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IMMFA Fact Sheet on MMF 
 

Money Market Funds 

Money Market Funds (MMF) are collective investment schemes. IMMFA funds are all UCITS although some 
MMF domiciled in Europe are AIFs. 

Currently MMFs in Europe are obliged to meet the ESMA guidelines – either for the more broadly-defined 
‘Money Market Funds’, or in the case of IMMFA funds ‘Short Term Money Market Funds’ which have more 
restrictive risk controls. 

IMMFA MMFs adhere voluntarily to a Code of Practice which is more restrictive than the ESMA guidelines and 
which represents industry best practice for low-risk, highly liquid, short duration, conservatively-operated 
MMF which are ‘cash equivalent’. IMMFA MMFs have the preservation of capital and the provision of liquidity 
as their primary objectives, as well as the aim to provide returns in line with money market yields. 

The management Boards of MMFs owe a fiduciary duty of care to their investors; to ensure that credit and risk 
management, portfolio construction and what-if scenario testing are in operation and are effective; and to 
treat all shareholders fairly. 

 

Issues facing Investors: 

Investors value MMFs because they provide a low risk convenient instrument in which they can ‘store’ surplus 
cash. They are extremely simple and easy to use.  

MMFs reduce an investor’s exposure to any single counterparty by investing in the short-term debt of a large 
number of banks, governments and corporations. They provide investors with access to professional credit 
management thereby reducing their reliance on credit rating agencies. This also helps investors avoid the 
tendency to have their money deposited in “too big to fail” banks.  

Investors appreciate the improved transparency provided by MMF post the credit crisis. MMF regularly report 
to investors on many different aspects of the fund, including full disclosure of the assets it holds.  

A further benefit to investors is that the assets of a MMF are held in third party custody accounts. This 
protects investors from the potential failure of the MMF manager, distributor and custodian. In the event of a 
problem or failure of one of these service providers, the assets are protected solely for the benefit of the 
investors in the fund – they cannot be taken or borrowed to the financial advantage of the MMF provider.  

By contrast, when an investor deposits money in a bank they are exposed to the risks of all the different assets 
held by the bank – many of which they will know nothing about. They are exposed to the balance sheet and 
hence the potential failure of the bank. 

 

Risk Diversification 

Only bank deposits made by individuals (up to a threshold) benefit from Government deposit guarantee 
schemes. Other investors such as corporations, charities and institutions have to be much more aware of the 
risks to which their short-term cash are exposed.  

The first step is to spread the investment across different counterparties to ensure that there is no over-
exposure to a single entity. If the risk is spread, in the highly unlikely event of a default amongst those 
counterparties, the impact of any loss is reduced. 

Assessing and monitoring the quality of all these counterparties and making the various bank transfers 
required every day to manoeuvre money in the right places to effect payments can become operationally risky 
and administratively onerous quite quickly. 

Money market funds solve these issues for the investor, by taking on the credit analysis, credit monitoring, 
portfolio construction, payments handling and provide investors with the benefit of pooled liquidity.  
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Issues facing debt issuers and the real economy 

The short-term debt markets are an important component of the overall capital market in Europe allowing a 
wide range of banks, corporates, government entities and agencies access to flexible and competitively priced 
funding. The European Commission has the stated aim of increasing the funding by the capital markets in 
Europe.  MMFs are a significant part of the investor base in the European short-term debt markets. Severely 
hampering the operation of MMF will reduce activity in the European short term capital markets pushing the 
cash back either into the banking system or into less visible, less regulated, potentially less European sectors of 
the investment management industry. 

 

€1 trillion assets under management in European MMF 

With almost €1 trillion under management, MMFs are an important sector of the asset management business 
in Europe. CNAV MMFs have grown steadily to represent almost 50% of MMF domiciled in Europe. At the end 
of September 2013, this amounted to a total of €452 billion – investors have very clearly demonstrated their 
satisfaction and confidence in this product.  

Although the MMF industry in Europe appears to be very evenly split – 49% CNAV, 51% VNAV – most investors 
tend to buy either CNAV or VNAV; the number of investors who happily buy both kinds of fund is small. 

