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Earlier this year, the Federal Reserve Board (“Board”) issued proposed rules to implement
certain provisions in Title | of the Dodd-Frank Wall Street Reform and Consumer Protection
Act (“Dodd-Frank Act”) that apply to (1) nonbank financial companies designated as
systemically important financial institutions (“SIFls”) by the Financial Stability Oversight
Council (“FSOC”) and (2) bank holding companies with at least $50 billion in total
consolidated assets (“large BHCs”). [1] In particular, the Board proposed to implement
various portions of Section 165 of the Dodd-Frank Act, under which the Board is required to
establish enhanced prudential standards for SIFls and large BHCs (collectively “covered
companies”), and Section 166, concerning early remediation requirements for covered
companies.

ICI has prepared a draft comment letter on the Proposal. The draft letter is attached and
briefly summarized below.

Comments must be filed by Monday, April 30th. Please provide any comments on the draft
letter to Frances Stadler at (202/326-5822 or frances@ici.org) or Jane Heinrichs
(202/371-5410 or jheinrichs@ici.org) by Thursday, April 26th.

Summary of Draft Comment Letter

The draft letter begins by noting that ICI previously has expressed its strongly held view
that SIFI designation would not be appropriate for registered investment companies
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(“registered funds”) or their investment advisers because, among other things, they do not
present the risks that such designation is intended to address. The letter expresses hope
that the FSOC, to the extent that it evaluates any registered funds or fund advisers for
possible designation, will reach the same conclusion. It explains that because no SIFls have
been named yet and the precise scope of SIFlI designations remains an open question, ICI
has decided to offer comments on the application of the Proposal to SIFls. It states that our
comments also address an issue the Proposal raises that is of concern to money market
funds sponsored by large BHCs.

. Application of the Proposal to SIFls

The draft letter indicates that the Proposal—which would apply bank-oriented prudential
standards to all covered companies as a starting point—reinforces ICI’s view that SIFI
designation would not be an appropriate regulatory tool for addressing any perceived risks
that registered funds or their advisers might raise. It states that it is premature to apply the
Proposal to SIFIs— which have yet to be identified—and points out that the Board cannot
comply with its statutory obligations under Section 165 without knowing which entities will
be subject to enhanced prudential standards.

The draft letter explains why the overall approach of the Proposal, which would apply the
“same set” of enhanced prudential standards to all covered companies, is inconsistent with
the requirements of Section 165. It also discusses the problems with applying a bank-
oriented regulatory framework to all covered companies. The draft letter recommends that
the Board exclude SIFls from the Proposal and propose for public comment a process for
prescribing appropriate enhanced standards and requirements for SIFls that take into
account the characteristics and risks of those entities so designated.

Il. Application of Single Counterparty Credit Limits to Sponsors or

Advisers of Registered Funds

The draft letter addresses the Board’s proposed single-counterparty credit concentration
limits for covered companies and their subsidiaries, an issue of concern to money market
funds sponsored or advised by large BHCs (or by SIFls, if they are not excluded from the
Proposal).

Under the Proposal, a fund or other investment vehicle that is sponsored or advised by a
covered company typically would not be considered a subsidiary of the covered company
(and therefore not subject to the proposed aggregate net credit exposure limits that would
apply to covered companies and their subsidiary companies.). The preamble notes,
however, that excluding funds from the single-counterparty concentration limits may be at
odds with the support that some money market funds received from their sponsors during
the recent financial crisis to enable those funds to meet investor redemption requests
without having to sell assets into then fragile and illiquid markets. The Board requests
comment on whether money market funds or other funds or vehicles that a covered
company sponsors or advises should be included as part of the covered company for
purposes of this rule and whether the Proposal’s definition of “subsidiary” should be
expanded to include any investment fund or vehicle advised or sponsored by a covered
company or any other entity.

As a threshold matter, the draft letter explains that sponsored or advised registered funds,
including money market funds, do not meet any of the standard indicia of a subsidiary. The
draft letter then states that treating registered funds in this manner will not further the
purpose of the exposure limits, and will unnecessarily disrupt the operations of the funds



while creating potential conflicts of interest between the funds and their covered company
adviser. Moreover, the draft letter explains that such treatment may encourage fund
shareholders to assume that support from a fund’s adviser or sponsor is likely—a result
directly contrary to the Board’s objective.

Frances M. Stadler
Senior Counsel - Securities Regulation

Jane G. Heinrichs
Senior Associate Counsel

Attachment

endnotes

[1] Board of Governors of the Federal Reserve System, Enhanced Prudential Standards and
Early Remediation Requirements for Covered Companies, 77 Fed. Reg. 594 (Jan. 5, 2012)
(“Proposal”), available at http://www.gpo.gov/fdsys/pkg/FR-2012-01-05/pdf/2011-33364.pdf.
See ICI Memorandum No. 25849 (January 27, 2012) (summarizing the Proposal). The Board
subsequently extended the comment deadline for the Proposal from March 31, 2012 to
April 30, 2012.
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