
v
 

 
    

 

Stricter New 2a-7 Rules for Money Market Funds 
 
Summary of Key, New Provisions of 2a-7 

� 	 Improved Liquidity: The new rules require money market funds to have a minimum 
percentage of their assets in highly liquid securities so that those assets can be con erted to percentage of their assets in highly liquid securities so that those assets can be converted to 
cash to pay redeeming shareholders.  Currently, there are no minimum liquidity mandates. 
All money market funds must have at least 30% of assets invested in cash equivalent 
securities with remaining maturities of 60 days or less, or securities that can be converted 
into cash within one week into cash within one week. Source: SECSource: SEC 

Expected Effect: Increased demand for shorter maturities/puts like weekly reset 
VRDBs 

� 	 Shorter Maturity Limits: The maximum weighted average maturity (WAM) will be reduced 
from 90 to 60 days and weighted average life (WAL) will be limited to 120 days or less 
(currently there is no WAL restriction). Source: SEC 

Expected Effect: Increased demand for shorter maturities/puts like weekly reset 
VRDBs 

� 	 Higher Credit Quality: Money market funds will be limited to no more than 3% of their 
holdings in tier-2 securities (rather than the current limit of  5%). Additionally, MMFs will be 
restricted from purchasing tier-2 securities that mature in more than 45 days (rather than 
the current limit of 397 days). Source: SECy )  

Expected Effect: Increased demand for shorter maturities/puts like weekly reset 
VRDBs 

Most funds are already compliant with the new rules 
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Municipal Short Term Market 
Short-Term Market Overview 

SIFMA Index vs. Tax-Exempt Money Market Fund Assets under Management 
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Municipal Short Term Market cont.
 

� 	 Tax-exempt money market funds will conservatively manage themselves within the new 60 
WAM restriction (current WAM of all MMFs is 32-days). 

–	 In order to achieve a 60-day WAM, you would need a sample portfolio of 85% (7-day) and 
15% (1-year). 

AAs an examplle: The potentiial impact off a 4040  -dday WAM tWAM arget on ththe 11 -year note mark tket:�   Th  l i  
91% (7-day VRDB) and 9% (1-year note). 

–	 Total tax-exempt AUM/California MMFs as of 9/8/10: $338 billion/$38 billion x 15% = 
$50.7 billion/$5.7 billion. 

–	 Total tax-exempt AUM/California MMFs as of 9/9/09: $442 billion/$47 billion x 15% = 
$66.3 billion/$7.05 billion. 

–	 Total tax-exempt AUM/California MMFs as of 9/10/08: $524 billion/$72 billion x 15% = 
$ $$78.6 billion/$10.8 billion. 

� 	 1-year index notes can be accounted for as 7-day WAM and 365-day WAL, which may 
increase demand for indexed products by MMFs. 

�� 	 As an example: The potential impact of an 80 day WAL target on the 1 year note market:As an example: The potential impact of an 80-day WAL target on the 1-year note market: 
80% (7-day) and 20% (1-year). 

–	 Total tax-exempt AUM/California MMFs as of 9/8/10: $338 billion/$38 billion x 20% = 
$67.6 billion/$7.6 billion. 

–	 Total tax-exempt AUM/California MMFs as of 9/9/09: $442 billion/$47 billion x 20% = 
$88.4 billion/$9.4 billion. 

–	 Total tax-exempt AUM/California MMFs as of 9/10/08: $524 billion/$72 billion x 20% = 
$104 8 billi /$14 4 billi $104.8 billion/$14.4 billion. 
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Factors Supporting Low SIFMA Index Resets 
 

Supply-demand dynamics in the short term market remain balanced but fragile
 
EffectSUPPLY 

�	 Bank facility fees remain relatively high while 
new banks and legacy banks have allocated 
additional capacity during 2010 additional capacity during 2010. 

�	 Most 2010 issues coming to market are aimed at 
replacing existing liquidity providers and not new 
money issuance. 

�� State HFAs received $15 B in replacement LOCs State HFAs received $15 B in replacement LOCs 
from federal GSEs (government sponsored 
entities) and those fees step up 25 bps on 
12/31/10 and an additional 25 bps on 12/31/11 
until their expiration on 12/31/12.1 

�	 Industry regulators and rating agency guidance 
is pointing toward more stringent management 
of put risk skewing fixed to variable debt mix 
more toward fixed rates. 

�	 Basel III has the potential to dramatically 
increase the cost of bank facilities by imposing a 
liquidity coverage ratio of at least 100% on all 
lines of credit beginning in 2015.2 

��	 Approximately $25 billion in LOCs are expiring in Approximately $25 billion in LOCs are expiring in 
2011 that are not expected to be renewed. 

DEMAND Effect 

� Many corporate investors are buying VRDBs and 
tax-exempt notes with yields in excess of taxable 
levels Ex 1-year t-bills 0 25%; 1-year tax-levels. Ex. 1 year t bills 0.25%; 1 year tax 
exempt notes 0.46%. 

� Excessively low yields have led to low demand 
from tax-exempt money funds.  The average tax-
exempt MMF yield has been around 4 bps for 
most of 2010.3 

� Approved SEC money fund rule changes: WAM 
reduced to 60 days from 90 days; WAL 
introduced 120 day restriction; and tier-2 

iti d d t  3% f tf li  f  5% 4 securities reduced to 3% of portfolio from 5%.4 

� Some municipal bond funds have been buying 
VRDBs to boost liquidity and VRDB ETFs have 
over $1 billion in assets under mgt. 

