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Federal Reserve Announces Money Market 
Investor Funding Facility  
FROM THE INVESTMENT MANAGEMENT PRACTICE GROUP 

Overview 

On October 21, 2008, the Federal Reserve 
announced the creation of the Money Market 
Investor Funding Facility (“MMIFF”), a credit 
facility designed to support a private sector 
initiative to help provide liquidity to money 
market funds. Pursuant to the MMIFF, money 
market funds needing liquidity in order to meet 
redemption requests will be able to sell certain 
commercial paper, bank notes and certificates of 
deposit having remaining maturities of 90 days 
or less and satisfying certain ratings criteria 
(“Eligible Assets”) to special purpose vehicles 
(“SPVs”) administered by J.P. Morgan Securities 
Inc. (“JPMSI”). These SPVs have entered into 
liquidity arrangements with the Federal Reserve 
Bank of New York (“Fed Reserve of NY”) which 
will provide the necessary financing to the SPV 
to make these purchases. Money market funds 
selling Eligible Assets to the SPV will receive 
cash and asset-backed commercial paper of the 
SPVs (“Commercial Paper Notes”). The MMIFF 
will provide up to $600 billion to SPVs to 
purchase Eligible Assets. The SPVs will cease 
purchasing Eligible Assets on April 30, 2009, 
unless the Federal Reserve extends the MMIFF. 

The MMIFF complements two previously 
announced facilities: (1) the Commercial Paper 
Funding Facility (“CPFF”), which on October 27, 
2008 began funding purchases of highly rated, 
U.S. dollar-denominated, three-month, unsecured 

and asset-backed commercial paper issued by 
U.S. issuers; and (2) the Asset-Backed 
Commercial Paper Money Market Mutual Fund 
Liquidity Facility (“AMLF”), announced on 
September 19, 2008, which extends loans to 
banking organizations to purchase asset-backed 
commercial paper from money market funds. The 
AMLF focused on asset-backed commercial paper 
and the CPFF purchases commercial paper directly 
from issuers. Neither of the previously announced 
facilities covers purchases of existing unsecured 
money market instruments, which is the focus of 
the MMIFF.  

What is the Purpose of the MMIFF? 

The MMIFF is designed to be a temporary 
measure to respond to the current illiquidity in 
the market for certain money market 
instruments and to alleviate the risk of forced 
sales of portfolio instruments by money market 
funds at discounts from amortized cost in order 
to meet unexpected redemptions. In the 
aftermath of the collapse of Lehman Brothers 
and subsequent “breaking of the buck” of several 
Reserve Funds, many money market funds have 
experienced a large increase in redemptions. In 
an effort to ensure liquidity to meet these 
redemptions, and to reduce portfolio risk 
associated with investments in longer maturity 
instruments, many money market funds have 
taken action to significantly shorten the maturity 
of their portfolio holdings. By their reluctance to 
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invest in anything but the shortest maturity 
instruments, money market funds have made it 
difficult for financial institutions and businesses 
that rely on longer-term commercial paper to 
meet their funding needs to finance inventory, 
payroll, and other needs. The MMIFF is intended 
to allow money market funds to invest in money 
market instruments with longer maturities by 
providing a willing buyer (the SPVs) of those 
instruments.  

Who Can Participate in the MMIFF? 

Currently, only open-end management 
investment companies registered with the 
Securities and Exchange Commission (the “SEC”) 
under the Investment Company Act of 1940, as 
amended (the “1940 Act”) that hold themselves 
out as money market funds and are operated in 
compliance with Rule 2a-7 under the 1940 Act 
(“Money Market Funds”) are eligible to sell 
securities to the SPVs under the program. 
Treasury has stated that, over time, it may 
extend participation to other types of money 
market investors.  

How Will the MMIFF Work? 

JPMSI will form five SPVs to purchase Eligible 
Assets from Money Market Funds at amortized 
cost. Each SPV will purchase only debt 
instruments issued by ten designated financial 
institutions. Because there are five SPVs, that 
means that debt instruments from 50 different 
financial institutions are eligible to be sold to the 
SPVs. The identity of these institutions has not 
yet been announced. The 50 financial institutions 
were chosen because they are among the largest 
issuers of highly rated short-term liabilities held 
by Money Market Funds, as well as because they 
provide geographic diversification and meet 
certain short-term debt-rating criteria. A Money 
Market Fund that sells Eligible Assets to a SPV 
will receive 90% of the purchase price in cash 
and 10% in Commercial Paper Notes from the 
SPV. The Commercial Paper Notes will have a 
maturity that equals the maturity of the Eligible 
Asset that the SPV purchases and will be rated 
at least A-1/P-1/F-1 by two or more NRSROs. 

