
www.cerescoin.io 

                        

253 N Barfield Drive 
Marco Island, FL 34145 

 

First Multi-Patented SEC Registered Hybrid Stablecoin 

 
 
Structure for Yield-Stripped Derivative Securities in CERES SNAP Distribution 
 
Outlined below is an approach to create yield-stripped derivative securities for SNAP beneficiaries (Can also be our 
template for closed loop models). This structure avoids classification as a "payment stablecoin" under the GENIUS 
Act (enacted July 18, 2025) by ensuring the tokens qualify as securities issued by a registered investment company 
under Section 8(a) of the Investment Company Act of 1940 (1940 Act), which are explicitly excluded from the 
payment stablecoin definition (per GENIUS Act provisions, as confirmed in sources like the Sidley Austin insight 
and the GENIUS Act text). Payment stablecoins are restricted to non-yield-bearing, 1:1 USD-backed assets issued 
by permitted payment stablecoin issuers (PPSIs) with requirements like OCC chartering, mandatory cash/short-term 
Treasury reserves, and payment-specific AML rules - regimes CERES deliberately avoids through its 1940 Act 
structure. 
 
Instead, the SNAP Derivative Tokens (let’s call them "SNAP Yield-Stripped Shares" for clarity) are structured as a 
yield-stripped derivative class of shares in the M3Sixty On Chain US Government Money Market Fund (MMF), 
leveraging Rule 18f-3 for multi-class funds and analogous stripping mechanics from Treasury STRIPS (Separate 
Trading of Registered Interest and Principal of Securities). This "yield-stripping" separates the principal (for 
beneficiary use) from the income (allocated to CERES/state for insurance premiums and revenue), similar to how 
STRIPS divide Treasury bonds into principal-only (PO) and interest-only (IO) components. The result is a 
derivative security that maintains $1 NAV stability without yield pass-through to holders, while generating revenue 
for CERES. This serves as a scalable template for commercial closed-loop models (e.g., retail payments or corporate 
ecosystems described in the CERES Whitepaper), where yielding shares fund operations and non-yielding 
derivatives enable restricted, fraud-resistant transactions. 
 
1. Regulatory Context and Rationale for Yield-Stripping as a Derivative Security 

• Avoiding Payment Stablecoin Classification: Under the GENIUS Act (e.g., as detailed in the 
Congressional text and WilmerHale alert), payment stablecoins are digital assets redeemable at a fixed 
monetary value for payments, subject to federal oversight unless exempted. Key exemptions include 1940 
Act securities (shares issued by registered investment companies like the MMF backing CERES Coin). By 
structuring the SNAP Yield-Stripped Shares as a derivative class of MMF shares, they qualify as 1940 Act 
securities - not payment stablecoins - bypassing PPSI requirements, OCC chartering, and cash-only 
reserves. This aligns with CERES's existing moat: patent-protected tokenization (US 12,141,769) of 1940 
Act securities for blockchain use, delivering P2P freedom without payment stablecoin constraints. 

• Yield-Stripping Mechanics: Drawing from Treasury STRIPS (where bonds are stripped into zero-coupon 
PO and IO components, each traded as separate securities), the yield (MMF dividends from U.S. 
Treasuries, ~2.5–3.8% APY) is "stripped" via class-specific allocation. Unlike STRIPS (applied to 
individual bonds), this uses Rule 18f-3 for multi-class funds, where income is allocated, pro-rata based on 
relative NAV but adjusted for class-specific expenses (e.g., administrative or distribution fees). No direct 
precedents exist for stripping MMF shares (MMFs maintain stable NAV via daily dividends), but the 
approach mirrors stripped yield in Brady bonds or yield curve stripping, where collateral/principal is 
separated from income streams. 

• 1940 Act Compliance: Rule 18f-3 permits multiple classes with differing expenses, rights, and obligations, 
provided allocations are fair (e.g., simultaneous equations method for income/gains). Rule 18f-4 (adopted 
2020) supports derivative use by funds (e.g., for risk management), allowing the MMF to treat the stripped 
class as a derivative exposure (VaR-limited <150-300% of NAV, with a program). The non-yielding nature 
avoids Howey test issues (no expectation of profits for beneficiaries), functioning like a prepaid EBT while 
classified as a security. 

• SNAP Constraints: USDA rules (7 CFR Parts 273–274) require benefits for food purchases only, with no 
interest accrual to beneficiaries. This structure complies: beneficiaries hold principal-only shares (no yield), 
restricted via smart contracts (Patent US 11,055,677) to eligible items, with real-time audits for error 
reduction (<6% to eliminate OBBB liabilities). 

