv3te equity funds commonly (i) hn,•e restricted or limited invesfor 
redemption rights; (ii) invest in public and non-publfo companies th1irvgh 
privately negotiated transactions resulting in pl"iv•ate c;nv:nersbip of tbe 
business; (iii) acqoire tlte onr-egistered equity or eqn1ty-Hke se~uritics of snch 
companies that arc- illiquid as there is no public. market and thfrd party 
yallliltioos are not re>.idily available; (iv) r-eguire holding investments long
term; (v) have a limited duration of ten years or l~ss; and (vi) realize returns 
on inve-stments -aud dist.ibute the- pro<:eeds to invdtors before the anticipated 
expiration of ilie fund's du.ration~ Are there other traits or factors the 
Agencies should ineorporate if the Agcncies " ·crc to provide a 
churacter'i~tks--based exdusfoo? Should any of these traits or factors be 
omitted? 

The definition of " liquidity fund" is clear enough. Whether the agencies choose to use 
'·private equity fonds" as a c-a(ch-all lerm for all tJOdi1l:erentiated private funds that 
remain as "covered funds" ox -carefully defum ''pri'1ate equity funds" in terms, " liqi1idity 
funds" w01.lld not be prrv~te equity funds under a.ny reasonable definition of those tenns: 
Whether by exclusion from the private equity fond through incorpotation by refetence of 
the definitions of the othe1• type&ofprivate funds, or by Ii.sting the characteri.stic traitsl 
suucture and portfolio attributes of private e~1uity funds, liquidity funds s hould be 
excluded from the defmiticm of •$private equity fund." 

We believe. h owever, that it would be far si1npfor to separately define tile char:acteristics 
of eacb category of excluded fund, than to attempt to define the characteristics orprrvatc 
funds. that are not excluded. 

Qu-estion 164. A venturecapit'.il fl.llld, as dcfwcd in rule.203(1)-1 UDder the 
Advis'ers· Act, is not .a '~private equity fund" or "hedge fund,n ~s those terms 
are defined in Form PF~ In the pr~roble tQ "the 20l3 fiol\l l'lule, tln~ Agencies 
explained w hy they believed that tJ1e 8httutory language of section 13 did not 
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s~p1>ort providing an exclusion for yentn:re c~pitaJ funds from the (lefini liun 
of "covered fund.'117J 

If1he Agencies were to ado1>t a dtaracteristics-based exclusion based on the
definition of private equity fund ju Form :VF, -sbouJd 'the Agencies spc..cify th.at 
venture- c.apifal funds are 1>rivate equity funds for purposes of this rule so 
that , ,enture capital funds would not be excluded from the covered fup<l 
definition? Do conuneuters believe th.it thi.s approacJ1 would be consistent 
with the statutory hrnguage of section 13? 

Congre;;s gave the ageneies authority to adopt the Vc,lclcer Implementing Rules in order 
to address the-:fine details. 111e agencies should exercise that authority to tailor the 
Vo1c!-:er Rule in sue}! a way as to achieve therisk-limitiog purposes of the VolckerRule 
whlle noL imposing unnecessary inefficrenei1SS on the fit1at1cial syste.n1-

Question 165. The Agencies rel)uest that comm enters advocating for a 
characteristics-based exclusion cxpl-ain wh)' particular characteristics ate 
appropri:1te, what kinds of funds and what kinds of investment stl'ategies or 