B  k  d i  d  d  h  l  d� Bank and insurer downgrades have led to 
replacement demand for well-structured variable 
rate demand bonds from MMFs. 

1 SSource: FFreddiddie Mac 	 3 SSource: iMiM  oneyNNet1. M 	 3. t 
2. 	 Source: Bank for International Settlements 4. Source: SEC 
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Disclaimer 
 

This document has been prepared by Barclays Capital the investment banking division of Barclays Bank PLC ("Barclays")  for information purposes This document has been prepared by Barclays Capital, the investment banking division of Barclays Bank PLC ( Barclays ), for information purposes 
only. This document is an indicative summary of the terms and conditions of the securities/transaction described herein and may be amended, 
superseded or replaced by subsequent summaries. The final terms and conditions of the securities/transaction will be set out in full in the applicable 
offering document(s) or binding transaction document(s). 

This document shall not constitute an underwriting commitment, an offer of financing, an offer to sell, or the solicitation of an offer to buy any 
securities described herein, which shall be subject to Barclays’ internal approvals. No transaction or services related thereto is contemplated without 
BarclaysBarclays‘ subsequent formal agreement  Barclays is not acting as a fiduciary with your own  subsequent formal agreement. Barclays is not acting as a fiduciary. Accordingly you must independently determine Accordingly you must independently determine, with your own 
advisors, the appropriateness for you of the securities/transaction before investing or transacting. Barclays accepts no liability whatsoever for any 
consequential losses arising from the use of this document or reliance on the information contained herein. 

Barclays does not guarantee the accuracy or completeness of information which is contained in this document and which is stated to have been 
obtained from or is based upon trade and statistical services or other third party sources. Any data on past performance, modeling or back-testing 
contained herein is no indication as to future performance. No representation is made as to the reasonableness of the assumptions made within or 
the accuracy or completeness of any modelling or back-testing or any other information contained herein All opinions and estimates are given as of the accuracy or completeness of any modelling or back testing or any other information contained herein. All opinions and estimates are given as of 
the date hereof and are subject to change and Barclays assumes no obligation to update this document to reflect any such changes. The value of any 
investment may fluctuate as a result of market changes. The information herein is not intended to predict actual results and no assurances are given 
with respect thereto. Nothing herein shall be deemed to constitute investment, legal, tax, financial, accounting or other advice. 

Barclays, its affiliates and the individuals associated therewith may (in various capacities) have positions or deal in transactions or securities (or 
related derivatives) identical or similar to those described herein. 

IRS Circular 230 Disclosure: Barclays Capital and its affiliates do not provide tax advice. Please note that (i) any discussion of U.S. tax matters 
contained in this communication (including any attachments) cannot be used by you for the purpose of avoiding tax penalties; (ii) this 
communication was written to support the promotion or marketing of the matters addressed herein; and (iii) you should seek advice based on your 
particular circumstances from an independent tax advisor. 

BARCLAYS CAPITAL INC., THE UNITED STATES AFFILIATE OF BARCLAYS CAPITAL, THE INVESTMENT BANKING DIVISION OF BARCLAYS BANK PLC, 
ACCEPTS RESPONSIBILITY FOR THE DISTRIBUTION OF THIS DOCUMENT IN THE UNITED STATES. ANY TRANSACTIONS BY U.S. PERSONS IN ANY 
SECURITY DISCUSSED HEREIN MUST ONLY BE CARRIED OUT THROUGH BARCLAYS CAPITAL INC., 200 PARK AVENUE, NEW YORK, NY 10166. 

NO ACTION HAS BEEN MADE OR WILL BE TAKEN THAT WOULD PERMIT A PUBLIC OFFERING OF THE SECURITIES DESCRIBED HEREIN IN ANY 
JURISDICTION IN WHICH ACTION FOR THAT PURPOSE IS REQUIRED. NO OFFERS, SALES, RESALES OR DELIVERY OF THE SECURITIES DESCRIBED 
HEREIN OR DISTRIBUTION OF ANY OFFERING MATERIAL RELATING TO SUCH SECURITIES MAY BE MADE IN OR FROM ANY JURISDICTION EXCEPT IN 
CIRCUMSTANCES WHICH WILL RESULT IN COMPLIANCE WITH ANY APPLICABLE LAWS AND REGULATIONS AND WHICH WILL NOT IMPOSE ANY 
OBLIGATION ON BARCLAYS OR ANY OF ITS AFFILIATES. 

THIS DOCUMENT DOES NOT DISCLOSE ALL THE RISKS AND OTHER SIGNIFICANT ISSUES RELATED TO AN INVESTMENT IN THE 
SECURITIES/TRANSACTION. PRIOR TO TRANSACTING, POTENTIAL INVESTORS SHOULD ENSURE THAT THEY FULLY UNDERSTAND THE TERMS OF 
THE SECURITIES/TRANSACTION AND ANY APPLICABLE RISKS. 

Barclays Bank PLC is registered in England No. 1026167. Registered Office: 1 Churchill Place, London E14 5HP. Copyright Barclays Bank PLC, 2010 
(all rights reserved). This document is confidential, and no part of it may be reproduced, distributed or transmitted without the prior written 
permission of Barclays. 
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