• Commercial Template Applicability: This model extends to closed-loop ecosystems (e.g., retail payments 
in the Whitepaper's $8T market), where a corporate entity holds yielding CERES Coins for revenue, issuing 
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yield-stripped derivative securities to users for restricted transactions (e.g., loyalty programs, reducing 2-
5% fees). 
 

2. Proposed Structure: SNAP Yield-Stripped Shares 
Implement the SNAP Yield-Stripped Shares as a new class of shares in the MMF (or a dedicated series for 
scalability), tokenized via CERES's blockchain. The yield is stripped through class-specific fees that capture 
income, paid to CERES for program services (e.g., blockchain administration, fraud detection). 

• Step-by-Step Mechanics: 
1) Funding the State Account: USDA SNAP funds flow to the Mississippi SNAP CERES Account. The 

state (or CERES on behalf) invests in the MMF, receiving standard yielding CERES Coins (tokenized 
shares) at $1 NAV. Yield accrues to the fund level. 

2) Creation of Yield-Stripped Class: The MMF amends its registration (Form N-1A) to add a new class 
("Class S" for SNAP), pursuant to Rule 18f-3. This class: 

• Represents a derivative interest in the MMF's portfolio (principal-only, akin to PO STRIPS). 
• Allocates income pro-rata per Rule 18f-3, but applies class-specific administrative fees (e.g., 

2.5–3.8% annualized, matching gross yield) to absorb dividends. Fees are legitimate for 
CERES services (smart contracts, AI fraud detection, audits), disclosed in the prospectus. 

• Results in net zero yield for Class S holders (dividends declared but offset by fees, 
maintaining $1 NAV). 

• Is tokenized via Patent US 12,141,769, with restrictions: non-transferable P2P, redeemable 
only for SNAP-eligible purchases via merchant portals. 

3) Issuance to Beneficiaries: CERES, as sub-transfer agent, issues Class S shares (SNAP Yield-Stripped 
Shares) to beneficiaries' wallets. Each share: 
• Maintains $1 NAV, redeemable at par for purchases (like EBT). 
• Strips yield via fee mechanism: Income accrues fund-wide but is "stripped" at the class level, 

flowing as fees to CERES/state for insurance subsidies ($2-10M net benefit/state). 
• Expires/reloads monthly per SNAP rules. 

4) Redemption and Yield Allocation: On spend (e.g., at a merchant): 
• Smart contract (Patent US 11,797,955) redeems the share, transferring principal to the merchant. 
• Yield (stripped fees) remains with CERES/state, ensuring no beneficiary income. 
• Immutable ledger provides USDA audit trail, reducing errors 30-50%. 

• Classification of the Yield-Stripped Shares: 
• 1940 Act Security (Not Payment Stablecoin): As a class of shares issued by the registered 

MMF, they are excluded from GENIUS Act payment stablecoin rules (per exemptions for 1940 
Act securities). They are derivative in nature (exposure to principal only, with yield stripped via 
fees), subject to Rule 18f-4 if VaR exposure exceeds limits (e.g., program required for >10% 
derivatives use). 

• No Alternative Needed: The structure avoids reclassification risks, as non-yielding does not 
trigger payment stablecoin status when tied to a 1940 Act fund. If challenged, rely on GENIUS 
Act's broad exemption for 1940 Act securities. 

• Comparison to Prior Proposal and Commercial Template: 
 

• Aspect • Prior Non-
Yielding 
Payment 
Stablecoin 
Approach 

• Revised Yield-Stripped 
Derivative Security 
Approach 

• Commercial Closed-
Loop Template 
Example 

• Classification • Potential payment 
stablecoin 
(GENIUS Act 
non-security if 1:1 
pegged, no yield) 

• 1940 Act security (excluded 
from GENIUS Act; derivative 
class under Rule 18f-3/18f-4) 

• Same structure: 
Yielding class for 
corporate revenue; 
stripped class for user 
transactions (e.g., 
grocery chain 
loyalty). 
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• Yield Handling • Smart contract 
strips yield post-
issuance 

• Class-specific fees strip yield at 
fund level (pro-rata 
allocation, offset by service 
fees) 

• Fees capture yield for 
ecosystem ops (e.g., 
reducing payment 
fees in $300B fast-
food market). 