t?iJ See 19 FR at 5704 ("The fina l rule-does not pr0\1idc an excJusioo for veoture <eapital funds. The 
Agencies believe that the .stat,utoi-y language ohedion B d~cs not support p r'OVid iug a u exclus,ion for 
venture c~pital funds from t he tJelinition oh-ov1=rell fund. Congrc5~ e:ipltcitly rtc<tgniz.ed' and treated 
venlure capital fun cl~ as a suilset ofpriYate equity fubds in various p,u•ts of the Dodd-Fr;-ank Act and 
accord~ dtijth1ct treatment for ,1enture capiral fund advisers by exempting them from registrafion 
requi:re,ment~ undtt the lnvestme,nt Advi,sers Act. This indicates tllat Congress kne"\V .how to 
distinge,1ish venture cupifJll fut"l\ls from other t_ypes of p.riv!ltc equity fun!ls wh~n i t de~ired to do ~o. 
No suth d rstinction appears in scctio1i 13 onhe BHC Act. Because Congres~ c hose to distiog:uisb 
between private equity and vcufnre ca1>ital ia one part of Ule. Dodd-Frank Act, but clJOse not to do so 
for purposes of secti90 l3, tbe Agcndcs bc(lcvc j t is .appropriate to follow this Congres~iQ.ru~I 
determination.•~) (footnotes omitted). Section 13 olstJ pruvides sn qtended triinsiHo,1 period for 
"illiquitl flln(ls," which section 13 defines, in p11n, -~5 a .hedge ru11.d or private etJllity fl!nd tlu1t, tl!i of 
M11y t , 2010, w~111 pr·indpnlly i11 vested in, or was invested ~,nd rontr!l~tu.!llly comntitted to prh1cipally 
invest in, illiquid assets, s_licli :1s portfolio c-0flipanics, real es tate investments, and venture capital 
investments. Co11grcss appears to have contcIUp'latcd t"baf covered fund's wonld incJud·e funds 
principally invested 1n vcotar:c capital investments. 
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portfolio holdings might be ~xdudtd h)'. the commenters"' suggested 
approach, and wby th.at would be appropriate. 

If a characteristics-based e-xolusion from tl1e definition of ' 'covered funds" is ad.opted, 
Hguldity funds present the Strongest case for e-xclu~ion, due to their distinctive portfolio 
restrictic;ms and capital struct ure, which allow easy identification of what i's a Iiqu.idit-y 
fund and what is not, so as co prevent evasibn. The defining portfolio characteristics of 
liquidity fonds - sp-ecific, di versified portfolio of very high quaJity~ short term debt 
instruments, and overall short duratfon an/:1 portfolio life-· limit ba]ance.sheetrisk and 
ltquidity risk1 and preclude their use for speculative gaih. 

The definition of fl "liquidity- fund" could be incorpomted by a F onn PF cross-reference 
in an exclllsio.n ill the Volcker Implementit1g Rules-, or a version of it could be. drafted in 
long fom1 into tl1e Volckel' Implement-ing Rules. Variations ot' fue denning p01tfolio 
characteristic3 appear in $EC lnvesnnent Company Act. Rule 2a- 7, OCC Rule 
9 .18{b)( 4 )(t ~i), and it1 GASB Statement No, 79~ Certain Extel't1al Puo.l.s and Pool 
Patlicipa11ts (June 2015)_ They all speak to petntitled assets-, credit qu~Hty. p0rtfolio 
duration (measured by weighted a:vei:age lifo ('"WAL"} and weighted average maturity 
(t'WAM'•D, and portfolio d iversification. However, the excluded category ot"ltquidity 
fimds'1 shou'ld provide an exemption for all liquidity fonds-whether organized under U.S. 
or non-U..S. laws, re.gar:d less 01 whether, they -are privately oifored in the United Stares, 
and afso pmvide an express exemption for any offshore MMFs that aten0t excluded ilS 
1•foreign public funds~· by the Volcker Implementing Rules. 

Question 166. lf the Agencies were-to provide a cbaraete,·i..itics.-based 
exclusion, should it exclude only funds that have none df tbe enumerated 
characteristics? Alternative.lyt are there a.by circumstances \"Vhere a fund 
should be abte to reJy on a characteristics-based c-xclusion if it h~d s,ome, but 
bot mos4 of the charal-;tecristics? 

The definilion of '' liquidity Hmd" in Form PF is cbaracterjstics based,, and sl10u1d be an 
affirmative definition fot tlmsc funds they have the- defining characteristics of a liquidity 
fund, which then should be excluded from the definition of a "covered f\.md, '' A liquidily 
fund should possess all of the p·ortfolio charaGteristics i)'l tbe definition, 1J0t merely some 
of them. 
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Question 167. Would a charactcri.stic-s-bascd' cxcfoslon present opportunities 
for eva·sion? Should the Agencies addres~ any concel'ns about evasion 
iii.rough other means, such a~ ·the antj-e.vasion ptovis ioos in"§ _ ,2J of the 
201'3' final rule, rather than by ihcluding a broader ran.ge of funds in the 
covered fund definition? 