A large percentage of investors in CNAV MMFs need a stable NAV; their reasons for needing or preferring to 
have a stable price are varied: 

 CNAV funds are able to offer T+0 settlement meaning a fund can pay an investor back on the day they ask 
for money. This is essential for normal cash management activity, (e.g. to make pension and payroll 
payments). 

 The investors are averse to any loss of principle. 

 The ability to control an institution’s cash is key to its viability. 

 Institutional clients often use MMFs as a cash management tool in which to ‘sweep’ operational balances. 
This is very straight-forward when transacted at unit value. 

 In many countries, corporate treasurers prefer income rather than capital gains, providing operational 
simplicity and tax consistency;  

 Their systems have been constructed to operate with a constant NAV. 

 

 
Source: IMMFA, four largest providers representing over 50% of 

 IMMFA AUM  
Methodology: Distributing share classes represent CNAV MMFs and 

accumulating share classes represent VNAV MMFs 
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Who uses what? 

The use of CNAV and VNAV MMFs varies greatly by country. Investors in some countries strongly prefer CNAV 
MMFs, investors in other countries prefer VNAV MMFs with investors in only a limited number of countries 
investing in both.  

 

Who invests in CNAV MMF? 

The investors in CNAV come from across the European Community. The largest single group of investors is 
non-financial corporates, but this is an important product for many different types of investor. 

 

Investors in CNAV MMF at end Dec 2012 

 
source: IMMFA 

 

Net Asset Value 

The net asset value (NAV) of a share of a fund is the value of all the assets added together (with any liabilities 
such as related derivatives netted off) then divided by the number of shares outstanding.  Constant NAV and 
Variable NAV are different ways of working out what a share of a fund should be worth. Constant NAV funds 
are managed in such a way that their price, when expressed to 2 decimal places, is 1.00 (see below). They can 
do this because the interest or increase in value which is collected each day on every security in the fund more 
than makes up for any material day-to-day variation in their price. Any surplus is the yield earned by the fund 
that day. To help achieve this, they use amortised cost accounting.  

 

Amortised Cost Accounting  

When an asset is purchased, the purchase price may be lower or higher than the price it will pay back. Both 
the purchase price and redemption value are known at the outset. ‘Amortised cost’ just means assuming that 
the price rises in a straight line from the purchase price to redemption price - that the increase in value from 
when a security is issued to when it is redeemed at par is added in equal increments each day.  

The use of amortised cost accounting is accepted by the International Accounting Standards Board (IASB) and 
the Financial Accounting Standards Board (FASB) as compliant with generally accepted accounting principles 
and in the EU (where it is often used as a proxy for “fair value”). It is also consistent with the accounting 
treatment of bank assets that are bought with the intention of holding them to maturity (FRS 39 and IFRS 9) 
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How does a Constant NAV MMF work? 

Much of the debate about CNAV MMF stems from the apparent paradox of an investment product that 
appears to be able to maintain a stable value. This is possible due to the types of instrument that the funds 
invest in and the fact that they are very low risk. They invest in instruments such as commercial paper, 
certificates of deposit, short-term government debt, investments in overnight deposits, call accounts and 
reverse repo.  MMFs often buy assets at a discount and simply wait until they mature at par or invest in such a 
way that they maintain a face value whilst earning small amounts of interest. They invest in assets with 
minimal volatility in pricing. The chance of large variations in price, or even of default, of a high quality asset 
over a very short time scale is extremely low. 

 

For each euro invested in discount securities, the MMF is able to purchase securities with a par or face value 
greater than €1. e.g. at a price of 0.9985, with €1, you would buy securities which would eventually pay back 
€1.0015. Every day, every asset is worth a little bit more than it was the day before. 

 

 
More than 99% of investments made by short-term MMF are held to maturity. The fact that not many money 
market instruments are traded in the secondary market is a reflection of the fact that there are very few 
sellers - there are always lots of buyers. The market for securities is extremely liquid – just not very active. 
Consequently traded prices are not always available and so an alternative method of estimating the value of 
the assets held must be used.  

 

Composition of IMMFA MMF 

The WAM, WAL and asset composition of IMMFA Prime MMF: 

  
Source: iMoneynet – all IMMFA funds at 28/06/13 
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The WAM, WAL and asset composition of IMMFA Government and Treasury MMF: 

  
Source: iMoneynet – all IMMFA funds at 28/06/13 
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