• Regulatory Risks • Triggers PPSI/OCC 
rules if 
misclassified 

• Avoids via 1940 Act exemption; 
fair allocation per Rule 18f-3 

• Scalable to fintechs 
(e.g., $100B crypto 
liquidity), with P2P 
freedom. 

• SNAP/Commercial Fit • Risks beneficiary 
income violation 

• Zero yield pass-through; 
restricted redemptions 

• Closed-loop restrictions 
(e.g., merchant-only); 
revenue from surplus 
($4.25M split in $1B 
example). 

 
3. Potential Risks and Mitigations 

• Allocation Fairness Risk: Rule 18f-3 requires equitable treatment; high class fees could be scrutinized. 
Mitigation: Justify fees as bona fide for CERES services (e.g., blockchain maintenance, per patents); seek 
SEC no-action relief if needed. 

• MMF NAV Stability Risk: Fees must not break $1 NAV. Mitigation: MMFs waive fees routinely; 
structure as variable fees tied to daily income. 

• USDA/SNAP Risk: Shares as "securities" might conflict with benefit rules. Mitigation: Emphasize 
functional equivalence to EBT; pilot with USDA approval (extend Mississippi LOI). 

• Tax Implications: Stripped yield (fees) taxable to CERES; no beneficiary income. Mitigation: Treat as 
program revenue. 
 

4. Implementation Steps 
1 Legal Review: Engage DLA Piper for opinion on Rule 18f-3/18f-4 and GENIUS Act compliance; amend 

MMF registration. 
2 Technical Development: Update smart contracts for class-specific stripping; test Q4 2025. 
3 Approvals: File with SEC for new class; seek USDA pilot (FY 2026 prep). 
4 Rollout: Mississippi launch FY 2028; scale commercially (e.g., retail pilots). 
5 Monitoring: Quarterly audits; integrate with Lockton insurance. 

 
This revised structure ensures regulatory avoidance while monetizing SNAP flows, positioning CERES for broader 
closed-loop applications.  
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SEC RULE 18f-3 
 
Precedents and Examples for Rule 18f-3 Under the Investment Company Act of 1940 
Rule 18f-3, adopted by the SEC in 1995, provides an exemption allowing open-end management investment 
companies (mutual funds) to issue multiple classes of shares representing interests in the same portfolio, provided 
certain conditions are met. These include fair allocation of income, gains, losses, and expenses; identical rights 
except for class-specific differences (e.g., distribution fees, service fees, voting rights); and board-approved 
allocation methods that prevent cross-subsidization. The rule was designed to streamline multi-class offerings, 
reducing the need for individual exemptive orders that were common pre-1995. Precedents primarily come from 
SEC filings (e.g., prospectuses, statements of additional information, and multi-class plans), no-action letters, and 
staff guidance, rather than court cases, as the rule focuses on compliance and exemptive relief. 
Below, I explore key precedents, with a focus on money market funds (MMFs) and class-specific fees, as relevant to 
structures like yield-stripping (where class-specific expenses offset income to create effectively zero-net-yield 
classes). While direct precedents for full yield-stripping are limited (MMFs typically aim for positive yields, and 
high fees must be justified as bona fide under SEC scrutiny to avoid cross-subsidization concerns), many funds use 
class-specific administrative or service fees that differentially impact yields. This creates a framework where a zero-
yield class could be implemented if fees are tied to legitimate services (e.g., blockchain administration in a 
hypothetical CERES-like setup) and board-approved as fair. 
 
1. General Precedents from Multi-Class Plans in SEC Filings 
Funds must adopt a written multi-class plan under Rule 18f-3, detailing expense allocation. These plans serve as 
precedents, showing how funds differentiate classes via fees that affect net yields (e.g., institutional classes with 
lower fees/higher yields vs. retail classes with higher fees/lower yields). Expenses are typically allocated based on 
relative net assets (for fund-wide costs) or directly (for class-specific costs like servicing). Examples include: 
• Vanguard Group Multi-Class Plan (November 2021 Filing): Vanguard offers seven classes (e.g., Investor, 

Admiral, Institutional) across its funds, including MMFs like the Vanguard Federal Money Market Fund. 
Expenses are allocated as follows: 

 Fund-wide (e.g., advisory, custody): Based on relative net assets. 
 Class-specific (e.g., account maintenance, literature mailing): Directly to the class, based on accounts 

or transactions; special servicing arrangements are prorated by accounts served. 
 Marketing/distribution: Using a "Modified Formula" based on business lines (e.g., retail vs. 

institutional), with expenses prorated by accounts or assets. 
 Impact on Yields: Differences in class-specific expenses reduce net income for higher-fee classes (e.g., 

Investor Shares may have 0.15–0.25% service fees, lowering yields vs. Institutional Shares). No 
zero-yield classes, but administrative fees for conversions (e.g., to ETF Shares) can indirectly 
affect yields. This precedent shows flexibility for service-based fees that could be scaled to offset 
yields if justified (e.g., for fraud detection or audits). 