As discussed above, due to the speerfie and distinctive portfolio restrictions and capital 
structure of liquidity funds~ il is easy lo idenlify what is a llq,uidity fund and what is not 
so a~ to prevent. evasion. There can be murky boundaries in ·some cases ben-veen what js 
a hedge fond. a pri v.ate equily illnd .and a venture capital fund •. Not s_o for liquidity funds. 

Question 168. If the Agenci'es were to p1·ovid~ a th~ril,cteristi<;S-bascd 
exclusion, would any existing exclusions from the definitio11 of t•covered 
fund" be unnecessary·! If so, Wllicb onc.s ;md why?. 

An exclusion for l'iqu:idity funds would not impact the other existing exclusions- from the 
definition of "covered funds" of.het than in some- narrow cases ( e.f?., oftshore liquidity 
fonds in ;which foreign banks ihvest, insurance coinpaoy banking entity-only separate 
account liquidity fu:,nds, and liq_tlidity funds conformed to the loan securitiz~tion 
exen\ption) fl) create more th-in on~ a variable ~xe-tnptious allowing a bank to invest. 

Qne-,!ltion 169. If tbe Agencies,were to prm1ide a cbaradcristics~hased 
exclusion. to what extent and ltow should the A_gellcies conside,r section 13's 
limitatiorUi both Oh proJltietary t,rading and on covered fund activities? For 
exanipJe, section 13- liniits a banking entjty) s ability to engage in propric'tnry 
trading, which :Section 13 defines as engaging as a principai for the tr-ading 
account, and defines. the-term "trading ac.count'' generally as any account 
used for acquirin_g or takiug positions in the securities and the insbruments 
specified in the pr·opriebu1' trading definition principally for the purpose of 
selling in the near term (or otherwise with the intent to re:sell in order to 
pmfit Crom short-term pricemovroie:nts)~L74 

174 S~ 12 U,S.C. l85l (h)(4) (defin ing "proprirtary trad.ing"); I;! U.S.C. J8.5J(h)(6) (definilfg ;•tradiug 
account"). 
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This suggests that a .fund engaged iu selling fmancial instrumcbts iii the near 
term, or otherwise with the intent to 1'e."cll io ordct to profit from .~horf-te.rm 
price movements1 should be included ln the covered fund d~fipition in order 
to prevent a hanking entity from cvadin,g the limltation~ io sectioo 13 
through investments in fonds. The statqte also, howev~r, contemplates that 
the covered fund def"cnition would include funds that make longer-term 
investment~ and specifically references private equity fun~s. For ex:ample1 

the statute provides for an extended conformance period for "illiquid fund.st 
which ·section 13 defines, in part, aii hedge flillds or private equity funds that, 
as of May l, 2010, were principally invested in, or were invested m:id 
cootractually committed to p1·indpally invest in, illiquid .a.ssets, such as 
portfolio com~anies~ 1~111 estate- io~tstment:s-, a.nd v~oture capital 
investments.

1 5 Trading strategies involving these aJ1d other types of illiquid 
.a.ssct.s generally do not involve selling fin:mcial instruments in the near term, 
or otherwise with the intent to re.sen in order to profit from sh ort-term price 
movemellts. 

The short-re1m trading concept ret1eeted in the VCl lcker Rule's prohibitioia on proprietary 
trading i:.ind the covered funds prohibition a11d restrictions_; are d,ifferent sets of ooneepts 
and should not be inixed. Private equity funds arc ilHquid buy-and-hold investments that 
invest in a long-tenn , ill1-guid portfolio oJ buy-{}nd-hald ass.et.,,. Tra11sfer of both the 
interest in fhc fund and the ponfoUo assets are resu·icte<l under the securities laws and due
to the absence of a h:adin,g market fur them. In. conttasl, hedge funds tend to be active 
tra-ders. 

Interests-in liquidity fond genei:aUy a.re restricted as to transfer. If you whnt your money 
back. you redeem your interests. And liquidity funds typically hold their portfolio assets 
to maturity (altho\,.\gh the portfolio assets me very liquid a.nd can be -sold when 
appropriate). Due to the very short teon natttte or the 1)orHb1io assetsJ ff not continually 
reinvested. liqttidity .fuhd po1'tfolios would rever1 to cash in a matter of da}'s' or weeks. 