The Fed Reserve of NY will lend each SPV 90% of 
the Eligible Asset’s purchase price, to be repaid 
at maturity of the instrument. The loans from 
the Fed Reserve of NY will have seniority to the 
Commercial Paper Notes and will be secured by 
all of the assets in the SPV.  

Related SEC No-Action Relief  

On October 22, 2008, the staff of the SEC’s 
Division of Investment issued a no-action letter 
to JPMSI, certain affiliates of JPMSI (collectively, 
“JPM”) and various money market fund industry 
participants stating that it would not recommend 
enforcement action to the Commission under 
Sections 2(a)(41), 10(f), 12(d)(3), 17(a)(2), 
17(d), 17(e)(1), 34(b) and 35(d) of the 1940 
Act, and Rules 2a-4, 17(d)-1 and 22c-1 of the 
1940 Act in connection with the ability of Money 
Market Funds to acquire Commercial Paper Notes 
issued by the SPVs (the “JPM No-Action 
Letter”).1 In particular, the SEC staff concurred 
that the Commercial Paper Notes may be treated 
as “Asset-Backed Securities” as defined in Rule 
2a-7 and that the staff would not recommend 
enforcement action to the Commission against a 
Money Market Fund under Section 12(d)(3) of 
the 1940 Act in connection with the Money 
Market Fund’s participation in the program. 

In addition, the staff granted relief to 
participating Money Market Funds from certain 
diversification requirements under Rule 2a-7, 
stating that the Money Market Funds do not need 
to “look through” the SPVs in conducting their 
diversification tests as long as certain conditions 
are met. These conditions are detailed and 
complicated. Please contact us if you wish to 
discuss these conditions in more detail. The staff 
also provided certain no-action relief to Money 
Market Funds affiliated with JPM to allow them to 
participate in the program. 

In order for a Money Market Fund to rely on the 
no-action relief granted in the JPM No-Action 
Letter, each Money Market Fund’s board of 
directors, including a majority of the 
independent directors, at least quarterly, must 
review the Money Market Fund’s participation in 
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the MMIFF and make a determination as to 
whether continued participation in the MMIFF is 
in the best interest of the Money Market Fund 
and its shareholders. 

Are There Any Risks for Money Market 
Funds That Participate in MMIFF? 

There are risks for a Money Market Fund 
participating in the MMIFF. On the one hand, the 
Money Market Fund will be receiving 90% of the 
amortized cost of the Eligible Assets sold to the 
SPV in cash. However, the remaining 10% will be 
paid in Commercial Paper Notes. As a result, the 
Money Market Fund has exposure with respect to 
these holdings. The Fed Reserve of NY will provide 
the funding for the purchase of the Eligible Assets 
to be held by the SPVs in the form of loans. The 

loans issued by the Fed Reserve of NY will be 
senior to the Commercial Paper Notes and 
secured by all the assets of the SPV. Upon a 
default of an Eligible Asset held by a SPV, the SPV 
must cease all asset purchases and payments on 
outstanding Commercial Paper Notes. Proceeds 
from the maturation of the Eligible Assets held by 
the SPV will be used to repay the Fed Reserve of 
NY, and only remaining cash will then be used to 
repay principal and interest on the Commercial 
Paper Notes to Money Market Funds. Therefore, 
the Commercial Paper Notes that a Money Market 
Fund receives in connection with the sale of an 
Eligible Asset could be negatively impacted by the 
default of an Eligible Asset sold to the SPV by 
another Money Market Fund. 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

  4 

If you have any questions concerning these developing issues, please do not hesitate to contact any of 
the following Paul Hastings lawyers: 

Chair – Investment Management Practice Group 

Michael R. Rosella 
212-318-6800 
mikerosella@paulhastings.com 

Vice Chair – Investment Management Practice Group 

David A. Hearth 
415-856-7007 
davidhearth@paulhastings.com

Julie Allecta 
415-856-7006 
julieallecta@paulhastings.com 

Wendell M. Faria 
202-551-1758 
wendellfaria@paulhastings.com 

Michael Glazer 
213-683-6207 
michaelglazer@paulhastings.com 

Jacqueline A. May 
212-318-6282 
jacquelinemay@paulhastings.com 

Mitchell E. Nichter 
415-856-7009 
mitchellnichter@paulhastings.com 

Rey Pascual 
404-815-2227 
reypascual@paulhastings.com 

Domenick Pugliese 
212-318-6295 
domenickpugliese@paulhastings.com 

Gary D. Rawitz 
212-318-6877 
garyrawitz@paulhastings.com 

Arthur L. Zwickel 
213-683-6161 
arthurzwickel@paulhastings.com

 
 
1 See J.P. Morgan Securities Inc., SEC No-Action Letter (pub. avail. October 22, 2008). 
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