• FMI Funds Multi-Class Plan (December 2024 Filing): Applies to funds like FMI Large Cap and FMI 
International (not MMFs, but illustrative for fee structures). Two classes: Investor (higher fees) and 
Institutional (lower). 

• Fund-wide (e.g., management fees 0.55–0.85%): Based on relative net assets. 
• Class-specific: Investor Class pays up to 0.25% 12b-1 distribution fees and 0.15% service fees (for 

intermediaries); Institutional has none. Expense caps limit total costs (e.g., 1.20% Investor vs. 1.10% 
Institutional). 

• Impact on Yields: Higher Investor fees reduce yields; annualized returns differ only by expense 
differentials. No zero-yield classes, but this demonstrates using service fees to create yield variance, a 
potential template for yield-stripping if fees match gross yield (e.g., 3% fees on a 3% yielding MMF for 
zero net). 

• Other Filing Examples: 
• Ares Dynamic Credit Allocation Fund (2023 Filing): Allocates class-specific expenses (e.g., printing, 

legal) directly; fund-wide by net assets. Precedent for MMF-like income allocation affecting yields. 
• Allspring Funds (2023 Filing): Similar structure; class-specific admin fees for shareholder services. 
• Huntington Funds (2018 Filing): Emphasizes board approval for fair allocation, with class-specific fees 

for administration. 
These filings (over 1,000+ since 1995) establish that Rule 18f-3 is widely used for MMFs (e.g., Fidelity, 
BlackRock), where classes like Prime Retail (higher fees) vs. Institutional (lower) lead to yield differences of 0.10–
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0.50%. No explicit zero-yield precedents, but fee mechanisms could support it if fees are for "bona fide" services 
(e.g., per SEC staff bulletin). 
 
2. SEC No-Action Letters and Staff Guidance as Precedents 
Pre-1995, funds sought exemptive orders for multi-class; post-1995, no-action letters address edge cases like fee 
waivers. Key examples: 
• Differential Advisory Fee Waivers Staff Bulletin (February 2023): SEC staff clarifies that Rule 18f-3 allows 

waivers/reimbursements if they don't result in cross-subsidization (e.g., one class subsidizing another's 
advisory fees). Boards must oversee to ensure fairness; waivers can create yield differences but must be 
temporary or justified. Precedent: Allows differential expenses (e.g., waiving fees for institutional classes, 
boosting their yields) but cautions against permanent structures that mimic prohibited subsidization. For 
yield-stripping, this implies high class-specific fees are ok if not cross-subsidizing and tied to services. 

• TIAA No-Action Letter (August 2025): Allows multi-class in merged entities; references Rule 18f-3 
compliance for fee allocation. Not MMF-specific, but precedent for adapting structures post-merger. 

• Private Funds Multi-Class Relief (March 2025 Exemptive Order): Extends Rule 18f-3-like relief to non-
public BDCs/closed-end funds for varying fees. Precedent: Allows class-specific sales loads/admin fees 
without public offering requirements; could inform MMF yield variances. 

No-action letters emphasize board oversight for fairness (e.g., no undue dilution). For MMFs, guidance ties to Rule 
2a-7 (stable NAV), where fees must not break $1 NAV. 
 
3. MMF-Specific Precedents and Yield Implications 
MMFs often use Rule 18f-3 for classes like Government Institutional (low fees, ~0.05–0.10%) vs. Retail (higher, 
~0.20–0.40%), reducing retail yields. Examples: 
• Allspring (Wells Fargo) MMFs (2025 SAI): Classes with class-specific admin fees (e.g., 0.08–0.15% for 

servicing); yields vary (e.g., negative yields discussed but avoided via waivers). Precedent: Fees offset 
income in low-rate environments. 

• BlackRock/Fidelity MMFs: Use Rule 18f-3 for premium classes with waivers to maintain positive yields; higher 
admin fees for retail classes strip ~0.10–0.30% from gross yield. 

