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SECURITIES AND EXCHANGE
COMMISSION

17 CFR Parts 200, 210, 232, 239, 240,
249, 270, 274

[Release Nos. 33—-10231; 34-79095; IC-
32314; File No. S7-08-15]

RIN 3235-AL42

Investment Company Reporting
Modernization

AGENCY: Securities and Exchange
Commission.

ACTION: Final rule.

SUMMARY: The Securities and Exchange
Commission is adopting new rules and
forms as well as amendments to its rules
and forms to modernize the reporting
and disclosure of information by
registered investment companies. The
Commission is adopting new Form N—
PORT, which will require certain
registered investment companies to
report information about their monthly
portfolio holdings to the Commission in
a structured data format. In addition, the
Commission is adopting amendments to
Regulation S—X, which will require
standardized, enhanced disclosure
about derivatives in investment
company financial statements, as well
as other amendments. The Commission
is adopting new Form N-CEN, which
will require registered investment
companies, other than face-amount
certificate companies, to annually report
certain census-type information to the
Commission in a structured data format.
The Commission is adopting
amendments to Forms N-1A, N-3, and
N-CSR to require certain disclosures
regarding securities lending activities.
Finally, the Commission is rescinding
current Forms N—Q and N-SAR and
amending certain other rules and forms.
Collectively, these amendments will,
among other things, improve the
information that the Commission
receives from investment companies
and assist the Commission, in its role as
primary regulator of investment
companies, to better fulfill its mission of
protecting investors, maintaining fair,
orderly and efficient markets, and
facilitating capital formation. Investors
and other potential users can also utilize
this information to help investors make
more informed investment decisions.

DATES: Effective Dates: This rule is
effective January 17, 2017, except for the
following:

e The amendments to 17 CFR
200.800, 232.105, 232.301, 240.10A-1,
240.12b-25, 240.13a-10, 240.13a—11,
240.13a-13, 240.13a-16, 240.15d-10,
240.15d-11, 240.15d-13, 240.15d-186,

249.322, 249.330, 270.8b—16, 270.10f-3,
270.30a-1, 270.30a—4, 270.30b1-1,
270.30b1-2, 270.30b1-3, 274.101, and
274.218, and in Instruction 55 amending
§270.30d-1 are effective June 1, 2018;
and

e The amendments to 17 CFR
232.401, 249.332, 270.8b—33, 270.30a-2,
270.30a—3, 270.30b1-5, and 274.130,
and in Instruction 54 amending
§270.30d-1, Instruction 57 amending
Form N—1A (referenced in §§ 239.15A
and 274.11A), Instruction 59 amending
Form N-2 (referenced in §§239.14 and
274.11a-1), and Instruction 61
amending Form N-3 (referenced in
§§239.17a and 274.11b) are effective
August 1, 2019.

Compliance Dates: The applicable
compliance dates are discussed in
section IL.H. of this final rule.

FOR FURTHER INFORMATION CONTACT:
Daniel K. Chang, Senior Counsel, J.
Matthew DeLesDernier, Senior Counsel,
Jacob D. Krawitz, Senior Counsel,
Andrea Ottomanelli Magovern, Senior
Counsel, Naseem Nixon, Senior
Counsel, Michael C. Pawluk, Senior
Special Counsel, or Sara Cortes,
Assistant Director, at (202) 551-6792,
Investment Company Rulemaking
Office, Matt Giordano, Chief
Accountant, or Kristy Von Ohlen,
Assistant Chief Accountant, Chief
Accountant’s Office, at (202) 551-6918,
Division of Investment Management,
Securities and Exchange Commission,
100 F Street, NE., Washington, DC
20549—-8549.

SUPPLEMENTARY INFORMATION: The
Securities and Exchange Commission
(the “Commission”) is adopting new
Form N-PORT [referenced in 17 CFR
274.150] and new Form N-CEN
[referenced in 17 CFR 274.101] under
the Investment Company Act of 1940
[15 U.S.C. 80a—1 et seq.] (“Investment
Company Act”); new rules 30a—4 [17
CFR 270.30a—4] and 30b1-9 [17 CFR
270.30b1-9] under the Investment
Company Act; rescinding rules 30b1-1
[17 CFR 270.30b1-1], 30b1-2 [17 CFR
270.30b1-2], 30b1-3 [17 CFR 270.30b1—
3], and 30b1-5 [17 CFR 270.30b1-5]
under the Investment Company Act;
adopting amendments to rules 8b—16
[17 CFR 270.8b-16], 8b—33 [17 CFR
270.8b-33], 10f-3 [17 CFR 270.10{-3],
30a—1 [17 CFR 270.30a-1], 30a-2 [17
CFR 270.30a-2], 30a—-3 [17 CFR
270.30a—3], and 30d-1 [17 CFR
270.30d-1], and Form N—8F [referenced
in 17 CFR 274.218] under the
Investment Company Act; adopting
amendments to Forms N-1A [referenced
in 17 CFR 274.11A], N-2 [referenced in
274.11a-1], N-3 [referenced in 274.11b],
N—4 [referenced in 17 CFR 274.11c], and

N-6 [referenced in 17 CFR 274.11d]
under the Investment Company Act and
the Securities Act of 1933 [15 U.S.C. 77a
et seq.] (“‘Securities Act”’); adopting
amendments to Form N-14 [referenced
in 17 CFR 239.23] under the Securities
Act; rescinding Form N-SAR
[referenced in 17 CFR 274.101 and Form
N-Q [referenced in 17 CFR 274.130] and
adopting amendments to Form N-CSR
[referenced in 17 CFR 274.128] under
the Investment Company Act and
Securities Exchange Act of 1934 [15
U.S.C. 78a et seq.] (“Exchange Act”);
adopting amendments to rules 10A—-1
[17 CFR 240.10A-1], 12b-25 [17 CFR
240.12b-25], 13a—10 [17 CFR 240.13a—
10], 13a—11 [17 CFR 240.13a-11], 13a—
13 [17 CFR 240.13a-13], 13a-16 [17 CFR
240.13a-16], 15d—10 [17 CFR 240.15d-
10], 15d-11 [17 CFR 240.15d-11], 15d—
13 [17 CFR 240.15d-13], and 15d-16 [17
CFR 240.15d-16] under the Exchange
Act; rescinding section 332 [17 CFR
249.332] and adopting amendments to
sections 322 [17 CFR 249.322] and 330
[17 CFR 249.330] of 17 CFR part 249;
adopting amendments to Article 6 [17
CFR 210.6-01 et seq.] and Article 12 [17
CFR 210.12-01 et seq.] of Regulation S—
X [17 CFR 210]; adopting amendments
to section 800 of 17 CFR part 200 [17
CFR 200.800]; and adopting
amendments to rules 105 [17 CFR
232.105], 301 [17 CFR 232.301], and 401
[17 CFR 232.401] of Regulation S-T [17
CFR 232].
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I. Background

A. Changes in the Industry and
Technology

As the primary regulator of the asset
management industry, the Commission
relies on information included in
reports filed by registered investment
companies (“funds”) ! and investment
advisers for a number of purposes,
including monitoring industry trends,
informing policy and rulemaking,
identifying risks, and assisting
Commission staff in examination and
enforcement efforts. Over the years,
however, as assets under management
and complexity in the industry have
grown, so too has the volume and
complexity of information that the
Commission must analyze to carry out
its regulatory duties.

Commission staff estimates that there
were approximately 17,052 funds
registered with the Commission, as of
December 2015.2 Commission staff
further estimates that there were nearly
12,000 investment advisers registered
with the Commission, along with
another 3,138 advisers that file reports
with the Commission as exempt
reporting advisers, as of January 2016.3

1For purposes of the preamble of this release, we
use “funds” to mean registered investment
companies other than face-amount certificate
companies and any separate series thereof—i.e.,
management companies and unit investment trusts.
In addition, we use the term “management
companies” or ‘“management investment
companies” to refer to registered management
investment companies and any separate series
thereof. We note that “fund’” may be separately and
differently defined in each of the new or amended
forms or rules.

2Based on data obtained from the Investment
Company Institute (“ICI”’) and reports filed by
registrants on Form N-SAR. The 17,052 funds
include mutual funds (including funds of funds and
money market funds), closed-end funds, exchange-
traded funds (“ETFs”’), and unit investment trusts
(“UITs”). See ICI, 2016 Investment Company Fact
Book (56th ed., 2016) (2016 ICI Fact Book™’) at 22,
available at https://www.ici.org/pdf/2016_
factbook.pdf; see also infra footnote 1259 and
accompanying and following text.

3Based on Investment Adviser Registration
Depository (“IARD”) system data. In 2010 Congress
charged the Commission with implementing new
reporting and registration requirements for certain

At year-end 2015, assets of registered
investment companies exceeded $18
trillion, having grown from about $5.8
trillion at the end of 1998.4 At the same
time, the industry has developed new
product structures, such as ETFs,5 new
fund types, such as target date funds
with asset allocation strategies,® and
increased its use of derivatives and
other alternative strategies.” These
products and strategies can offer greater
opportunities for investors to achieve
their investment goals, but they can also
add complexity to funds’ investment
strategies, amplify investment risk, or
have other risks, such as counterparty
credit risk.

While these changes have been taking
place in the fund industry, there have
also been significant advances in the
technology that can be used to report
and analyze information. We have
started to use structured data formats to
collect, aggregate, and analyze data
reported by registrants and other filers.8

investment advisers to private funds (known as
“exempt reporting advisers”). See Dodd-Frank Wall
Street Reform and Consumer Protection Act, Pub.
L. 111-203, 124 Stat. 1376, 1570-80 (2010).

Form ADV is used by registered investment
advisers to register with the Commission and with
the states and by exempt reporting advisers to
report information to the Commission. Information
on Form ADV is available to the public through the
Investment Adviser Public Disclosure System,
which allows the public to access the most recent
Form ADV filing made by an investment adviser
and is available at http://www.adviserinfo.sec.gov.
The Commission recently adopted amendments to
Form ADV. See Form ADV and Investment Adviser
Act Rules, Investment Advisers Act Release No.
4509 (August 25, 2016) [81 FR 60417 (September 1,
2016)] (“Form ADV Release”).

