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U.S. Securities and Exchange Commsion 
450 Fif Street, N.W.
 

Washigton, D.C. 20549
 

Re: Reliance on Rule 3a-5 fot" an Exemption from the Registration 
the Investment Company Act of 1940Requirements of 


Ladies and Getlemen: 

We are wrtig on behal of Hewlet-Packard Finance Company C'HPFC"), a
 

Hewlett-Packad Company (the "parentll), regarding the 
proposed short-temi investment by HPFC in shares of money market mutual funds. Because 
wholly-owned fiance subsidiar of 


an investment in money market mutu fund shaes is substantialy simar to the tyes of
 

investment that the Securities and &change Commsion (the IICommssion") alows under 
Rule 3a-5, promulgated under the Investment Company Act of 1940 (the IIActll), we request 

Investment Maagement (the I'Stafll) that it would not 
recommend any enorcement action to the Commssion ifHPFC invests in money market 
mutual funds whie continuing to rely upon the exemption from registration as an investment 
company contaied in Rule 3a~5. 

the assurance of the Divon of 


BACKGROUND 

The priar purpose ofHPFC is to finace the business operations of the 
Parent and the Parents subsidiares other than HPFC. HPFC has not registered as an 
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investment company under the Act in reliance on Rule 3a~5. HPFC believes that its activities 
Rue 3a-5, 1 and HPFC does not as thecomply with subpargraphs (a)(1) through (a)(5) of 


staf to address any issue under these individual subparagraphs. 

the Rue, HPFC currently invests al or 
part ofits funds avaiable for short-term investment (funds not lent to the Parent company or 

With respect to paragraph (a)(6) of 


foreign banks orto companies controlled by the Parent) in either tie or demand deposits of 


repurchase agreements, or both, or other forms of short-ter cash-equivalent investents
 

permissible under Rule 3a-5, depending on the yields avaiable in the markets for these 
2 HPFC now proposes to inveSt portons of 
 its short-investments at the time of investment. 

provides the requested no-
action relief HPFC intends to invest only in those money market mutual funds that are 
specifcally intended to be used for short-tenn investments. lIFC believes that the yield it 

term funds in shares of money market mutual funds. If the Staf 


1 It should be noted that HPFC has, to date, issued securities only in transactions exempted 

from registrations under the Securities Act of 1933 (the "Secuòties Actl) pursuant to 
that Act or Regulation S. Securities issued by HPFC outside the United 

States in reliance on Regulation S have not been guanteed by the Parent, in reliance on 
Section 4(2) of 


the no-acton position the Statftook in MEC Finance USA, Inc. (pub. avaiL. Oct. 25, 
i 991) (stating that the requirement that any debt securities held by the public be 
guaranteed by the parent company is not applicable to securities sold in any offshore 
offeòng). 

2HPFC prevously requested and received no-action assurace from the Stafwith respec
 

to lIFe's investments in foreign deposits and repurchase agreements. See Hew/ett-


Packard Finance C071pty, (pub. avai. October 7, 1992) (hereinafer IIHPFCII). As 
discussed in that letter, durig most of any given month, HPFC will have a balance of less 
than SI0,000,000 invested in cash equivalents (mcluding deposits or repurchase 

its cash balances in any month, HPFC may have as 
much as S250,000,000 avaiable for short-tenn investment due to repayments by the Parent 
on Parent securities held by HPFC. Afer HPFC receives and invests such funds, the 
amount of investents is reduced as the funds are fe-lent to the Parent or its other 
subsidiares. This reduction in cash balances normaly takes no longer than seven days. If 

agreements). However, at the peak of 


looked at on average over one yeats time, the average daiy balance of funds actaly
 

invested in deposits or repurchase agreements in any year normally win not e~ceed 5% of 
HPFC's total assets. 
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investment will frequently excee the yield tht can be obtaied 
from direct investments in time deposits. repurchas agreementst or commercial paper. 
can obtai from this kind of 


DISCUSSION 

Rule 3a-5(a)(6) does not specificaly address the eligiòi1ty of shares of money 
market mutual funds for short-term investments by fiance subsidiares, and to our knowledge 
the Stafhas never issued a no-acton letter concerg thi subject. We believe, however, 
that the language of 
 Rule 3a-5(a)(6). the Commssion release adopting the Rule, and related 
Staf no-acton letters support pemutting finance subsidiares to invest in money market 
mutual fund shares. They are the tye of short-term money market investments that the 
Commssion intended the Rule to alow. 