 
Yield-Stripping Insights: No direct precedents for zero-net-yield classes under Rule 18f-3 (searches yielded hits on 
Rule 18f-4 for derivatives, not stripping). However, analogous to Treasury STRIPS (separating interest/principal), 
class-specific fees can "strip" yield if variable and tied to gross income (e.g., MMF dividends offset by fees). SEC 
allows waivers to prevent negative yields, implying flexibility for offsets. Risks: Fees must be reasonable (Section 
36(b)); boards ensure no subsidization. 
 
4. Key Takeaways and Implications 

• Prevalent Use: Over 90% of mutual funds with multiple classes rely on Rule 18f-3, per SEC estimates, 
with precedents emphasizing fair allocation to avoid dilution. 

• For Yield-Stripping: Feasible via high class-specific admin fees (e.g., for tech services like blockchain), 
but must be board-approved, disclosed, and not extraordinary. No explicit zero-yield precedents, but 
differential yields are standard. 

• Evolution: Post-2023 guidance focuses on waivers; 2025 relief extends to private funds. For CERES-like 
innovation, amend MMF registration for a new class; seek no-action if novel. 
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SEC Rule 18f-4: The Derivatives Rule 
 
Precedents and Examples for SEC Rule 18f-4: The Derivatives Rule 
SEC Rule 18f-4, adopted in November 2020 and effective August 2022, establishes a comprehensive framework for 
registered investment companies (mutual funds, ETFs, closed-end funds, and BDCs) to use derivatives, replacing 
prior asset segregation requirements with value-at-risk (VaR) limits, risk management programs, and board 
oversight. The rule addresses leverage risks under Section 18 of the Investment Company Act of 1940 (1940 Act), 
defining "derivatives transactions" broadly (e.g., swaps, futures, forwards, options) and imposing conditions to limit 
speculative exposure. Precedents are primarily from SEC releases, compliance guides, fund filings (e.g., 
prospectuses and Forms N-PORT/N-CEN), and industry analyses, as the rule is relatively new and lacks extensive 
court litigation. Instead of judicial precedents, examples focus on fund classifications, compliance implementations, 
and hypothetical scenarios from the rule's adopting release. Below, I explore key aspects with precedents and 
examples, emphasizing derivatives definitions, VaR limits, risk programs, and exemptions. 
 
1. Definitions of Derivatives and Scope 

• Key Provisions: "Derivatives transactions" include any swap, security-based swap, futures contract, 
forward contract, option, or similar instrument imposing future payment obligations (e.g., margin, 
settlement, or delivery). Exposure is based on gross notional amounts (with adjustments for delta on 
options, 10-year bond equivalents for interest rates, and exclusions for closed-out positions). Excludes 
instruments without future obligations (e.g., fully paid securities) and allows optional treatment of reverse 
repurchase agreements (RRAs) as derivatives or under asset coverage rules. Unfunded commitments (e.g., 
future loans) are permitted if funds maintain sufficient cash equivalents. 

• Precedents and Examples: 
o SEC Adopting Release Hypotheticals (2020): The release provides scenarios like treating TBAs 

(to-be-announced mortgage-backed securities) as forwards unless delayed-settlement conditions 
are met, and excluding certain currency hedges from exposure calculations. For instance, a fund 
using equity swaps for synthetic exposure must include them due to early termination risks, even 
if cash-equivalent. 

o Fund Filings (Post-2022 Compliance): Many funds, like those from BlackRock and Vanguard, 
amended prospectuses to disclose derivatives as "transactions" under 18f-4, e.g., classifying 
interest rate swaps with notional adjustments. No-action letters (e.g., pre-rule) influenced 
definitions, such as excluding covered calls if no leverage, but the rule includes them for 
uniformity. 

o Industry Analyses: Perkins Coie (2021) classifies funds by derivatives use, e.g., "Limited 
Derivatives Users" (≤10% exposure) treating simple forwards as non-derivatives if no future 
obligations. 

  
2. Value-at-Risk (VaR) Limits 

• Key Provisions: Funds must comply with VaR-based leverage limits (99% confidence, 20-day horizon, ≥3 
years data). 

o Relative VaR: ≤200% of designated reference portfolio's VaR (unleveraged index or securities 
portfolio excluding derivatives; 250% for closed-end funds with preferred stock). 

o Absolute VaR: ≤20% of net assets if no suitable reference (25% for closed-end funds with 
preferred stock). 

o Backtesting and Reporting: Weekly backtesting; report exceedances on Form N-RN if >5 
business days non-compliant. 