4 See 2016 ICI Fact Book, supra footnote 2, at 9.

5 See generally Exchange-Traded Funds,
Securities Act Release No. 8901 (Mar. 11, 2008) [73
FR 14618 (Mar. 18, 2008)] (“ETF Proposing
Release”) at 14619; Request for Comment on
Exchange-Traded Products, Securities Exchange Act
Rel. No. 34-75165 (June 12, 2015); see also ICI,
Exchange-Traded Funds April 2016 (May 27, 2016),
available at https://www.ici.org/research/stats/etf/
etfs_04 16 (discussing April 2016 statistics on
ETFs). As of April 2016, there were 1,630 ETFs with
over $2 trillion in assets. Over the twelve-month
period ending April 2016, assets of ETFs increased
$89.63 billion. See id.

6 See generally Investment Company Advertising:
Target Date Retirement Fund Names and Marketing,
Securities Act Release No. 9126 (June 16, 2010) [75
FR 35920 (June 23, 2010)] (“Investment Company
Advertising Release”).

7 See Use of Derivatives by Registered Investment
Companies and Business Development Companies,
Investment Company Act Release No. 31933 (Dec.
11, 2015) [80 FR 80884 (Dec. 28, 2015)]
(“Derivatives Proposing Release”) (noting ‘“‘dramatic
growth in the volume and complexity of the
derivatives markets over the past two decades, and
the increased use of derivatives by certain funds”);
see also Investment Company Reporting
Modernization, Investment Company Act Release
No. 31610 (May 20, 2015) [80 FR 33590 (June 12,
2015)] (“Proposing Release”) atn. 7.

8 See Proposing Release, supra footnote 7, at nn.
12-16 and accompanying text (discussing the use

Continued
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These data formats for information
collection have enabled us and other
data users, including investors and
other industry participants, to better
collect and analyze reported
information and have improved our
ability to carry out our regulatory
functions.

As we noted in the Proposing Release,
we have historically acted to modernize
our forms and the manner in which
information is filed with the
Commission and disclosed to the public
in order to keep up with changes in the
industry and technology.? In May 2015,
we again acted to modernize our forms
and the manner in which information is
filed and disclosed by proposing a
number of reforms for investment
company reporting.1° Our proposal
included four sets of reforms: (1) The
creation of a new portfolio holdings
reporting form, Form N-PORT, and the
rescission of Form N-Q; (2) the creation
of a new census reporting form, Form
N—CEN, and the rescission of Form N—
SAR; (3) amendments to Regulation S—
X, largely designed to improve
derivatives disclosure; and (4) a
proposed new rule, rule 30e-3, which
would provide funds with an optional
method to satisfy shareholder report
transmission requirements by posting

of eXtensible Business Reporting Language
(“XBRL”) with open-end fund risk/return
summaries and the use of Extensible Markup
Language (“XML”) with Forms N-MFP, PF and
13F, as well as in other contexts).

9 See supra footnote 8 and accompanying text; see
also Proposing Release, supra footnote 7, at nn. 8—
9 and accompanying text (discussing the adoption
of Form N-SAR and the adoption of rules requiring
the use of the IARD for investment adviser filings);
see also Derivatives Proposing Release, supra
footnote 7 (proposing, among other things, reporting
requirements in Forms N-PORT and N-CEN related
to derivatives); Investment Company Liquidity Risk
Management Programs; Investment Company Act
Release No [x] (October 13, 2016) (‘“Liquidity
Adopting Release”’); Investment Company Swing
Pricing; Investment Company Release No. [x]
(October 13, 2016) (‘“Swing Pricing Adopting
Release”).

We also note that in December 2014, the
Financial Stability Oversight Council (“FSOC”)
issued a notice requesting comment on aspects of
the asset management industry, including on
additional data or information that would be
helpful to regulators and market participants. See
FSOC, Notice Seeking Comment on Asset
Management Products and Activities, Docket No.
FSOC-2014-0001 (Dec. 24, 2014) (“FSOC Notice”),
available at http://www.treasury.gov/initiatives/
fsoc/rulemaking/Documents/Notice % 20
Seeking%20Comment % 200n%20Asset %20
Management % 20Products % 20and % 20
Activities.pdf. Although our proposal was
independent of FSOC, several commenters
responding to the notice discussed issues
concerning data that were relevant to our proposal
and those comments were discussed in the
Proposing Release, as relevant. See Proposing
Release, supra footnote 7, at nn. 17-18 and
accompanying text.

10 See Proposing Release, supra footnote 7.

their reports online if they met certain
conditions.

The proposed reforms were designed
to help the Commission, investors, and
other market participants better assess
different fund products and to assist us
in carrying out our mission to protect
investors, maintain fair, orderly, and
efficient markets, and facilitate capital
formation. These reforms also sought to
(1) increase the transparency of fund
portfolios and investment practices both
to the Commission and to investors, (2)
take advantage of technological
advances both in terms of the manner in
which information is reported to the
Commission and how it is provided to
investors and other potential users, and
(3) where appropriate, reduce
duplicative or otherwise unnecessary
reporting burdens on the industry.

B. Summary of Changes to Current
Reporting Regime

We received 1,003 comments 11 on
our proposed reforms from a variety of
interested parties, including investment
companies, industry groups, investors,
academics and others. As discussed in
greater detail below in the relevant
sections of this release, commenters
generally supported our efforts to
modernize the investment company
reporting regime, but had varying
comments on a number of specific items
in each of the respective sets of reforms.
Commenters were generally supportive
of proposed new Form N-PORT; 12
however, we received many comments
relating to the data to be collected by the
form, the frequency of filing reports on
the form, and whether reports on the
form or certain information in the
reports should be made public.
Commenters were also generally
supportive of proposed new Form N-
CEN,13 agreeing that Form N-CEN will
provide both the Commission and the
public with enhanced and updated
census-type information. Similar to

11 0f these, about 574 were individualized letters,
and the rest were one of a number of types of form
letters. See Comments on Investment Company
Reporting Modernization, File No. S7-08-15,
available at http://www.sec.gov/comments/s7-08-
15/s70815.shtml. The comment period for the
proposal closed on August 11, 2015, but was re-
opened until January 13, 2016 when the
Commission proposed liquidity risk management
programs for open-end funds. See Open-End Fund
Liquidity Risk Management Programs; Swing
Pricing; Re-Opening of Comment Period for
Investment Company Reporting Modernization
Release, Investment Company Act Release No.
31835 (Sept. 22, 2015) [80 FR 62274 (Oct. 15, 2015)]
(“Liquidity Proposing Release”).

12 See infra footnotes 46, 64, 100, 115, 123, 145,
193, 197, 198, 245, 275, 283, 293, 330, 350, 379,
423, 432, 443, 455 and 475.

13 See infra footnotes 745, 759, 769, 779, 819, 832,
857, 870, 883, 907, 940, 989, 1008, 1045, 1061,
1070, 1080, 1101 and 1107.

Form N-PORT, however, commenters
also provided many comments on the
data to be collected by the form and
whether certain information in reports
on the form should be made public. In
addition, commenters were largely
supportive of our efforts to improve the
information that funds report to
shareholders and the Commission
through the proposed amendments to
Regulation S—X,4 but had specific
comments on certain disclosures.
Comments on proposed rule 30e-3,
which would allow funds to transmit
reports to shareholders via the internet
subject to a number of conditions, were
mixed, with some commenters
supporting the rule and others opposing
it.15

Today, after consideration of the
comments we received, we are adopting
new Forms N—PORT and N-CEN, as
well as amendments to Regulation S—X.
We continue to believe that with the
industry changes and technological
advances that have occurred over the
years, we need to improve the type and
format of the information that funds
provide to us and to investors, and the
information that the Commission
receives from funds in order to improve
the Commission’s monitoring of the
fund industry in its role as the primary
regulator of funds and investment
advisers. We are not adopting proposed
rule 30e-3 at this time as we believe, in
light of the comments received, that
additional consideration regarding the
rule is appropriate. We are adopting
amendments to Forms N-1A, N-3, and
N—-CSR to require certain disclosures
regarding securities lending activities.16

1. Form N-PORT and Amendments to
Regulation S-X

We are adopting Form N-PORT,
largely as proposed, with certain
modifications in response to
commenters. We are also rescinding, as
proposed, Form N-Q. Form N-PORT is
a new portfolio holdings reporting form
that will be filed by all registered
management investment companies,
other than money market funds and
small business investment companies
(“SBICs”),17 and by UlITs that operate as

14 See infra footnotes 527, 537, 556, 558, 566, 648,
665, 701 and 711.

15 See infra footnotes 1178-1179.

16 If any provision of these rules, or the
application thereof to any person or circumstance,
is held to be invalid, such invalidity shall not affect
other provisions or application of such provisions
to other persons or circumstances that can be given
effect without the invalid provision or application.

17 See infra footnote 49 (discussing why money
market funds and SBICs will not be required to file
reports on Form N-PORT).
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ETFs.18 Currently, management
investment companies (other than
SBICs) are required to report their
complete portfolio holdings to the
Commission on a quarterly basis on
Forms N-Q 19 and N-CSR.20

Form N-PORT requires reporting of a
fund’s complete portfolio holdings. The
form also requires additional
information concerning fund portfolio
holdings that is not currently required
by Forms N-Q and N-CSR, and that will
facilitate risk analyses and other
Commission oversight. For example,
Form N-PORT requires reporting of
additional information relating to
derivative investments. The form also
includes certain risk metric calculations
that measure a fund’s exposure and
sensitivity to changing market
conditions, such as changes in asset
prices, interest rates, or credit spreads.
As was proposed, reports on Form N—
PORT will be filed in a structured data
format with the Commission on a
monthly basis, with every third month
available to the public 60 days after the
end of the fund’s fiscal quarter.

We continue to believe that more
timely and frequent reporting of
portfolio holdings information to the
Commission, as well as the additional
information Form N—PORT requires,
will enable us to further our mission to
protect investors by assisting the
Commission and its staff in carrying out
its regulatory responsibilities related to
the asset management industry. These
responsibilities include its examination,
enforcement, and monitoring of funds,
its formulation of policy, and the staff’s
review of fund registration statements
and disclosures.

While Form N-PORT is primarily
designed to assist the Commission and
its staff, we also continue to believe that
information in Form N-PORT will be
beneficial to investors and other
potential users. In particular, we believe
that both sophisticated institutional
investors and third-party users that
provide services to investors may find
the information required on Form N—
PORT useful. For example, Form N—
PORT’s structured format will allow the

18 ETFs will be required to file reports on Form
N-PORT, regardless of whether they are organized
as management companies or UITs. UITs are a type
of investment company which (a) are organized
under a trust indenture contract of custodianship or
agency or similar instrument, (b) do not have a
board of directors, and (c) issue only redeemable
securities. See section 4(2) of the Investment
Company Act.

