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Big Leagues of Cash:
BNY Mellon’s CIS

This month we profile the Dreyfus money
funds and interview several veteran mem-
bers of BNY Mellon’s new Cash Invest-
ment Strategies unit, one of the world’s
largest. We speak with Charles Cardona,
President of The Dreyfus Corporation
and BNY Mellon Cash Investment Strate-
gies, Patricia Larkin, Chief Investment
Officer of CIS for the Taxable 2a-7 and Tax-
Exempt Money Funds, and Louis Geser,
Director of Short Duration Credit Re-
search. Our Q&A follows.

Q: What's new with Dreyfus, BNY Mellon and
cis?

Cardona tells us, “We've been work-
ing to integrate all of the BNY Mellon
short duration, fixed income activities
under a division of The Dreyfus Corpo-
ration called BNY Mellon Cash Invest-
ment Strategies.... [W]e are managing
over $550 billion dollars in terms of assets
within short duration fixed income.” Our
goals were three-fold. First, we wanted a
unified credit and risk analysis approach
supporting all of our separate products
under the short duration fixed income
space. Second, this has enabled us to con-
solidate a large portion of our distribution
and client coverage efforts across different
products. Third, [it's allowed us to] provide
all CIS constituents with a consistent proc-
ess across all of our portfolio activities
whether it is money market funds, bank
commingled funds, separate accounts,
stable value, or securities lending reinvest-
ment proceeds. All of these now comprise
cls.”

Q: What's the biggest challenge managing
your money funds?

Larkin answers, “I think it would really
be capacity issues. Twenty five years ago,
we had a lot more banks that issued hun-
dreds of millions of dollars in CDs every
day. In the commercial paper space over
the last two years, there has been tremen-
dous consolidation and less issuance. It's
been more and more difficult to find cor-
porate issuance day to day. The asset-
backed market has shrunk considerably
the last two years.”

Geser adds, “Another dimension of
capacity risk is correlation risk. To the
extent that the major issuers in the mar-
kets are financial intermediaries, the con-
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centration within available 2a-7 capacity has
gone from a more robust tier-one corporate
credit ecosystem to one primarily consisting
of financials. Asset backed commercial paper
give us an opportunity to at least replace
part of that. [But] now of course that entire
asset class, including the multi-seller and
single sponsor, has really diminished in size.
Other than select corporate issuers where
we can find pockets of capacity, the big is-
sues from a credit perspective revolve
around the assessment and the stratification
of risks within banks.”

Q: Have you seen these 7-day put deals?

Geser responds, “The BBVA deal was a
small issue relative to their overall balance
sheet, but it's an intriguing product. There
are other products out there that in one way
shape or form begin to resemble some of
the extendable product that was issued pre-
crisis. That, | think, we do
have some reservations
about.... [W]e are watch-
ing this with a fair degree
of interest and we want to
see how the market
evolves.”

Q: Any concerns about
Europe or any pressing credit
concerns in general?
Geser answers,
“We are somewhat more
constructive with respect to the ‘contagion’
hypothesis. We believe that credit and indi-
vidual issuers can continue to be stratified
by specific variables around the contagion
theme that allow you to make independent
calls on specific issuers. We are comfortable
with that up to a point; | would say more
broadly that there are real, tangible sover-
eign risks globally in terms of debt metrics.
Inside of the sovereign risk issue and from a
credit perspective, we believe that the uni-
versal banking model will survive.... But |
would argue from a credit perspective that it
is important to position these kinds of issu-
ers within compartments because a lot of
exogenous risks remain present.”
Cardona adds, “The only other comment
I would like to make on Europe is from a
client perspective.... We have had a lot of
inquiries and client calls about what was
going on, and we did see a couple of cus-
tomers move to a government or treasury
portfolio. But it really was very minimal,
and | would say it has largely calmed
down over the past several weeks.”

Charles Cardona

Q: Can we survive at these rate levels?

Cardona responds, “We can survive.
Clearly, we have a lot of scale and enough
yield to operate prof-
itably. We are certainl
not )a:t the levels tha){ El‘eyﬁls
we would like to be, I
and that is painful to '
us both as an asset
manager and to our |
distribution  partners &
who obviously have to
share in that waiver process.... At one point
earlier in the year, we thought that maybe
the Fed would begin to raise rates in the
fourth quarter.... [But] based on what you
read and see today, it looks like this could
certainly gointo 2011.”

Larkin comments, “I gather that we are
going down the path of low rates for an ex-
tended period of time, until ... we start to
see some real growth in this domestic econ-
omy.... As it is always the case, it will be well-
advertised when the Fed is going to move.
Then you will start to see rates trickle up
before they start to officially raise rates. At
this point, it is anybody’s guess. But it would
certainly seem to me that it's months and
months away.”

Q: How has your portfolio changed?

Larkin tells us, “I think that anyone who
manages a money market fund has
changed the way they manage their funds
since Sept. 16, 2008. That's just a simple
fact. | would dare say we have always been
one of the most conservatively managed in
the industry — but you can always find a
way to be more conservative. The regulatory
reform in our opinion is really a maturity
issue. The top fund complexes have always
had ample liquidity built into their portfolio
structures, and transparency is not an issue.
The average maturity just makes everything
a little bit more plain vanilla than it was, but
it certainly is not an issue to manage. When
we have a yield curve, we will all be able to
produce attractive yields even with a shorter
average maturity and greater liquidity due
to the size of these funds.”

She adds, “Reform is welcome. | think it
makes all the funds march to the same
drummer. Post September ‘08, even without
the reform, we would still be managing our
funds with greater liquidity because that's
what the shareholder base currently re-
quests and needs. From a psychological per-
spective, this asset class has changed in a
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sense that it's just more conservative. The
people in these funds are savvy investors.
They want to know, when they pick up the
phone, that the answer is, ‘What time would
you like your money back?"”