Rule 3a-5(a)(6) provides that a finance subsidiary may not: 

invest ~ reinvest in own, hold or trade in securities other than Govenuent 
securities, securities of its parent company or a company controlled by its 
parent company (or in the case of a parnership or join venture, the securities 

the parers or paricipants in the joint venture) or debt securities (includingof 

therepurchase agreements) which are exempted from the provisions of 


that act.
Securities Act of 1933 by Secton 3(a)(3) of 


Section 3(a)(3) in turn exempts: 

Any note, draf, bil of exchange, or banker.s acceptance which arses out of a 
current transacton or the proceeds of which have been or are to be used for 
current transactions, and wluch has a maturity at the time ofissuance of not 
exceeding nine months, e~clusive of days of gracet or any renewal thereof 
 the 
maturity of which is likewise limited. 

In the release adopting Rule 3a-5, the Commission stated that this par of 
 the 
rule was intended to give a finani:e subsidiar flexibilty to mange cash received from its 
offengs by allowing it to temporay invest in short-term money maket instruments.3 In 
accordance with that purpose, the Stafhas issued no-action letters under Rule 3a-5 
penntting investents that, whie not specifcaly enumerated in the role, are the tyes of 

3 See Investment Company Release Act No. 14275 (Dec. 14, 1984). 
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investments the Commssion intended Rule 3a-5(a)(6) to alow. For exple, inHPFC, the
 

Staf stated it would not recommend enforcement under the Act agaist a fice company 
that invesed its :fds in foreign time deposits, even though the fiance company could not 
state with certaity that any given issuer used the time deposits for curent transactions. The 
Sta agree that the time deposits in question were very simar to Section 3(a)(3) 

investents the
 
commercial paper. a permtted investmentt and thus were the tye of 


Commssion intended Rule 3a-5(a)(6) to allow. Sinlarly. in another no-action letter issued to 
Merrll Lynch Capital Markets, the Staff decided it would not recommend enforcement 
against a fiance company whose assets could potentially include notes issued by its parent's 
employees.4 The Staf agreed that. because the notes in question were collateraized by the 
parent's debentures. the notes were simlar enough to securities issued by the parent (a 
penntted investment under Rule 3a-5(a)(6)) so u to satisfy the major policy consideration 
underlyig Rule 3a-5(a)(6), which is to circumscribe a fiance subsidiar's investment 
authority in order to prevent cerain potential risks and abuses. 

We believe that shares of money maket mutual funds are the type of short-
term money market investments that the Commssion intended Rule 3a-5(a)(6) to allow for 
two reasons. First the overwhelmng majority of money market mutual fund assets squarely
 

Rule 3a-S(a)(6). Second, to the extent that some assets may notmeet the requirements of 


Rule 3a-S(a)(6), they are. due to Rule 2a-7's requirements 

governg money market mutual fud portfolios descnbed below, overwhelmgly similar to 
Section 3(a)(3) commercial paper, a permtted investment under Rule 3a-5. Because the 

meet the literal requirements of 


assets of money maket mutual funds are either the same as or the type of investments the 
money

Staf intended Rule 3a-5(a)(6) to allow, HPFC's proposed investment in shares of 

from the Stafmarket mutual funds warants no-action relief 


Money Market Mutual Fund1. The Overwhelming Majority of 


Rule 3a-5(8)(6).Assets Squarely Meet the Requirements of 


The Investent Company Institute ("ieiii) tracks and reports monthly on the 
composition of the money market mutual fund sector as a whole. In the iers most recently
 

4 Performance Investment Plan (pub. avaiL. March 29, 1990). 
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published inomiatio~ the aggegate assets of 670 sUleyed money market mutual funds 
consisted, in Januar 1996, ofthe followig:5 ..
 