19Rule 30b1-5 under the Investment Company
Act [17 CFR 270.30b1-5]. While SBICs file reports
on Form N-CSR, SBICs are not required to file
reports on Form N-Q.

20 See rule 30b2—1 under the Investment
Company Act [17 CFR 270.30b2-1].

Commission, investors, and other
potential users to better collect and
analyze portfolio holdings
information.21 While we do not
anticipate that many individual
investors will analyze data using Form
N-PORT, although some may, we
believe that individual investors will
benefit indirectly from the information
collected on reports on Form N-PORT,
through enhanced Commission
monitoring and oversight of the fund
industry and through analyses prepared
by third-party service providers and
other parties, such as industry observers
and academics.

In addition, we are adopting, largely
as proposed, amendments to Regulation
S—X with certain modifications in
response to comments. These
amendments in large part require
standardized enhanced derivatives
disclosures in fund financial statements.
Currently, Regulation S—X does not
prescribe specific information for most
types of derivatives, including swaps,
futures, and forwards. While many fund
groups provide disclosures regarding
the terms of their derivatives contracts,
the lack of standard disclosure
requirements has resulted in
inconsistent disclosures in fund
financial statements.

We continue to believe that the
amendments to Regulation S—X to
enhance and standardize derivatives
disclosures in financial statements will
allow comparability among funds and
help all investors better assess funds’
use of derivatives. Reports on Form N—
PORT will contain similar derivatives
disclosures to facilitate analysis of
derivatives investments across funds.
Because Form N-PORT is not primarily
designed for individual investors, the
amendments to Regulation S—X require
disclosures concerning the fund’s
investments in derivatives in the
financial statements that are provided to
investors. We also have endeavored to
mitigate burdens on the industry by
conforming the derivatives disclosures
that are required by both Regulation S—
X and Form N-PORT.

2. Form N-CEN

We are adopting, substantially as
proposed and with certain
modifications in response to comments,
Form N-CEN, a new form on which
funds will report census-type
information to the Commission. We are

21 As we noted in the Proposing Release, portfolio
holdings information currently filed on Form N-Q
is filed in a plain text or hypertext format, which
often requires labor-intensive manual reformatting
by Commission staff and other potential users in
order to prepare the reported data for analysis. See
Proposing Release, supra footnote 7.

also rescinding, as proposed, Form N-
SAR, the current form on which the
Commission collects census-type
information on management investment
companies and UITs.22 As we discussed
in the Proposing Release, Form N-SAR
was adopted in 1985 and, while
Commission staff has indicated that the
census-type information reported on
Form N-SAR is useful in its support of
the Commission’s regulatory functions,
staff has also indicated that in the thirty
plus years since Form N-SAR’s
adoption, changes in the industry have
reduced the utility of some of the
currently required data elements.23
Commission staff believes that obtaining
certain additional census-type
information not currently collected by
Form N-SAR will improve the staff’s
ability to carry out regulatory functions,
including risk monitoring and analysis
of the industry.

Form N—CEN includes many of the
same data elements as Form N-SAR,
but, in order to improve the quality and
utility of information reported, replaces
those items that are outdated or of
limited usefulness with items that we
believe to be of greater relevance today.
Where possible, we are also eliminating
items that are reported on other
Commission forms, or are available
elsewhere. In addition, reports on Form
N-CEN will be filed in a structured
XML format, which, we believe, will
reduce reporting burdens for current
Form N-SAR filers and yield data that
can be used more effectively by the
Commission and other potential users.24
Finally, reports on new Form N-CEN
will be filed annually, rather than semi-
annually as is required for reports on
Form N-SAR by management
companies, which will further reduce
current burdens on funds.

II. Discussion

A. Form N-PORT

As discussed above, we are adopting
a new monthly portfolio reporting form,
Form N-PORT. Form N-PORT requires
registered management investment
companies and ETFs organized as UITs,
other than money market funds and
SBICs, to electronically file with the

22 See rules 30a—1 and 30b1-1 under the
Investment Company Act [17 CFR 270.30a—1 and 17
CFR 270.30b1-1].

23 See Proposing Release, supra footnote 7 (noting
that when adopted, Form N-SAR was intended to
reduce reporting burdens and better align the
information that was required to be reported with
the characteristics of the fund industry). Also as
noted in the Proposing Release, the filing format
that is required for reports on Form N-SAR limits
our ability to use the reported information for
analysis.

24 See infra footnotes 750-752 and accompanying
text.
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Commission monthly portfolio
investments information on reports in
an XML format no later than 30 days
after the close of each month.25 Except
as discussed below in section II.A.4,
only information reported for the third
month of each fund’s fiscal quarter on
Form N-PORT will be publicly
available, and that information will not
be made public until 60 days after the
end of the fiscal quarter.26

As the primary regulator of the asset
management industry, the Commission
relies on information that funds file
with us, including their registration
statements, shareholder reports, and
various reporting forms such as Form
N-CSR. The Commission and its staff
use this information to understand
trends in the fund industry and carry
out regulatory responsibilities,
including formulating policy and
guidance, reviewing fund registration
statements, and assessing and
examining a fund’s regulatory
compliance with the federal securities
laws and Commission rules thereunder.

Information on fund portfolios is
currently filed with the Commission
quarterly with up to a 70-day delay.2?
Moreover, the reports are currently filed

25 See new rule 30b1-9.

26 As used throughout this section, the term
“fund” generally refers to investment companies
that will file reports on Form N-PORT.

As discussed further in section II.A.4, the
Commission does not intend to make public the
information reported on Form N-PORT for the first
and second months of each fund’s fiscal quarter that
is identifiable to any particular fund or adviser or
any information reported with regard to country of
risk and economic exposure, delta, or
miscellaneous securities, or explanatory notes
related to any of those topics that is identifiable to
any particular fund or adviser. However, the
Commission may use such information in its
regulatory programs, including examinations,
investigations, and enforcement actions. See infra
footnote 500; see also General Instruction F of Form
N-PORT.

27 Funds currently file with the Commission
portfolio schedules for the fund’s first and third
fiscal quarters on Form N—-Q, and shareholder
reports, including portfolio schedules for the fund’s
second and fourth fiscal quarters, on Form N-CSR.
These reports are available to the public and the
Commission with either a 60- or 70-day delay. See
rule 30b1-5 (requiring management companies,
other than SBICs, to file reports on Form N-Q no
more than 60 days after the close of the first and
third quarters of each fiscal year); rule 30b2-1
(requiring management companies to file reports on
Form N-CSR no later than 10 days after the
transmission to stockholders of any report required
to be transmitted to stockholders under rule 30e—
1). See also rules 30e—1 and 30e—2 under the
Investment Company Act [17 CFR 270.30e-1 and 17
CFR 270.30e-2] (requiring management companies
and certain UITs to transmit to stockholders semi-
annual reports containing, among other things, the
fund’s portfolio schedules, no more than 60 days
after the close of the second and fourth quarters of
each fiscal year). These reports include portfolio
holdings information as required by Regulation S—
X. See rule 12—12 of Regulation S-X [17 CFR
210.12-12], et seq.

in a format that does not allow for
efficient searches or analyses across
portfolios, and even limits the ability to
search or analyze a single portfolio.
Based on staff experience with data
analysis of funds, including staff
experience using Form N-MFP, we
believe, and commenters generally
agreed, that more frequent and timely
information concerning fund portfolios
than we currently receive, will assist the
Commission in its role as the primary
regulator of funds, as discussed further
below.28

The information we will collect on
Form N-PORT will be important to the
Commission and its staff in analyzing
and understanding the various risks in
a particular fund, as well as risks across
specific types of funds and the fund
industry as a whole. These risks can
include the investment risk that the
fund is undertaking as part of its
investment strategy, such as interest rate
risk, credit risk, volatility risk, other
market risks, or risks associated with
specific types of investments, such as
emerging market debt or commodities.
Additionally, as we discuss in the
Liquidity Adopting Release that we are
adopting concurrently Form N-PORT
will help the Commission better
understand liquidity risks through
additional Form N-PORT disclosure
requirements discussed in that
release.2® The information collected on
Form N-PORT will also assist with
understanding whether and to what
extent a fund’s exposure to price
movements is leveraged, either through
borrowings or the use of derivatives.

Many commenters generally agreed
with us that the information required on
Form N-PORT will assist the
Commission in better understanding
each of these risks in the fund
industry.3° These commenters also

28 See, e.g., Comment Letter of Morningstar, Inc.
(Aug. 21, 2015) (“Morningstar Comment Letter’’)
(expressing belief that timelier information to
investors through monthly public disclosures of
portfolios would assist the Commission in
monitoring the financial system, while also
providing suggested revisions to enhance the
proposal.); Comment Letter of Vanguard (Aug. 11,
2015) (“Vanguard Comment Letter”’) (stating that
the proposal strikes the appropriate balance
between disclosures to the Commission and
protecting funds and their investors from front-
running, and providing suggested modifications to
the proposal).

29 See generally Liquidity Adopting Release,
supra footnote 9.

30 See, e.g., Comment Letter of BlackRock (Aug.
11, 2015) (“BlackRock Comment Letter”)
(“Importantly, the greater depth and frequency of
information requested by the Commission will help
the Commission better identify and monitor
emerging risks associated with specific RICs or
categories of RICs as well as asset management
activities.”); Comment Letter of Wells Fargo Funds
Management, LLC (Aug. 11, 2015) (“Wells Fargo

generally agreed with us that the ability
to understand the risks that funds face
will help Commission staff better
understand and monitor risks and
trends in the fund industry as a whole,
facilitating the Commission’s informed
regulation of the fund industry.31 We
also believe, and some commenters
agreed, that information obtained from
Form N-PORT filings will facilitate the
Commission’s oversight of funds and
assist Commission staff in examination,
enforcement, and monitoring, as well as
in formulating policy and in its review
of fund registration statements and
disclosures.32 In this regard, we expect
that Commission staff will use the data
reported on Form N-PORT for many of
the same purposes as Commission staff
has used data reported on Form N-MFP
by money market funds. The data
received on Form N-MFP has been used
extensively by Commission staff,
including for purposes of assessing
regulatory compliance, identifying
funds for examination, and risk
monitoring. Form N-MFP data has also
informed Commission policy; for
example, staff used Form N-MFP data
in analyses that informed the
Commission’s considerations when it
proposed and adopted money market
fund reform rules in 2013 and 2014.33
In addition to assisting the
Commission in its regulatory functions,
we believe, and some commenters
agreed, that investors and other
potential users will benefit from the

Comment Letter”) (‘““we believe that the enhanced
disclosure requirements of the Proposals represent
appropriate valuable information for the
Commission to have in order to assess trends in
risks, for example, across the mutual fund
industry.”); but see, e.g., Comment Letter of
Federated Investors, Inc. (January 13, 2016)
(“Federated Comment Letter) (“A majority of the
Commission’s proposed amendments to Form N—
1A, N-PORT, and N-CEN would require a large
effort from funds while offering data that is, at best,
of little utility, and, at worst, misleading. Many of
these deficiencies relate to flaws inherent in a
security-level disclosure scheme.”). We disagree
with the commenter that a security-level disclosure
scheme is of little utility. See infra footnote 1283
and accompanying and following text (discussing
the utility of the security-level information that will
be reported on Form N-PORT).