• Precedents and Examples: 
o SEC Release Hypotheticals (2020): Estimates 383 funds failing relative VaR in 2020 data (e.g., 

due to COVID volatility, S&P 500 VaR ~10.5%, so 20% absolute equates to ~200% relative in 
stable markets). Example: A fund using S&P 500 as reference must keep VaR ≤200% of index 
VaR; minor deviations (e.g., financing costs) not exceedances for leveraged funds. 

o Fund Compliance Examples: Western Asset (whitepaper) discusses using VaR for bond funds, 
e.g., leveraging historical simulation models to cap derivatives at VaR limits, with examples of 
interest rate swaps adjusted to 10-year equivalents. SS&C Algorithmics provides tools for funds 
like ETFs to automate VaR calculations, citing compliance in multi-asset funds. U.S. Bank notes 
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funds implementing internal VaR models (e.g., parametric or Monte Carlo) to monitor daily, with 
examples of equity funds using S&P 500 as reference. 

o Leveraged/Inverse Funds: Pre-2020 funds (e.g., ProShares, Direxion) over 200% leverage 
excepted if no changes, with prospectus disclosures, e.g., a 300% leveraged ETF complies via 
grandfathering. 
 

3. Derivatives Risk Management Program Requirements 
• Key Provisions: Requires a written program with risk guidelines (leverage, market, counterparty, liquidity, 

operational, legal), stress testing (weekly), backtesting, internal reporting/escalation, and annual review. 
Administered by a derivatives risk manager (DRM; officer of adviser, not portfolio manager, board-
approved). 

• Precedents and Examples: 
o SEC Guidance (2021 Small Entity Guide): Hypothetical: A fund's program includes quantitative 

thresholds (e.g., counterparty exposure <5% net assets) and stress tests simulating market crashes, 
with DRM escalating to board on breaches. 

o Fund Implementations: Ultimus (compliance news) cites funds appointing DRMs from risk 
teams, e.g., using software for stress testing in fixed-income funds with swaps. AIMA guide 
examples include funds with operational risk guidelines for OTC derivatives, reviewing annually 
post-2022. Willkie Farr notes BDCs implementing programs with segregated DRM roles. 
 

4. Board Oversight and Reporting 
• Key Provisions: Boards approve DRM and oversee program; DRM provides written reports on 

effectiveness, material risks, and VaR exceedances (e.g., if >30 days non-compliant). Forms N-PORT/N-
CEN report exposure/VaR (some confidential). 

• Precedents and Examples: 
o SEC Release Scenarios (2020): Board receives reports on stress test results (e.g., hypothetical 

2008 crisis simulation showing potential losses), triggering reviews. 
o Compliance Examples: Skadden (2020) notes funds like ETFs filing board approvals in SAIs, 

e.g., quarterly DRM reports on VaR backtests. Ropes & Gray highlights closed-end funds with 
preferred stock using 250% VaR, with board oversight on exceedances. 
 

5. Exemptions and Alternatives (e.g., for Money Market Funds or Limited Users) 
• Key Provisions: Money market funds (MMFs) excluded entirely. Limited derivatives users (≤10% 

exposure, excluding hedges) exempt from VaR/program but need policies/procedures; if exceeded >5 days, 
report to board and reduce or comply fully. Leveraged/inverse funds grandfathered if pre-2020. 

• Precedents and Examples: 
o Limited Users: AIMA (guide) examples include bond funds with minimal futures for hedging, 

adopting simple policies (e.g., exposure caps) without full DRM. Perkins Coie classifies ~70% of 
funds as limited users based on 2021 data. 

o MMF Exemption: Bloomberg factsheet notes MMFs like government funds avoid rule via 
exclusion, focusing on Rule 2a-7 stability. 

o Grandfathered Funds: ICI memo cites pre-2020 leveraged ETFs (e.g., 3x funds) complying via 
disclosure, without VaR if conditions met. 
 

6. Key Takeaways and Implications 
• Prevalent Use: By 2023, most funds (e.g., >90% per industry estimates) have implemented programs, with 

tools from SS&C/Bloomberg for VaR. No major enforcement actions yet, but filings show widespread 
adoption. 

• Evolution: Post-adoption, focus on backtesting/stress (e.g., during 2022 volatility); for CERES-like MMFs, 
exemption applies, but derivatives in structures require compliance if applicable. 

• Gaps in Precedents: Limited court cases; rely on SEC guidance/filings for examples. For novel uses (e.g., 
yield-stripping derivatives), seek no-action relief. 

 
 