Jan. 96 Dec. 95 Ian. 95 

TOTAL NE ASSET (AT MON'END) $ 650,002.0 $ 629,729.2R $ 523,951.2 

PISTRUlON OF ASSETS (AT MONT END) 

U.S. TRASURY BILS $ 39,736.1 S 42,280.8R $ 40,968.8 

OTH'IASURY SECURS $ 34,903.2 S 29,174.7R S 19,813.9R 

OlH U.S. SBCUlS $ 96,102.0 $ n,689.8R S 80,789.5R 

RECHSE AGREMENTS $ 88,945.1 $ 89,3I6.2R $ 79,563.8R 

COMMCI BAN CD (1) $ 9,393.7 $ 8,144.8R S 5,210.3 

OlH DOMESnC CD (2) S 31,115.6 $ 31,7S3.8R $ 22,778.7R 

EUODOLLAR CD (3)
COMMCI PAP 

$ 17,756.6 

$ 243,526.9 
$ 20,066.IR. 

S 237,121.9R 
$ lS,677.SR 

$ 199,711.9R 
BAN'S ACCEPANCES S 2,962.8 $ 3,059.6R $ 4,150.2 

CASH RESERVES 
OTH 

$ -3,847.7 

S 87.407.2 

S -3,596.9R 

S 79,718.2R 

$ -1,143.7 

$ 56.430.3 

AVEGE. MATU OF PORTFOLIO (4) 
NU OF DAYS 51 52 32 

TH U.S.BAN LOClE IN 

(1) COMMCIA BA CDS AR moSE ISSUE BY AMCAN 


(2) onm DOMETIC CDS INCLUDE mOSE ISSUE BY S&L'S AN AMCAN BRACHS OF BA.FOREGN 

BRCHE OF DOMETIC BAN ANFOREGN
(3) EURoDOLL CDS AR lHOSE ISUE BY 


SOME lS BY CANADIA BAN; TH CATEOGRY INCLUDES SOME ONE :OA Y PAPER.
 
INIVUAL SECUR IN TH PORTFOliO AT EN OF MONIWEGII(4) MAl1 OF EACH 


BY ITS VALUE. 

theAs the chart in relevant par, indicates, in January 1996, over 86% of 


assets of money market mutual fuds consisted of governent securties, repurchase 
agreements, commercial bank domestic and eurodollar certificates of deposit, commercial 

was over 89%. Al ofJanua 1995, tms number
paper, and baner's acceptances. As of 


thes types ofinvestrents are penntted invesents for fiance subsidiares under Rue 3a­

5 (a)(6). First, governent securities and repurchase agreements are specifcally permtted 

5 All dollar amounts are in millons. "R" indicates that a number has been revised from 

earlier figures. 
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under Rue 3a-5(a)(6). Second. commercial paper and baner's acceptances fall withi the 
the Secrities Act. Fiñy. the Stahas stted tha certifcates ofexemption under 3(a)(3) of 


deposi are considered the tye of short-ten investments Rue 3a-5(a)(6) was intended to
 

alow.6 

2. The Remaining Money Market Assets That Rule 3a..S Does Not
 

Squarely Address Are the Tye or Short-term Money Market 
Investments That the Commission Intended the R.ule to Allow. 

Any remaining money market assets that Rule 3a-5 does not specicaly
 

address are also themselves the tye of short-term money market investment activity that the 
Commssion intended Rule 3a-5 to alow. due to the requiremens governg money market 
mutual fund assets set out in Rule 2a-7_ 

Rule 2a.. 7 requires that money market mutual fuds invest only in cenai 
eligible securities that present mial credit risks, specifcaly securities: (1) of issuers with a 
class of short-term securities that is rated by a nationally recogned statistical rating 
organ:irion in the top two classes of shott-term debt obligations; and (2) that possess a 
maturity date ofless than 397 days. Whe such a security would not techicaly be 
commercial paper (because it would not meet the requirements of Section 3(a)(3) tht the
 

security have a maturity date at issue of nie months 'or less or that it be used for current 
trasactions). it would be fungible in the market with commercia paper ofthe same issuer 
with the same maturity. Moreover, the average remaining maturity date of a fund1s entire 
portolio may not exceed niety days.7 These strict requirements concerng high portolio 
qualty and short average maturity cause shaes of money market mutual funds to have the 
same chaaceristics as commercial paper. As such, money market mutual fund shares are the 
type of short-ter money market investments that the Commssion intended the Rule to
 

allow. In addition, the intended effect of 
 Rule of 2a-7 is to require money market mutu 
funds to maitai a stable net asset value per share. By requirg money maret mutual funds 

6 See HPFC. In this no-action letter, the Staf stated that foreign tie deposits were 
pemissible under Rule 3a-5(a)(6). Presumably. domestic time deposits are equally 
permissible. 