31]d.

32]d.

33 See, e.g., Money Market Fund Reform;
Amendments to Form PF, Investment Company Act
Release No. 30551 (June 5, 2013) [78 FR 36834 (June
19, 2013)]; Money Market Fund Reform;
Amendments to Form PF, Investment Company Act
Release No. 31166 (July, 23 2014) [79 FR 44076
(July 29, 2014)] (“Money Market Fund Reform 2014
Release”) at n. 502 and accompanying text (citing
use of Form N-MFP data in discussing the
Commission’s decision to require basis point
rounding) and at n. 651 and accompanying text
(citing use of Form N-MFP data in discussing the
Commission’s decision regarding the size of the
non-government securities basket for government
money market funds).
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periodic public disclosure of the
information reported on Form N—
PORT.34 Form N-PORT is primarily
designed for use by the Commission and
its staff, and not for disclosing
information directly to individual
investors. The information we are
requiring on Form N-PORT is more
voluminous than on a schedule of
investments. We believe, and some
commenters agreed, however, that some
investors, particularly institutional
investors, could directly use the data
from the information on Form N-PORT
for their own quantitative analysis of
funds, including to better understand
the funds’ investment strategies and
risks, and to better compare funds with
similar strategies.35 Additionally, we
believe, and some commenters agreed,
that entities providing services to
investors, such as investment advisers,
broker-dealers, and entities that provide
information and analysis for fund
investors, will also utilize and analyze
the information that will be required by
Form N-PORT to help all investors
make more informed investment
decisions.3¢ Accordingly, whether
directly or through third parties, we
believe, and some commenters agree,
that the periodic public disclosure of
the information on Form N-PORT will
benefit all fund investors.3” As
discussed further below, in order to
mitigate the risk that the information on
Form N-PORT will be used in ways that
might ultimately result in investor
harm, we are limiting the public
availability of Form N—PORT to reports
filed as of quarter-end, as well as
delaying public availability of those
reports by 60 days and keep certain
discrete information items nonpublic.
We intend to increase transparency of
fund investments through Form N-
PORT in several ways. First, Form N—
PORT will improve reporting of fund
derivative usage. As the Commission
has previously noted, we have observed
a dramatic growth in the volume and
complexity of the derivatives markets
over the past two decades.38
Additionally, funds that are considered
“alternative” funds, which often use

34 See, e.g., Comment Letter of Joseph A. Franco
(Aug. 11, 2015) (“Franco Comment Letter”);
Morningstar Comment Letter; but see, e.g.,
Comment Letter of the Investment Company
Institute (Aug. 11, 2015) (“ICI Comment Letter”).

35]d.

36 See id.

37 See id.

38 See Derivatives Proposing Release, supra
footnote 7, at n. 6 and accompanying text; see also
Use of Derivatives by Investment Companies under
the Investment Company Act of 1940, Investment
Company Act Release No. 29776 (Aug. 31, 2011) [76
FR 55237 (Sept. 7, 2011)] (‘“Derivatives Concept
Release”) at n. 7 and accompanying text.

derivatives for implementing their
investment strategy, are becoming
increasingly popular among investors.39
Although Regulation S—X establishes
general disclosure requirements for
financial statements in fund registration
statements and shareholder reports,
based on staff review of fund filings, the
lack of standardized requirements as to
the terms of derivatives that must be
reported has sometimes led to
inconsistent approaches to reporting
derivatives information and, in some
cases, insufficient information
concerning the terms and underlying
reference assets of derivatives to allow
the Commission or investors to better
understand the investment.49 This
hinders both an analysis of a particular
fund’s investments, as well as
comparability among funds.*?

The information and reporting format
required by Form N-PORT will create a
more detailed, uniform, and structured
reporting regime. We believe and
several commenters agreed that this will
allow the Commission and investors to
better analyze and compare funds’
derivatives investments and the
exposures they create, which can be
important to understanding funds’
investment strategies, use of leverage,
and potential for risk of loss.*2

39 While there is no clear definition of
“alternative” in the fund industry, an alternative
fund is generally understood to be a fund whose
primary investment strategy falls into one or more
of the three following categories: (1) Non-traditional
asset classes (for example, currencies); (2) non-
traditional strategies (such as long/short equity
positions); and/or (3) less liquid assets (such as
private debt).

At the end of December 2015, alternative mutual
funds and exchange-traded funds had more than
$200 billion in assets. Although alternative mutual
funds only accounted for 1.23% of the mutual fund
market as of December 2015, the almost $17.3
billion of inflows into these funds in 2015
represented 7% of the inflows for the entire mutual
fund industry in that year. These statistics were
obtained from staff analysis of Morningstar Direct
data, and are based on fund categories as defined
by Morningstar.

40 For example, we understand that some funds
provide a description of all of the holdings in an
index or custom basket underlying a swap contract,
while others only provide a short description. See
also Proposing Release, supra footnote 7, at n. 31
and accompanying text.

41 See, e.g., current rule 12—13 of Regulation S—
X [17 CFR 210.12-13] (requiring funds to disclose
“other” investments, which includes derivatives);
rule 6-03 of Regulation S-X [17 CFR 210.6-03]
(applying articles 1—4 of Regulation S—X to
investment companies, but not specifying where
derivative disclosures should be made for funds);
FASB ASC 815, Disclosures about Derivative
Instruments and Hedging Activities (“ASC 815”")
(discussing general derivative disclosure); FASB
ASC 820, Fair Value Measurements (“ASC 820”)
(requiring disclosure of valuation information for
major categories of investments). See also infra
section IL.C.

42 See, e.g., Comment Letter of Fidelity
Investments (Aug. 10, 2015) (“Fidelity Comment
Letter”’) (generally supporting Commission’s focus

Furthermore, as discussed further
below, Form N-PORT requires funds to
report certain risk metrics that would
provide measurements of a fund’s
exposure to changes in interest rates,
credit spreads and asset prices, whether
through investments in debt securities
or in derivatives. Financial statement
information provides historical
information over a particular time
period (e.g., a statement of operations),
or information about values of assets at
a particular point in time (e.g., a balance
sheet including, for funds, a schedule of
investments). Risk metrics, on the other
hand, measure the change in value of an
investment in response to small changes
in the underlying reference asset of an
investment, whether the underlying
reference asset is a security (or index of
securities), commodity, interest rate, or
credit spread over an interest rate. Based
on staff experience, as well as staff
outreach to asset managers and entities
that provide risk management services
to asset managers (prior to the
Commission issuing the Proposing
Release), discussed further below, we
believe that fund portfolio managers and
risk managers commonly calculate risk
metrics to analyze the exposures in their
portfolios.43 The Commission believes
that staff can use these risk measures to
better understand the exposures in the
fund industry, thereby facilitating better
monitoring of risks and trends in the
fund industry as a whole.

Form N-PORT will also require
information about certain fund
transactions and activities such as
securities lending, repurchase
agreements, and reverse repurchase
agreements, including information
regarding the counterparties to which
the fund is exposed in those
transactions, as well as in over-the-
counter derivatives transactions. We
believe and several commenters agreed
that such information will increase
transparency concerning these
transactions and activities and will

on modernizing the way data is collected from
funds and reported to shareholders and providing
suggestions for modifications to the final rule);
Comment Letter of Capital Research and
Management Company (Aug. 11, 2015) (“CRMC
Comment Letter”) (supporting Commission’s efforts
to take advantage of technology in order to assist
the staff, investors, and other market participants to
better assess different fund products and assist the
Commission in carrying out its mission; and
providing suggestions for modifications to the final
rule).

43 See generally John C. Hull, Options, Futures,
and Other Derivatives (9th ed., 2015) (discussing,
for example, the function of duration, convexity,
delta, and other calculations used for measuring
changes in the value of bonds or derivatives as a
result of changes in underlying asset prices or
interest rates); Sheldon Natenberg, Option Volatility
and Pricing (1994) (same).
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provide better information regarding
counterparties, which will be useful in
assessing both individual and multiple
fund exposures to a single
counterparty.4¢ This will allow the
Commission to better assess and
monitor counterparty risk for individual
funds, as well as across the industry.
As discussed further below, Form N—
PORT will be filed electronically in a
structured, XML format. This format
will enhance the ability of the
Commission, as well as investors and
other potential users, to analyze
portfolio data both on a fund-by-fund
basis and also across funds.4> As a
result, although we will collect certain
information on Form N-PORT that may
be similarly disclosed or reported
elsewhere (e.g., portfolio investments
would continue to be included as part
of the schedules of investments
contained in shareholder reports, and
filed on a semi-annual basis with the
Commission on Form N-CSR), we
believe that it is appropriate to also
collect this information in a structured
format for analysis by our staff as well
as investors and other potential users.
Many commenters were generally
supportive of our proposal.#¢6 However,

44 See, e.g., Morningstar Comment Letter (“By
collecting and making available additional
information about counterparty risk and other
important factors, the SEC will make it easier for
investors and financial advisors to monitor portfolio
risks.”).

45 See, e.g., Fidelity Comment Letter (“Collecting
data in a structured format should allow the
Commission to use information from market
participants in rigorous empirical examinations of
the industry in furtherance of the SEC’s goals.”); ICI
Comment Letter (“‘Obtaining that information in a
structured data format will help the SEC to better
analyze information and improve its ability to carry
out its regulatory mission.”).

