
Money market mutual funds

A “mutual fund” is a company that pools money from many investors and invests the combined holdings in a 
single portfolio of securities that is professionally managed. To manage risk, the fund’s manager attempts to 
diversify the fund’s investments according to the fund’s investment objective. Individual investors own shares of 
the fund, while the fund or the investment company owns the underlying investments chosen by the manager. 
Investments within mutual funds are subject to market volatility, so an investor’s shares when redeemed, or sold, 
may be worth more or less than their original cost.

Mutual funds are generally actively managed, meaning that fund managers may purchase or sell securities in the 
fund portfolio in an attempt to take advantage of changing market conditions. It is possible for a mutual fund to 
hold securities even though their market value and dividend yields fluctuate.

Money market mutual funds
A money market mutual fund (money market fund) invests in low-risk, short-term securities, which generally 
mature in 12 months or less, while attempting to maintain preservation of principal and liquidity. Investors in 
money market funds typically have ready access to their funds because the underlying investments are generally 
liquid. An investment in a money market fund differs from having a traditional bank-deposit money market 
account, as a money market fund is not insured by the Federal Deposit Insurance Company (FDIC). It is possible 
to lose money when investing in a money market fund.

Money market funds may be either taxable or tax-exempt. A taxable money market fund typically invests 
in short-term instruments, such as repurchase agreements, CDs, U.S Treasuries, and high-quality corporate 
securities. A tax-exempt money market fund typically invests in short-term municipal securities. Tax-exempt 
money market funds are often attractive to investors in higher income tax brackets who are seeking a tax exempt 
alternative. While income from tax-exempt money funds is generally free from federal taxes, capital gains (if any) 
will be subject to taxes.

Effective October 2016, the Securities and Exchange Commission adopted updated money market fund 
requirements which created three fund classifications: Retail, Government and Institutional. The updated 
requirements also resulted in impacts to net asset value (NAV) of a fund, liquidation fees and redemption gates.

Net Asset Value | A money market fund NAV may be either stable or floating. A stable NAV uses the amortized 
cost method to value portfolio securities, enabling the NAV to be stable at $1.00. A floating NAV fluctuates based 
on the market values of the portfolio securities. A floating NAV is rounded to four decimals (e.g., $1.001).
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of securities-related topics. This document is meant to provide clients with important information about money 
market mutual funds. This material is not intended as an endorsement or recommendation of any particular 
investment or security.
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Liquidity fee | A fee that could be imposed on investors in a retail, institutional or government money market 
fund if they attempt to redeem shares during a time of fund distress. A liquidity fee provides investors continued 
access to their liquidity at a cost while reducing the incentives for shareholders to redeem shares. Redemption 
Gate – This is a restriction that stops redemptions, thus preventing investors from redeeming shares in a retail, 
institutional or government money market fund for a certain period of time. Similar to liquidity fees, gates can be 
used by a fund to manage redemptions of shares during a time of distress. A gate can be in place for no more than 
10 business days during any 90-day consecutive period.

The following chart describes how the requirements affect Retail, Government and Institutional money market funds.

Fund Classification NAV Liquidity Fee Required? Redemption Gate Required?

Retail Stable at $1.00 Yes Yes

Government Stable at $1.00 No* No*

Institutional Floating Yes Yes

*  Government funds can voluntarily choose to implement liquidity feeds and redemption gates if determined by the funds’ board of directors to be in the best 
interest of shareholders and if permissible in the fund’s prospectus.

Risks
The level and type of risk associated with mutual funds may vary significantly from one fund to another. As a 
result, it is important to have a complete understanding of the investment strategies and underlying products 
from which a mutual fund derives its value to evaluate the risks. These risks are outlined in the mutual fund’s 
prospectus and/or statement of additional information. No investment strategy within a mutual fund can 
guarantee a profit or protect against loss, including the loss of principal. Below are some of the primary risks 
associated with investing in money market funds.

Market risk | The risk that the financial markets will decline, bringing down the value of the investments held by 
the mutual fund and, in turn, the mutual fund’s value. This may result from increasing/decreasing interest rates, a 
recession or changes in the rate of inflation, each of which can impact the financial markets.

Interest rate | The risk that changes in interest rates may reduce (or increase) the market value of bonds or other 
fixed income investments in the fund. If interest rates increase, the market value of a bond will typically decrease; 
and if interest rates decrease, the market value will typically increase. Generally, the longer the maturity of bonds, 
the more sensitive the bonds’ market value becomes to interest rate changes. Investments with longer maturities 
will be affected more by interest rate changes than those with shorter maturities. This is also referred to as 
duration risk.

Credit/default | The risk that the issuer will be unable to pay the interest or principal on its debt obligation or 
otherwise become insolvent.
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Management | The risk associated with underperforming management of the fund. It refers to the risk of the 
fund manager performing poorly in relation to other fund managers for comparable funds.

Liquidity | The risk that changing regulatory, market or other conditions or environments (for example, the 
interest rate or credit environments) may adversely affect the liquidity of the fund’s investments. Generally, the 
less liquid the market at the time the fund sells a portfolio investment, the greater the risk of loss or decline of 
value to the fund.
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