7 According to the ICI data. the average maturity of money market portolios as of January 

1996 was 51 days. 
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to maitain stable share values. mvestments in shares of money market mutu funds address 
Rule 3a-S~ which is to prevent exempted fiance subsidiares from 

engagig in the risk and abuses the Act was intended to address. Thereore, HPFC's 
the major concern of 


potential invesents in money market mutual fund shares warant no-action relief even
 

though a relatively small amount of money market mutu fund assets may not meet the literal 
Rule 3a-5(a)(6).requirements of 


Indeed, the Stahas issued no-acton leters under Rue 3a-5 pemitting 
investments that, while not literally fulfillg the requirements of the Rule, are the tye of 
short-term money market investments that the Commssion intended the Rule to alow. For 
example~ as discussed above, in HPFC the Stafdecided it would not recommend 
enforceent under the Act against a finance company that invested its funds in foreign time 
deposits, even though the finance company could not state with certaity that any given issuer 
used the time deposits for current transactons, the literal requirement of Secion 3(a)(3) of 
the Securities Act. The Sta agreed that these depòsits were the type of short-term money 
market investments that the Cornssion intended the R.ule to alow, and thus permtted the 
investments under Rule 3a-S(a)(6). 

CONCLUSION 

Based on the foregoing, we believe that investments by HPFC in shares of 
money market mutual funds should be deemed to come witlu the requirements of Rule 3a­
5(a)(6) under the Act. Accordingly, we request that you provide assurance that the Stafwi 
not recommend that the Commssion take any enforcement acon ifHPFC contiues to rely
 

money market .mutual funds.s We request that youon Rule 3a-5 whie investig in shares of 


advise us by telephone if you reach a prelinar conclusion that you wil be unable to take a
 

8 As noted above, HPFC, in its earlier no-action request, represented that the average daly 

balance of funds invested in deposits or repurchase ageeents in any yea normy wi 
not cxcees 5% of its total asses, If the Staf 
 provides the no-action assurance requested in 
this leter, HPFC proposes that its investents in money market mutual funds not be 
subject to this litation.
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no-action position on the issues set forth herein and allow us an opportnity to discuss the 
matter furter with you. If you have any questions or need any fiher information pleas 
telephone the undersigned at (202) 887-3625 or Todd Kantorczyk at (202) 887-3608. 

Very truly yours, 

rÐ h.tL C. rn Yh1l 
David C. Mahaey 

DCMldcm 
WA96,166. 

TOTRL P. 09 
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Our Ref. No. 96-162-CC
 
Hewlet t - Packard Finance 

RESPONSE OF THE OFFICE OF CHIEF COUNSEL Company 
DIVISION OF INVESTMNT MAAGEMENT File No. 132-3 

Your letter dated July 17, 1996 requests our assurance that
 
we would not recommend enforcement action to the Commission if
 
Hewlett-Packard Financ.é-~G;ompany ("HPFC"), which currently is not
 
registered under the Irl~stment Company Act of 1940 ("1940 Act")

in reliance on Rule 3a. - 5 j thereunder, invests in the shares of 
money market mutual f~l.j.
 

You state that thËt primary purpose of HPFC is to finance the
 
business operations of its parent, Hewlett-Packard Company, and
 
its parent's subsidiaries other than HPFC. You state that HPFC
 
currently invests funds that are available for short - term
 
investment in time or demand deposits of foreign banks,
 
repurchase agreements, or other short-term cash-equivalent

investments permissible under paragraph (a) (6) of Rule 3a- 5. 
HPFC now proposes to invest a portion of its funds available for

short - term investment in' shares of money market mutual funds. i/ 

Rule 3ä- 5 exempts ,fifom the definition of an investment
 
company a subsidiary of, a paréÌit company that has been formed
 
primarily to finance the business operations of the parent or
 
other companies controlled by the parent (a "finance

subsidiary"). Paragraph (a) (6) of Rule 3a-5 provides that a 
finance subsidiary may not invest in, reinvest in, own, hold, or
 
trade in securities other than (1) Government securities, (2)
 
securities of its parent company or a company controlled by its
 
parent company, or (3) debt securities (including repurchase
 
agreements) that are exempted from registration under the

Securities Act of 1933 (" 1933 Act") by Section 3 (a) (3) of that 
Act. ~/ In the release adopting Rule 3a-5, the Commission stated
 
that paragraph (a) (6) wa~ intended to make clear that a finance
 
subsidiary may temporarily hold short-term money market
 
investments. d/ The Commission further stated that the provision
 

i/ You state that HPFC complies with all of the other
 
applicable conditions of Rule 3a-5. The staff expresses no
 
view on whether HPFC meets these conditions.
 