46 See, e.g., Comment Letter of Charles Schwab
Investment Management, Inc. (Aug. 11, 2015)
(“Schwab Comment Letter”’) (“Form N-Port [sic]
will provide substantial additional information to
the Commission and strengthen its ability to
oversee and carry out its regulatory responsibilities
for the asset management industry.”); Vanguard
Comment Letter (“Vanguard generally supports the
proposed reporting initiatives because we believe
these reporting obligations will provide the
Commission with the tools necessary to monitor
portfolio composition and risk exposure among
funds, without exposing fund investors to
potentially harmful front-running activities.”);
Comment Letter of Pioneer Investments (Aug. 11,
2015) (“Pioneer Comment Letter”) (‘“Pioneer
supports the Commission’s effort to modernize the
regime whereby funds report information about
their portfolio holdings to the Commission.”);
Comment Letter of the Securities Industry and
Financial Markets Association Asset Management
Group (Aug. 11, 2015) (“SIFMA Comment Letter I'")
(“We support the Commission’s initiative in
proposing monthly reports on Form N-PORT in
order to strengthen its regulatory oversight of the
asset management industry and protect investors by
obtaining more frequent and substantially expanded
information about funds, in a structured format.”);
ICI Comment Letter (“ICI broadly supports the
Commission’s efforts to update fund reporting.”).

we received many comments relating to
the structure of the proposed form, data
to be collected, frequency of filings, and
whether reports on the form should be
made public. We address these
comments below and discuss
modifications we made from the
proposal in response to comments.

1. Who Must File Reports on
Form N-PORT

We are adopting, as proposed, the
requirement that each registered
management investment company and
each ETF organized as a UIT file a
report on Form N-PORT .47 Registrants
offering multiple series will be required
to file a report for each series separately,
even if some information is the same for
two or more series.*8 Money market
funds and SBICs will not be required to
file reports on Form N-PORT.4°

We are adopting, as proposed, the
requirement that all ETFs file reports on
Form N-PORT, regardless of their form
of organization. Although most ETFs
today are structured as open-end
management investment companies,
there are several ETFs that are organized
as UlITs.50 ETFs organized as UITs have
significant numbers of investors who we
believe can benefit from the disclosures
required in Form N—PORT.51 We
received no comments on this aspect of
the proposal.

One commenter suggested that reports
on Form N-PORT should be filed by all
registered investment companies,
including UlITs, in order to have

47 See new rule 30b1-9.

48 As further discussed below, in part to
harmonize definitions between Forms N-PORT and
N-CEN, and in part to parallel identical changes to
the definition of “‘exchange-traded fund” in Form
N-CEN, we have revised Form N-PORT’s proposed
definition of “exchange-traded product” to refer
instead to “‘exchange-traded fund,” which as
revised includes each series of a UIT that meets that
definition. See General Instruction E of Form N—
PORT; infra footnote 896 (discussing changes to
definitions in Form N-CEN).

49 Money market funds already file their monthly
portfolio investments with the Commission. See
Form N-MFP. SBICs are unique investment
companies that operate differently and are subject
to a different regulatory regime than other
management investment companies. They are
“privately owned and managed investment funds,
licensed and regulated by [the Small Business
Administration (“SBA”)], that use their own capital
plus funds borrowed with an SBA guarantee to
make equity and debt investments in qualifying
small businesses.” See SBA, SBIC Program
Overview, available at https://www.sba.gov/content
/sbic-program-overview. As a result of these
differences, SBICs are not required to file reports on
Form N-Q. As of December 31, 2015, only one SBIC
had publicly offered securities outstanding.

50 There are currently eight ETFs organized as
UITs that have registered with the Commission.

51 Commission staff estimates that as of December
2015, ETFs organized as UITs represented 12% of
all assets invested in registered ETFs. This analysis
is based on data from Morningstar Direct.

comparable filing information across
registered investment products,
although the commenter did suggest
that less frequent filing requirements
might be appropriate based on the
structure of the investment company.52
We note that UITs have fixed portfolios
that do not change over time, and thus,
unlike most other investment
companies which are required to file
quarterly reports with their current
portfolio holdings, UITs are not
currently required to file periodic
reports other than on an annual basis.?3
Based on these differences, as reflected
in the current reporting regime, we have
determined not to extend Form N—PORT
filing requirements to UITs that are not
ETFs at this time.

The same commenter also
recommended that reports on Form N—
PORT be filed by business development
companies (“BDCs”).5¢ BDCs are a
category of closed-end funds that are
operated for the purpose of investing in,
and providing managerial assistance to,
small and developing businesses, and
financially troubled businesses. BDCs
are not required to register as
investment companies under the
Investment Company Act although they
do elect to be subject to certain
specialized provisions, and they are
subject to a different reporting regime
than registered investment companies.55
Based on these differences, and as
reflected in the current reporting and
registration regime, we have determined
not to extend Form N-PORT filing
requirements to BDCs at this time.56

Another commenter suggested that
the Commission and the CFTC should
agree on and implement a substituted

52 See Morningstar Comment Letter.

53 UITs currently file annual reports on Form N—
SAR. In contrast, management investment
companies currently file reports for their first and
third fiscal quarters on Forms N-Q and reports for
their second and fourth fiscal quarters on Form N—
CSR, as well as semi-annual reports on Form N—
SAR. See supra footnotes 19—-20 and accompanying
text.

54 See Morningstar Comment Letter
(recommending that “business development
companies . . . and other [registered investment
companies]” should be required to file reports on
Form N-PORT).

55 See Adoption of Permanent Notification Forms
for Business Development Companies; Statement of
Staff Position, Investment Company Act Release No.
12274 (Mar. 5, 1982) [47 FR 10518-02 (Mar. 11,
1982)]; and Interim Notification Forms for Business
Development Companies, Investment Company Act
Release No. 11703 (Mar. 26, 1981) [46 FR 19459
(Mar. 31, 1981)] for a discussion of the regulatory
system applicable to BDCs.

56 Although BDCs will not be subject to Form N—
PORT filing requirements, the amendments being
adopted to Regulation S—X will apply to both
registered investment companies and BDCs. See
infra footnote 700.
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compliance regime.57 Although we
recognize that there are various
alternative reporting requirements
imposed in other contexts and by other
regulators, the reporting requirements
imposed by Form N—PORT have been
designed specifically to meet the
Commission’s regulatory needs with
regards to monitoring and oversight of
registered funds.

Finally, one commenter stated that we
should not require funds to directly
report information on their own behalf,
but instead require other entities such as
transfer agents and custodians to report
information on behalf of funds.58 Given
our expertise and experience in
regulating, examining, and overseeing
funds, including fund reporting,
recordkeeping, and compliance, we
continue to believe that obtaining such
information directly from funds is
appropriate.

2. Information Required on Form
N-PORT

We are adopting, substantially as
proposed, the requirements in Form N—
PORT to report certain information
about the fund and the fund’s portfolio
investments as of the close of the
preceding month, including: (a) General
information about the fund; (b) assets
and liabilities; (c) certain portfolio-level
metrics, including certain risk metrics;
(d) information regarding securities
lending counterparties; (e) information
regarding monthly returns; (f) flow
information; (g) certain information
regarding each investment in the
portfolio; (h) miscellaneous securities (if
any); (i) explanatory notes (if any), and
(j) exhibits. We are adopting these
information requirements substantially
as proposed, although we are making
some modifications from the proposal in
response to comments. Each of these is
discussed in more detail below.

a. General Information and Instructions

Part A of Form N-PORT requires, as
proposed, general identifying
information about the fund. This
information includes the name of the
registrant, name of the series, and
relevant file numbers.59 Funds will also

57 See SIFMA Comment Letter I (“Under our
suggested approach, funds required to report on
new Form N-PORT would be excused from
reporting on Form CPO-PQR.”).

58 See Federated Comment Letter (“It would also
reduce the reporting burden on funds for the
Commission to acquire information directly from
custodians and transfer agents, which are proficient
in maintaining and reporting portfolio holdings and
other information.”).

59 See Item A.1 and Item A.2 of Form N-PORT.
Funds will provide the name of the registrant, the
Investment Company Act and CIK file numbers for
the registrant, and the address and telephone

report the date of their fiscal year end,
the date as of which information is
reported on the form, and indicate if
they anticipate that this will be their
final filing on Form N-PORT.6° This
information will be used to identify the
registrant and series filing the report,
track the reporting period, and identify
final filings. No comments were
received on this aspect of our proposal.
We are adopting these elements as
proposed.

As proposed, funds will also provide
the Legal Entity Identifier (‘“LEI")
number of the registrant and series.5?
The LEI is a unique identifier generally
associated with a single corporate entity
and is intended to provide a uniform
international standard for identifying
counterparties to a transaction.62 Fees
are not imposed for the usage of or
access to LEIs, and all of the associated
reference data needed to understand,
process, and utilize the LEIs is widely
and freely available and not subject to
any usage restrictions. Funds or
registrants that have not yet obtained an
LEI will be required to obtain one,
which currently entails a one-time fee of
$219 plus $119 per year in annual
maintenance costs and fees.53

Commenters were generally
supportive of this aspect of our
proposal, with most endorsing the use
of LEI for identification of funds, as well
as for fund counterparties.t* However,

number of the registrant. Funds will also provide
the name of and EDGAR identifier (if any) for the
series.

60 See Item A.3 and Item A.4 of Form N-PORT.

61 See Item A.1.d and Item A.2.c of Form N-
PORT. The Commission has begun to require
disclosure of the LEI in other contexts. See, e.g.,
Form PF, Reporting Form for Investment Advisers
to Private Funds and Certain Commodity Pool
Operators and Commodity Trading Advisors,
available at http://www.sec.gov/rules/final/2011/ia-
3308-formpf.pdf; Regulation SBSR—Reporting and
Dissemination of Security-Based Swap Information,
Securities Exchange Act Release No. 74244 (Feb. 11,
2015) [80 FR 14564 (Mar. 19, 2015)] (“Regulation
SBSR Adopting Release”).

62 The global LEI system operates under an LEI
Regulatory Oversight Committee (“ROC”) that
currently includes members that are official bodies
from over 40 jurisdictions. The Commission is a
member of the ROC and currently serves on its
Executive Committee. The Commission notes that it
would expect to revisit the requirement to report
LEIs if the operation of the LEI system were to
change significantly.

63 As of June 30, 2016, the cost of obtaining an
LEI from the Global Markets Entity Identifier
(“GMEI") Utility in the United States was $200,
plus a $19 surcharge for the LEI Central Operating
Unit. The annual cost of maintaining an LEI from
the GMEI Utility was $100, plus a $19 surcharge for
the LEI Central Operating Unit. See GMEI Utility,
Frequently Asked Questions, available at https://
www.gmeiutility.org/frequentlyAskedQuestions.jsp.