Q: Do you need to be a giant to run money
funds these days?

Cardona answers, “l think you clearly
need significant enough scale to support
what certainly has been growing fixed
costs to support this business. We have
steadily added resources by hiring additional
credit analysts, to provide supplemental risk
analytics. We've added client-facing re-
sources. | think scale is [also] important, par-
ticularly with the , ;
ovel ot rates now,  BNY MELLON
It is a scalable
business  where
you can recover
your fixed costs as long as you've got
enough assets to make it worthwhile. It must
be a core competency business, not some-
thing you just want to do on the side.”

Q: Is Dreyfus more of an institutional or a retail
manager?

Cardona tells us, “We are a combination
of both, but we are definitely more heavily
weighted towards institutional funds. While
certain procedures have now been codified
into 2a-7 about knowing your customer, that
is something that we always had a very ro-
bust process around, both through our field

sales coverage ... and our technologies and
systems. With the exception of what the
entire industry lived through in Sept. ‘08,
that process for us have been very, very
successful and nearly flawless.”

He says, “Certainly we have always
viewed cash and continue to view cash as
a very attractive long term cyclical
growth business. It's always characterized
by periods of higher highs and higher lows.
We are certainly a very active distributor
through all channels, because we want our
funds available by whatever means a client
would want to purchase them. Whether
that's working closely with intermediaries
to get our funds approved — that's cer-
tainly a robust channel of distribution for us
— or portals, which certainly bring an im-
portant service to segments of the market,
we want our funds to be available there.”

Cardona adds, “I think where we view
our biggest growth opportunity is off-
shore. We have a family of Dublin-based
funds that are up a bit this year, while as
you know the 2a-7 funds here in the States
are down. We also think we have a signifi-
cant opportunity for our separate account
business, so we are placing additional re-
sources offshore to replicate some of the
strategies both from an investment per-
spective and a distribution perspective that
we do here in the States. If we can deliver
those in alternate currencies and alternate
geographies, we view that as, likely, our
greatest growth potential.”

Q: Any thoughts on the future?

Cardona responds, “A couple of obser-
vations, although the crystal ball remains
cloudy. We've all been waiting for the rec-
ommendations from the President’s Work-
ing Group... The good news is that the
regulators are now all actively talking to
each other to try and really come to an in-
formed decision.... As you know from our
comments, we are an advocate of retain-
ing the dollar per share pricing. We sup-
plemented that with a fair bit of research
from our proprietary clients saying the dol-
lar price was important to them. We are
hopeful that the dollar price survives,
because we think that given its history —
outside of the bump in the road of 2008
— it’s been successful. With the additional
controls now in place, it can continue to be
a viable and efficient service.”

Finally, he says, “If it survives, perhaps it
does so at a cost. The concept of the private
liquidity bank floated by the ICI could be
constructive, subject to terms and how it
would be structured. But we would be sup-
portive of developing liquidity outlets as a
mitigating [factor] to the type of circum-
stances we all lived through during the
crisis. Or, might you have to set aside capi-
tal reserves? Then it becomes the question
of price and what kind of yield you can de-
liver, and is it viable? We will see how that
goes. In any event, we will be prepared to
stay flexible based on demands by both
our clients and the regulators.” ¢

Views expressed reflect those of the interviewees and not necessarily those of Dreyfus. Ms. Larkin’s comments were made in the context of the
current historically low rate and zero yield environment and there can be no guarantee that any fund will achieve any level of 7-day yield. This
information is subject to change based on economic, market and other conditions and should not be construed as a recommendation. Article
copyright 2010 by Crane Data. Reprinted from the July 2010 issue by Dreyfus with permission from Crane Data.

This document may not be used for the purpose of an offer or solicitation in any jurisdiction or in any circumstances in which such offer or solicitation is
unlawful or not authorized. Any offer of securities may only be made by means of a prospectus. Investors should consider the investment objectives, risks,
charges and expenses of any mutual fund carefully before investing. Please call 1-800-346-3621 to obtain a prospectus that contains this and other
information about a fund. Read it carefully before investing.

An investment in a money market fund is not insured or guaranteed by the Federal Deposit Insurance Corporation or any other governmental
agency. Although a money market fund seeks to preserve the value of your investment at $1.00 per share, it is possible to lose money by
investing in a money market fund. Yield fluctuates. Unlike money market funds, short duration and stable value portfolios do not seek to maintain
a fixed share price or unit value, and involve higher principal risk. Short-term corporate, asset-backed and municipal securities holdings, while
rated in the highest rating category by one or more NRSRO (or if an unrated municipal, deemed of comparable quality by Dreyfus), involve credit

and liquidity risks and risk of principal loss.

The Dublin-based funds are only available to non-U.S. Persons and may only be offered and sold in accordance with Regulation S under the U.S.

Securities Act of 1933.

BNY Mellon Cash Investment Services is a division of MBSC Securities Corporation. Securities are offered through MBSC Securities Corporation,
a registered broker-dealer, FINRA member and subsidiary of BNY Mellon. Separate account services are offered by BNY Mellon Cash Investment
Strategies, a division of The Dreyfus Corporation. Dreyfus is a subsidiary of BNY Mellon. Bank collective funds are unregistered products offered
by The Bank of New York Mellon to qualified investors. BNY Mellon Asset Management is the umbrella organization for all of BNY Mellon’s
affiliated investment management and brokerage firms and is responsible for U.S. and non-U.S. retail, intermediary and institutional distribution of
investment management and related services. BNY Mellon is the corporate brand of The Bank of New York Mellon Corporation.

Not FDIC-Insured. Not Bank-Guaranteed. May Lose Value.
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