Due to their na,t.ure as easb management vellide-S, it w0uld be appropriate to exclude 
purchases .and rcdc1nptions or sale.s of interests in liquidity funds -and MMFs. .frorn the 

175 · ( ) 11 U.S.C. l8Sl(c) 3. 



Arnold&Porter 

Comments of Federated lti'veslors, fuc. on Proposed Revisiurts to Votckcr l111plementing 
Rules 

July 17, 20] 8 
Page 23 

proprietary tra:ding prohibitions based upon th~ liquidity management exemption in 
subsection _ .3(<l)(iii) of the Vofol<er Implementing Rules, and treat portfolio purchases 
and sales by any Hquidity fund o.r MMF that i!i "contro1lcd0

' by a banking entity as also 
Withti1 the ''liquidity management" exemption. · 

Question 170. Shouijd the· Agencies therefore provide ~n e-:xch»ion from tl1e 
covered fund definition for a fund that (i) is not eng~gcd in seJUng fin!Uldal 
instruments in the. near t~ or othcrw.isc with the intent to resell in orde:r to 
profit from short-t.erm price movements; and (Ji) d'oes not invest, or 
pFincipfllly invest, in illiquid assets, such as 1,01·tfolio companies, real estate 
investments, and ventrrre capital iuvcstmeots? ·would this or a simiJa, 
approach help to exclude from the covc11cd fund defib'ition issucr,s· that do nor 
engage in the ihvestment actiYities oonrcmplatcd by section 132 Would sn<:h 
an approach be sufJlcicut~y clear? Would it be c[e~r when ,a fund is and is nor 
engaged in selling financial instruments in die near· term, or otherwise with 
the intent to rcsdl in order to prof[t trqm short-term price moveme.nts? 
Would this approach r·esaft in funds being e~clncled foom the defirution tbut 
comme.ntcrs belie-ve should be covered funds m1dcr the rule? The Agencie$ 
similarly request contmcnt as to whether a reference to illiquid as~ets, with 
the examples drawn from section IJ, would be s ufficiently clear and, if not. 
how the Agcncfos coli.Id provide greater clarity. 

LiqtLTdity ft.tndS' generally 1heet (i) above ('dcp<m.ding €JU how it is drafted) and clearly 
meet CH) above. We nonethtles:., be.lieve a $pccific cJ1aracteristies-has.e.d exclusion for 
I iqttidity funds and other excluded categories of private fi.mds would be a .sirnple.r drafting 
exercise and far simpler -and clearer to inte1Jiret ~ d apply. 

fu passillg, we note that equity real estate funds Gomnwnly are outside ofthedefinition of 
wmvestn'\.ent company" in Sccti on 3 ( a )(1) of the fn vesL111.ent Corn pany Act because they 
invest pritn.arily frJ. buildings .and land rather :than in "sccuritiel' and do not hold 
themsdves out prjmarily as 1nv<Zsting, reinvesting or trading in securities. Mortgage reaJ 
estate Cunds and mixed-category real estate funds frc.qu~ t1y ate structured to fit whhin 
tl1e Investment Compan~y Act§ 3(c)(5){C) exclusion from the definition of "'investment 
company'', and consequ~ntly many are outside the definhions of "covered funds~' in the 
Volek.er Impletnehting Rules: and " private forrd" in. F0rm PF. 
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Question 171. Rather than providing a characteristics-based exclusion, 
should the Agencies instead revise the base definition of "covered fund" 
using a characteristics-based approach ?176 

That is, should the Agencies provide that none of the types of funds currently 
included in the base definition- investment companies but for section 3(c)(l) 
or3(c)(7) and certain commodity pools and foreign funds-. will be covered 
funds in the first instance unless t:hey have characteristics of a hedge fund or 
private equity fund? 

As discussed above, we suggest a carve out from the definition of "covered funds" for 
specific categories of private funds, and in particular for liquidity funds, based upon their 
portfolio characteristics and capital structure. Trying to fold all disquaJifying 
characteristics into definitions of "private equity fund" and "hedge fund" or into a master 
definition of "covered funds" would be a difficult drafting exercise and an even more 
ditlicult exercise in interpretation and compliance. We believe the simplest drafting 
approach would be to carefully define the characteristics of those specific types of private 
funds that are excluded from the definition of "covered funds." 

176 S . ee supra. Part lll.C.l.a.1. 