64 See, e.g., Comment Letter of State Street
Corporation (Aug. 11, 2015) (““State Street Comment
Letter”’); Comment Letter of Depository Trust &
Clearing Corporation (Aug. 11, 2015); Comment
Letter of Interactive Data Pricing and Reference Data

one commenter suggested that certain
funds should be permanently exempted
from such requirements as such funds
would not need an LEI for any other
purpose.®s Lastly, another commenter
suggested that, to better assist academic
researchers with identification of
entities, every filing by a mutual fund
should require an exhaustive list of the
tickers and CUSIPs associated with that
mutual fund.56

We are adopting the requirement that
funds report LEI information for the
registrant and for each series, as
proposed. We acknowledge that funds
will incur some costs to obtain and
maintain an LEI, although we believe
the cost to obtain and maintain an LEI
identifier is modest.67 Uniform
reporting of LEIs by funds, however,
will help provide a consistent means of
identification that will facilitate the
linkage of data reported on Form N—
PORT with data from other filings and
sources that is or will be reported
elsewhere as LEIs become more widely
used by regulators and the financial
industry.8 Using alternate means of
identification or providing exemptions
to this requirement could hinder the
ability of Commission staff as well as
investors and other potential users of
this information to use the data on Form
N-PORT as discussed above. For these

LLC (Aug. 10, 2015) (“Interactive Data Comment
Letter””); Comment Letter of Global Legal Entity
Identifier Foundation (Aug. 5, 2015).

65 See Comment Letter of Carol Singer (June 24,
2015) (“Carol Singer Comment Letter”) (suggesting
that a small closed-end fund that is not listed on
an exchange should not be required to obtain an LEI
identifier).

66 See Comment Letter of Russ Wermers (Aug. 4,
2015) (“Russ Wermers Comment Letter”) (arguing
that this information could help with the
identification of entities. The commenter did not
discuss the utility of the LEI specifically).

67 See supra footnote 63.

68 See, e.g., Commodities Futures Trading
Commission (“CFTC”’), CFTC Announces Mutual
Acceptance of Approved Legal Entity Identifiers,
Press Release: PR6758—13 (Oct. 30, 2013), available
at http://www.cftc.gov/PressRoom/PressReleases/
pr6758-13; Letter from Kenneth Bentsen, President
& CEO of SIFMA to Jacob Lew, Chairman of FSOC,
re: Adoption of the Legal Entity Identifier (Apr. 11,
2014), available at http://www.sifma.org/comment-
letters/2014/sifma-submits-comments-to-fsoc-
encouraging-us-regulators-to-adopt-and-use-the-
legal-entity-identifiers; Regulation SBSR Adopting
Release, supra footnote 61.

Commenters to the FSOC Notice expressed
support for regulatory acceptance of LEI identifiers.
See, e.g., Joint Comment Letter of SIFMA/
Investment Adviser Association to FSOC Notice
(Mar. 25, 2015) (“‘SIFMA/IAA FSOC Notice
Comment Letter”) (expressing support for the LEI
initiative, and noting that the use of LEIs has
already enhanced the industry’s ability to identify
and monitor global market participants); Comment
Letter of Fidelity to FSOC Notice (Mar. 25, 2015)
(expressing the need to develop analytics to make
data intelligible, such as the ability to map
exposures across the financial system, such as
through the use of LEIs).


https://www.gmeiutility.org/frequentlyAskedQuestions.jsp
https://www.gmeiutility.org/frequentlyAskedQuestions.jsp
http://www.sec.gov/rules/final/2011/ia-3308-formpf.pdf
http://www.sec.gov/rules/final/2011/ia-3308-formpf.pdf
http://www.cftc.gov/PressRoom/PressReleases/pr6758-13
http://www.cftc.gov/PressRoom/PressReleases/pr6758-13
http://www.sifma.org/comment-letters/2014/sifma-submits-comments-to-fsoc-encouraging-us-regulators-to-adopt-and-use-the-legal-entity-identifiers
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reasons, we anticipate that the benefits
of requiring funds to report the LEI
number of the registrant and series on
Form N-PORT will justify the costs of
obtaining and reporting this
information, and thus we are adopting
this requirement as proposed.

Furthermore, in response to the
request that an exhaustive list of the
tickers and CUSIPs associated with the
fund be reported to help with the
identification of entities, we note that
Form N-PORT requires funds to report
various identifying information,
including name of the registrant,
Investment Company Act file number of
the registrant, CIK number of the
registrant, LEI of the registrant, name of
each series, EDGAR identifier (if any)
for each series, and LEI for each series.69
We believe this information is sufficient
for Commission staff, as the primary
user of the form, to identify funds filing
reports on Form N-PORT, and could
also be useful for investors and other
potential users. As discussed further
below, funds will also be reporting
additional identifying information on
Form N-CEN in a structured format that
can be used to identify those funds and
link information reported by them on
Forms N-PORT and N-CEN with
information available in other
Commission filings and sources that is
similarly structured.”?

Form N-PORT also includes general
filing and reporting instructions, as well
as definitions of specific terms
referenced in the form.”* These
instructions and definitions are
intended to provide clarity to funds and
to assist them in filing reports on Form
N-PORT.72

Proposed Form N-PORT would have
required funds to report information
about their portfolios as of the last
business day, or calendar day, of the
month, but did not provide specific
instructions on the appropriate basis for
reporting such information, such as

69 See Item A.1 and Item A.2 of Form N-PORT.

70 Form N-CEN requires funds to report
additional information for each share class
outstanding, including name of the class, class
identification number, and ticker symbol. See Item
C.2.d of Form N-CEN.

71 See General Instruction A (Rule as to Use of
Form N-PORT), B (Application of General Rules
and Regulations), C (Filing of Reports), D
(Paperwork Reduction Act Information), E
(Definitions), F (Public Availability) and G
(Responses to Questions) of Form N-PORT.

72 See id. For example, General Instructions A, B,
C and G provide specific filing and reporting
instructions (including how to report entity names,
percentages, and dates), General Instructions D and
F provide information about the Paperwork
Reduction Act and the public availability of
information reported on Form N-PORT, and
General Instruction E provides definitions for
specific terms referenced in Form N-PORT.

whether the information should be
reported as of the trade date (“T+0"),
which is required for financial reporting
purposes, or the trade date plus one day
(“T+1”), which is currently permitted
under rule 2a—4 for the calculation of
funds’ net asset values (“NAV”’). Several
commenters requested clarification on
this issue and specifically requested that
Form N-PORT allow reporting on a T+1
basis.”3

Many commenters noted that most
funds use T+1 accounting to record
their day-to-day transactions, and only
convert their records to T+0 for
quarterly portfolio holdings reporting
purposes on Forms N—CSR and N-Q.74
These commenters further noted that
our proposal would require funds to file
monthly reports 30 days after each
reporting period, whereas funds
currently have at least 60 days after the
end of each fiscal quarter to report
similar information on a T+0 basis on
Forms N-CSR and N-Q. Accordingly,
commenters suggested that allowing
funds to file on a T+1 basis would
reduce filing burdens relative to
requiring reporting on a T+0 basis,
while not meaningfully changing the
substance of the information reported.
One commenter explicitly
recommended that funds be allowed to
choose whether to file on a T+0 or T+1
basis, so that funds that prefer to align
their Form N-PORT reporting with their
reporting on Forms N-Q and/or N-CSR
could do so, while other commenters
that suggested this modification did not
specify whether all funds should be
required to report on a T+1 basis
uniformly.”5

As discussed above, the Commission
did not specify the appropriate basis for
reporting, and we agree with
commenters that an explicit instruction
on the basis on which to report is
appropriate. We are persuaded by
commenters that explicitly instructing
funds file on the same basis for which
they calculate their NAV (generally a
T+1 basis) would not be as burdensome
as instructing all funds to file on a T+0
basis, and would still maintain the
utility of the information reported. As
noted by commenters, we acknowledge
that reporting monthly information on
Form N-PORT on a T+1 basis may

73 See, e.g., ICI Comment Letter; Fidelity
Comment Letter; Schwab Comment Letter;
Comment Letter of OppenheimerFunds (Aug. 10,
2015) (“Oppenheimer Comment Letter”).

74 See, e.g., Pioneer Comment Letter; Comment
Letter of Invesco Advisers (Aug. 11, 2015) (“Invesco
Comment Letter’’); Schwab Comment Letter; ICI
Comment Letter; Comment Letter of the Securities
Industry and Financial Markets Association Asset
Management Group (Jan. 13, 2016) (‘“SIFMA
Comment Letter II").

75 See SIFMA Comment Letter 1.

result in differences between quarterly
portfolio holdings information currently
reported on a T+0 basis on Forms N—
CSR and N-Q). However, any such
differences are unlikely to affect the
utility of the information for the
Commission and other potential users,
because our primary purpose for using
the information is to analyze and assess
the various risks in a particular fund
and monitoring risks and trends in the
fund industry as a whole, rather than to
align the information reported with the
fund’s financial statements.

Nonetheless, we do not agree that
funds should be permitted to file either
on the basis of calculating its NAV
(generally T+1) or on the basis of how
they prepare financial reports (T+0) at
the fund’s option, as having funds
report their portfolio holdings on
different bases would reduce the
comparability of the data reported on
Form N-PORT among funds and across
the industry. Accordingly, we have
modified the proposal to add an
instruction to Form N-PORT instructing
funds that they must report portfolio
information on Form N-PORT on the
same basis they use to calculate their
NAYV, which we understand is generally
T+1.76

Commenters also requested
confirmation that different internal
methodologies could be applied in
responding to certain items on Form N—
PORT, such as those that may require
subjective judgments on the part of
funds.?”” Furthermore, two commenters
urged the Commission to explicitly state
that funds may make and rely on
reasonable assumptions in providing
responses to information items on Form
N-PORT.78 In response to these
comments, we have modified the
proposal by adding an instruction
clarifying that in reporting information
on Form N-PORT, the fund may

76 See General Instruction A of Form N-PORT
(“Reports on Form N-PORT must disclose portfolio
information as calculated by the fund for the
reporting period’s ending net asset value
(commonly, and as permitted by rule 2a—4, the first
business day following the trade date).”). We
understand that funds generally calculate their
NAV on a T+1 basis pursuant to rule 2a-4, although
under certain circumstances funds might record
particular transactions on a T+0 basis, such as when
correcting a pricing error. The instructions in Form
N-PORT are intended to be flexible enough to allow
funds to report information on Form N-PORT on
the same basis used in calculating NAV.