~/ Section 3(a) (3) of the 1933 Act exempts "(alny note, draft,
 
bill of exchange, or banker's acceptance which arises out of
 
a current transaction or the proceeds of which have been or
 
are to be used for current transactions, and which has a
 
maturity at the time of issuance of not exceeding nine

months. " 

d/ Investment Company Act ReI. No. 14275 (Dec. 14, 1984).
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was intended to give a finance subsidiary the flexibility to
 
manage the cash it receives from an offering until its parent is
 
in a position to receive the offering proceeds. ~/
 

You believe that a finance subsidiary's investment in money
 
market mutual fund shares is consistent with the objectives of
 
paragraph (a) (6) to permit a finance subsidiary to invest in

short - term money market instruments. You maintain that a 
substantial majority of money market fund assets consist of the

types of investments permissible under paragraph (a) (6) of Rule 
3a-5. á/ You further note that, because of the requirements of
 
Rule 2a-7 under the 1940 Act relating to credit risk and maturity
 
of fund assets, money market fund assets that are not investments
 
specifically permitted under Rule 3a-5 nevertheless would be
 
instruments similar to the type expressly permitted by the Rule.
 
Finally, you maintain that these requirements cause money market
 
fund shares to have characteristics similar to commercial paper,
 
a permissible investment under Rule 3a-5.
 

The staff has granted no-action relief to finance
 
subsidiaries that proposed to invest in instruments not
 
specifically listed in paragraph (a) (6) of the Rule when the
 
investments would be consistent with the purposes of the Rule.
 
For example, the staff granted relief to HPFC to permit
 
investments in demand and time deposits of foreign banks. Q/
 

~/ Id. Paragraph (a) (5) of Rule 3a-5 provides that the finance
 
subsidiary has no more than six months to remit to its
 
parent or companies controlled by its parent at least 85% of
 
any funds it raises in an offering.
 

2/ The Investment Company Institute's January, 1996 survey of
 
money market mutual funds indicated that over 86% of money
 
market fund assets consisted of Government securities,
 
repurchase agreements, commercial bank, domestic and
 
eurodollar certificates of deposit, commercial paper, and
 
banker's acceptances.
 

Q/ Hewlet t - Packard Finance Company (pub. avail. Oct. 7, 1992) 
("HPFC 1"). Similarly, the staff has granted relief to
 
finance subsidiaries that proposed to hold notes issued by
 
employees of their parent companies or the parents'
 
subsidiaries as payment for debentures of the parents and
 
secured by those debentures. These letters were based, at
 
least in part, on the theory that the notes were the
 
functional equivalent of the debentures issued by the
 
parents. Performance Investment Plan (pub. avail. March 29,
 
1990); National Medical Enterprises Inc. (pub. avail. Jan.

8,1990). 

- 2 ­
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We agree that a finance subsidiary's investments in money
 
market funds would be consistent with the Rule's intent to permit
 
finance subsidiaries to invest in short-term instruents and
 
manage their cash in a flexible manner. Accordingly, we would
 
not recommend enforcement action to the Commission if HPFC
 
invests in money market fund shares and continues to rely on Rule
 
3a- 5 under the 1940 Act. 7/ Because this position is based on
 
the facts and representations made in your letter, you should
 
note that any different facts or circumstances might require a
 
different conclusion.
 

/J/l.I A a Hz, CCún-i
~~;~~;ayne I .
At torney 

2/ HPFC represented in connection with HPFC 1 that the average 
daily balance in any year of its investments in certain 
foreign bank deposits and repurchase agreements generally 
would not exceed 5% of its total assets. When a particular
instrument is of a type consistent with paragraph (a) (6) of 
Rule 3a- 5, the staff is of the view that no percentage 
limitation is necessary. The response issued in HPFC 1 
therefore is modified to eliminate any percentage limitation 
on investments in the foreign bank deposits and repurchase 
agreements described in that letter. 

- 3 ­