77 See, e.g., SIFMA Comment Letter I (requesting
confirmation that funds may use classifications
generated by existing methodologies or available
service providers in reporting country of risk for
portfolio holdings); ICI Comment Letter (asserting
that funds should have the flexibility to make
country of risk determinations using their own good
faith judgment).

78 See ICI Comment Letter; Oppenheimer
Comment Letter.
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respond using its own methodology and
the conventions of its service provider,
so long as the methodology and
conventions are consistent with the way
the fund reports internally and to
current and prospective investors.?9
This approach, which we have modeled
after a similar instruction in Form PF,

is intended to strike an appropriate
balance between easing the reporting
burden on funds by allowing them to
rely on their existing practices, while
still providing useful information to the
Commission, investors, and other
potential users.8° The new instruction
also explains that funds may explain
any of their methodologies, including
related assumptions, in Part E of Form
N-PORT.81

One commenter recommended that
we include a definition of “forward
contract,” that references the settlement
time of a contract, noting that from their
experience, there are several
interpretations of what constitutes a
forward contract and without a standard
definition, funds might categorize
products inconsistently.82 We disagree
that we should define forward contracts
with regard to the settlement time, and
believe that adopting a specific
definition like the one that the
commenter suggested could be
overbroad or under-inclusive based on
the settlement time selected. Also, based
on staff experience reviewing fund
disclosures, we note that funds have
generally been able to classify forwards
in their current disclosures even though
there is not a specific definition that
references the settlement date of the
contract. Finally, the approach we are
adopting allows flexibility as forward
products evolve.

79 See General Instruction G of Form N-PORT
(“Funds may respond to this Form using their own
internal methodologies and the conventions of their
service providers, provided the information is
consistent with information that they report
internally and to current and prospective investors.
However, the methodologies and conventions must
be consistently applied and the Fund’s responses
must be consistent with any instructions or other
guidance relating to this Form.”).

80 See General Instruction 15 of Form PF. Periodic
reports on Form PF must be filed by registered
investment advisers with at least $150 million in
private fund assets under management. Form PF is
designed, among other things, to assist the
Financial Stability Oversight Council in its
assessment of systemic risk in the U.S. financial
system. See generally Reporting by Investment
Adpvisers to Private Funds and Certain Commodity
Pool Operators and Commodity Trading Advisors
on Form PF, Investment Advisers Act Release No.
3308 (Oct. 31, 2011) [76 FR 71228 (Nov. 16, 2011)]
(“Form PF Adopting Release”).

81 See General Instruction G of Form N-PORT (“A
Fund may explain any of its methodologies,
including related assumptions, in Part E.”).

82 See Comment Letter of T. Rowe Price (Aug. 21,
2015) (“T. Rowe Price Comment Letter”).

Similarly, one commenter noted that
it is unclear if a credit default swap
should be reported as an option or a
swap on Form N-PORT since it has the
characteristics of both types of
investments.83 As discussed further
below, we are revising Form N-PORT to
include a clarification that specifically
identifies that total return swaps, credit
default swaps, and interest rate swaps
should all be categorized under the
“swap”’ instrument type.84

A few commenters also asked for
guidance as to what investments would
fall within the category of “other
derivatives” in Item C.11.g.85 The
commenters noted that funds already
rely upon the definition of “derivatives”
provided in U.S. Generally Accepted
Accounting Principles (“GAAP”’) for
financial statement reporting purposes
and recommended that funds be
allowed to rely upon the same
definition for determining what to
report as “‘other derivatives” on Form
N-PORT (i.e., investments reported as
derivatives for financial statement
reporting purposes, but that do not fall
within the categories of derivatives
enumerated in Form N-PORT such as
futures, forwards, etc.).86 We agree that
this approach will generally promote
consistency in how such information is
reported and will provide more
certainty to funds reporting “other
derivatives” on Form N-PORT, and we
understand that funds may choose to
utilize this approach. However, we are
not requiring that funds do so since we
anticipate most derivative investments
held by funds will fall within one of the
categories of derivatives previously

83 See Morningstar Comment Letter.

84 See infra footnote 340 and accompanying text.

85 See ICI Comment Letter; T. Rowe Price
Comment Letter.

86 See generally ASC 815 (Derivatives and
Hedging).

We note that definitions related to derivatives
have been proposed in other contexts, for example
“derivatives transaction” in our recent proposal
regarding the use of derivatives by registered
investment companies and BDCs. See Derivatives
Proposing Release, supra footnote 7 (defining the
term “derivatives transaction” to mean “any swap,
security-based swap, futures contract, forward
contract, option, any combination of the foregoing,
or any similar instrument (‘derivatives instrument’)
under which a fund is or may be required to make
any payment or delivery of cash or other assets
during the life of the instrument or at maturity or
early termination.” However, that proposed
definition is limited to derivatives transactions
where the fund may be required to make a payment
or delivery of cash or other assets. In contrast, for
purposes of Form N-PORT, we seek to obtain
information about all of a fund’s derivative
investments, regardless of whether the fund has a
payment or delivery obligation. As a result of these
differences, we continue to believe that it is
preferable for Form N-PORT to not incorporate a
specific definition, but rather to retain the
flexibility to encompass the changing types of
products that may evolve and emerge.

enumerated in Form N—PORT, and thus
we expect few investments to be
reported within the “other derivatives”
category. Moreover, this “other
derivatives” category is intentionally
designed to be flexible enough to allow
funds to capture and categorize
investments in the future that are not
currently traded by funds, and for these
reasons we are not requiring funds to
adhere to any specific process in
determining what should fall within
this category, provided that none of the
previously enumerated categories apply.

Several commenters also asked that
the definition of “investment grade” be
revised to follow standards generally
used by the industry by replacing
references to liquidity with references to
credit quality.87 In response to these
comments, we are removing the
definition of “investment grade” that we
proposed to be included in Form N-
PORT. Consistent with our other
changes discussed herein that permit
funds to rely on their existing practices
and methodologies, Form N-PORT
provides funds with the flexibility, in
determining what constitutes
“investment grade,” to generally use
their own methodology and the
conventions of their service providers,
as provided in General Instruction G.
Given this clarification in the adopted
form, we do not believe any definition
of investment grade is necessary.88

We have also made several changes to
certain definitions and instructions
related to the way in which funds will
provide information on Form N-PORT,
largely relating to the formatting of the
information reported. Among other
things, we have revised the instruction
in the proposal that directed funds to
respond to every item of the form.89 As
proposed, the instruction would have
required funds to respond to each sub-
item and item on Form N-PORT even if
the item was inapplicable. The revised
instruction indicates that funds are not
required to respond to items that are
wholly inapplicable.?° For example, no

87 See ICI Comment Letter; Oppenheimer
Comment Letter; Pioneer Comment Letter;
Comment Letter of MFS Investment Management
(Aug. 11, 2015) (“MFS Comment Letter”); Comment
Letter of the Dreyfus Corporation (Aug. 11, 2015)
(“Dreyfus Comment Letter”).

88 See supra footnote 79 and accompanying text.

89 See General Instruction G of proposed Form N—
PORT (“A Fund is required to respond to every
item of this form. If an item requests information
that is not applicable (for example, an LEI for a
counterparty that does not have an LEI), respond N/
A”).

90 See General Instruction G of Form N-PORT (“A
Fund is not required to respond to an item that is
wholly inapplicable (for example, no response
would be required for Item C.11 when reporting
information about an investment that is not a

Continued
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response is required for Item C.11,
which concerns derivatives, when
reporting information about an
investment that is not a derivative. We
believe this revision will decrease
burdens upon filers and reduce the file
size of Form N-PORT submissions,
while still maintaining the clarity of the
data reported on Form N-PORT.

We have also eliminated certain
instructions from proposed Form N—
PORT relating to the formatting of
information reported on the form that,
upon further consideration, we believe
are unnecessary in Form N-PORT. In
particular, we have eliminated
instructions requiring the rounding of
percentages, monetary values, and other
numeric values.9! Elimination of the
instructions regarding the rounding of
such figures should allow funds to
report such information in the same way
such information is currently recorded
in their books and records. We also have
eliminated instructions regarding the
signature and filing of reports, because
we believe that the general rules and
regulations applicable under the Act
provide sufficient guidance with regard
to those issues.92

We have also made clarifying
revisions to certain definitions. As
discussed above, we have revised the
proposed definition of “exchange-traded
product” to refer instead to “‘exchange-
traded fund” to harmonize the
definitions used in Forms N-PORT and
N-CEN.93 The revision also clarifies that
a separate report on Form N-PORT must

derivative). If a sub-item requests information that
is not applicable, for example, an LEI for a
counterparty that does not have an LEI, respond N/
A”).

91 See General Instruction G of proposed Form N—
PORT (instructions regarding rounding of
percentages, monetary values, and other numerical
values).

92 See General Instruction B of Form N-PORT
(“The General Rules and Regulations under the Act
contain certain general requirements that are
applicable to reporting on any form under the Act.
These general requirements shall be carefully read
and observed in the preparation and filing of
reports on this Form, except that any provision in
the Form or in these instructions shall be
controlling.””) See also General Instruction H of
proposed Form N-PORT (instructions regarding
signature and filing of reports).

93 See supra footnote 48 and accompanying text.
Although the definition of “exchange-traded fund”
being adopted on Form N-PORT is narrower than
the definition of “exchange-traded product” as
proposed on Form N-PORT, the universe of filers
on Form N-PORT is not changing because
exchange-traded managed funds that would have
been encompassed in the proposed definition of
“exchange-traded product”” will be encompassed in
the adoption through references to managed
investment companies. See rule 30b1-9 (requiring
certain funds to file reports on Form N-PORT);
Form N-PORT (“Form N-PORT is to be used by a
registered management investment company, or an
exchange-traded fund organized as a unit
investment trust, or series thereof (‘Fund’). . ..”).

be filed by each series of a UIT
organized as an ETF, and parallels
similar revisions to the definition of
ETF in Form N-CEN.?¢ We have also
revised the definition of “LEI” to reflect
new terminology regarding LEIs.95

Finally, regarding General Instruction
F, which provides information regarding
the public availability of the
information in Form N—PORT, the final
Instruction clarifies, similar to language
that is contained in current Form PF,
that we do not intend to make public
certain information reported on Form
N-PORT *“‘that is identifiable to any
particular fund or adviser.” 96 This
modification makes clear, for example,
that the Commission or Commission
staff could issue analyses and reports
that are based on aggregated, non-
identifying Form N-PORT data, which
would otherwise be nonpublic, such as
information reported on Form N-PORT
for the first and second months of each
fund’s fiscal quarter.

b. Information Regarding Assets and
Liabilities

Part B of Form N-PORT seeks certain
portfolio level information about the
fund. As we proposed, Part B includes
questions requiring funds to report their
total assets, total liabilities, and net
assets.9” Funds will also separately
report certain assets and liabilities, as
follows. First, as we proposed, funds
will report the aggregate value of any
“miscellaneous securities” held in their
portfolios.?8 As currently permitted by
Regulation S-X, and as further
discussed below, Form N-PORT permits
funds to report an aggregate amount not
exceeding 5 percent of the total value of
their portfolio investments in one
amount as ‘‘Miscellaneous securities,”
provided that securities so listed are not
restricted, have been held for not more
than one year prior to the date of the
related balance sheet, and have not
previously been reported by name to the
shareholders, or set forth in any
registration statement, application, or
report to shareholders or otherwise

94 See infra footnote 896.

95 Form N—PORT’s revised definition of “LEI"
refers to the legal entity identifier “endorsed” by
the Regulatory Oversight Committee Of The Global
Legal Entity Identifier System (“LEI ROC”) or
“accredited” by the Global Legal Entity Identifier
Foundation (“GLEIF”), as opposed to “assigned or
recognized” by those two entities.

96 See supra footnote 26.

97 See Item B.1 of Form N-PORT.

98 See Item B.1.a and Item B.2.a of Form N-PORT.
As discussed further below, Form N-PORT will
require funds to also report information about
miscellaneous securities on an investment-by-
investment basis, although such information will be
nonpublic and will be used for Commission use
only. See infra footnote 420 and accompanying text.

made available to the public.92 We
received only one comment on this
aspect of our proposal, which supported
the reporting of aggregate information
for miscellaneous securities.100

Second, as we proposed, funds will
also report any assets invested in a
controlled foreign corporation for the
purpose of investing in certain types of
investments (“‘controlled foreign
corporation” or “CFC”).101 We received
no comments on this aspect of the
proposal. Some funds use CFCs for
making certain types of investments,
particularly commodities and
commodity-linked derivatives, often for
tax purposes. Form N-PORT requires
funds to disclose each underlying
investment in a CFC, rather than just the
investment in the CFC itself, which will
increase transparency on fund
investments through CFCs.192 These
disclosures will allow investors to look
through CFCs and understand the
specific underlying holdings that they
are investing in, which will in turn
allow investors to better analyze their
fund holdings and risk, and hence
enable investors to make more informed
investment decisions.

In addition, as discussed further
below in section I1.D.4, we believe it
will be beneficial for the Commission to
have certain information about funds’
use of CFCs. The information we will be
obtaining in Form N-PORT, combined
with additional information we are
requiring on Form N-CEN regarding
CFGs, discussed below, will help the
Commission better monitor funds’
compliance with the Investment
Company Act and assess funds’ use of
CFGs, including the extent of their use
by reporting of total assets in CFCs.

Third, as we proposed, we are
requiring that funds report the amounts
of certain liabilities, in particular: (1)
Borrowings attributable to amounts
payable for notes payable, bonds, and
similar debt, as reported pursuant to
rule 6—04(13)(a) of Regulation S-X [17
CFR 210.6-04(13)(a)]; (2) payables for
investments purchased either (i) on a
delayed delivery, when-delivered, or
other firm commitment basis, or (ii) on
a standby commitment basis; and (3)
liquidation preference of outstanding

99 See rule 12—12 of Regulation S-X; see also
Parts C and D of Form N-PORT.

100 See SIFMA Comment Letter I.

101 See General Instruction E (providing that
“Controlled Foreign Corporation” has the meaning
provided in section 957 of the Internal Revenue
Code [26 U.S.C. 957]) and Item B.2.b (requiring
funds to report assets invested in controlled foreign
corporations) of Form N-PORT.

102 See Instruction to Part B of Form N-PORT
(“Report the following information for the Fund
and its consolidated subsidiaries.”).
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preferred stock issued by the fund.103
We received no comments on this
aspect of the proposal. This information
will allow Commission staff, as well as
investors and other potential users, to
better understand a fund’s borrowing
activities and payment obligations
associated with these transactions. This
in turn will facilitate analysis of the
fund’s use of financial leverage, as well
as the fund’s liquidity profile and ability
to meet redemptions or share
repurchases, which are important to
understanding the risks such
borrowings might create.

One commenter suggested that certain
fee and expense information currently
reported on Form N-SAR, and Item 75
of Form N-SAR in particular—which
relates to average net assets during the
current reporting period—be reported
on Form N-PORT.104 The commenter
acknowledged that much of this
information is already publicly reported
in or can be derived from information
reported in other fund documents filed
with the Commission, but argued that
this information should also be reported
on Form N-PORT because the
structured format of Form N-PORT
would make information reported on
Form N-PORT easier to aggregate and
analyze.105 We are not making this
suggested change because similar and
complementary information will be
reported on Form N-PORT in a
structured format going forward (i.e.,
monthly net assets for funds more
generally) and is currently available in
a structured format for mutual funds in
their risk/return summaries (certain fee
and expense data).196 Also, as discussed
further below, we are revising Form N—
CEN to require funds to report average
net assets on an annual basis.107

For these reasons, we are adopting
this aspect of Form N-PORT as
proposed.

c. Portfolio Level Risk Metrics

One of the purposes of Form N-PORT
is to provide the Commission with
information regarding fund portfolios to
help us better monitor trends in the
fund industry, including investment
strategies funds are pursuing, the
investment risks that funds undertake,
and how different funds might be
affected by changes in market

103 See Ttem B.2.c-Item B.2.e of Form N-PORT.

104 See Morningstar Comment Letter.

105 Id

106 See SEC, Interactive Data and Mutual Fund
Risk/Return Summaries, available at https://
www.sec.gov/spotlight/xbrl/mutual-funds.shtml;
Item B.6 of Form N-PORT (requiring funds to report
monthly flow information).

107 See infra footnotes 1016—-1017 and
accompanying text.

conditions. As discussed above, the
Commission uses information from fund
filings, including a fund’s registration
statement and reports on Form N-CSR
(which includes the fund’s shareholder
report) and Form N—Q, to inform its
understanding and regulation of the
fund industry. Additionally our staff
reviews fund disclosures—including
registration statements, shareholder
reports, and other documents—both on
an ongoing basis as well as retroactively
every three years.108

The disclosures in a fund’s
registration statement about its
investment objective, investment
strategies, and risks of investing in the
fund, as well as the fund’s financial
statements, are fundamental to
understanding a fund’s implementation
of its investment strategies and the risks
in the fund. However, the financial
statements and narrative disclosures in
fund disclosure documents do not
always provide a complete picture of a
fund’s exposure to changes in asset
prices, particularly as fund strategies
and fund investments become more
complex.199 The financial statements,
including a fund’s schedule of portfolio
investments, provide data regarding
investments’ values as of the end of the
reporting period—a “‘snapshot’ of data
at a particular point in time—or, in the
case of the statement of operations, for
example, historical data over a specified
time period. By contrast, based on staff
experience and the staff’s outreach to
funds prior to our proposal, we
understand that funds commonly
internally use multiple risk metrics that
provide calculations that measure the
change in the value of fund investments
assuming a specified change in the
value of underlying assets or, in the case
of debt instruments and derivatives that
provide exposure to interest rates and
debt instruments, changes in interest
rates or in credit spreads above the risk-
free rate.110

Accordingly, we believe, and some
commenters agreed, that it is
appropriate to require funds to report
quantitative measurements of certain
risk metrics that will provide
information beyond the narrative, often
qualitative disclosures about investment
strategies and risks in the fund’s
registration statement.11* Monthly

108 See, e.g., section 408 of the Sarbanes-Oxley
Act of 2002, Public Law 107-204, 116 Stat. 745,
790-791 (2002) (requiring the Commission to
engage in enhanced review of periodic disclosures
by certain issuers every three years).

109 See Morningstar Comment Letter.

110 See Proposing Release, supra footnote 7, at
33598.

111 See Morningstar Comment Letter (noting a
range of fund disclosures relating to fund synthetic

reporting on these risk measures, in
particular, will help provide the
Commission with more current
information on how funds are
implementing their investment
strategies through particular exposures.
Receiving this information on a monthly
basis could help the Commission, for
example, more efficiently analyze the
potential effects of a market event on
funds.112

Specifically, we proposed to require
certain funds to report portfolio-level
measures on Form N—PORT that will
help Commission staff better understand
and monitor funds’ exposures to
changes in interest rates and credit
spreads across the yield curve.113 As
discussed in section II.A.2.g below, we
proposed to require risk measures at the
investment level for options and
convertible bonds. We continue to
believe that the staff can use these
measures, for example, to determine
whether additional guidance or policy
measures are appropriate to improve
disclosures in order to help investors
better understand how changes in
interest rate or credit spreads might
affect their investment in a fund. As a
result, we are adopting these risk
measures substantially as proposed,
subject to the modifications discussed
below.114

While we received some comments
generally supporting our proposal to
require portfolio-level risk metrics,115
some suggested alternative methods for
collecting risk metrics,116 or opposed

disclosures, with some more helpful to investors
than others); Franco Comment Letter (supporting
the Commission’s proposal relating to disclosures of
risk metrics).

112 See Morningstar Comment Letter.

113 See Ttem B.3 of proposed Form N-PORT.

114 See Item B.3 of Form N-PORT.

115 See, e.g., SIFMA Comment Letter I (“We
support the Commission’s proposal to require funds
to provide the Commission with portfolio level risk
metrics, and generally would defer to the
Commission as to the information the Commission
would consider useful for its regulatory
purposes.”); State Street Comment Letter; Wells
Fargo Comment Letter (“We are in agreement with
the Commission’s request for risk metrics as it
relates to duration and spread duration; however,
we suggest that the calculation for providing such
risk metrics are defined differently than
proposed.”).

116 See, e.g., BlackRock Comment Letter
(Commission should use the same interest rate and
credit risk questions as is required in Form PF;
Commission should consider implementing a
reporting requirement to obtain a comprehensive
measure of fund’s use of leverage); Morningstar
Comment Letter (but also urging the Commission to
collect more position level information which will
enable the Commission, investors, and service
providers to independently calculate risk); see also
Interactive Data Comment Letter (“‘[P]osition level
reporting aligns with what is standard practice in
the industry and so would not be burdensome.
Position level reporting would provide the

Continued
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our proposal to make certain of the risk
metrics public.117 These comments are
discussed in more detail below.

We believe, and some commenters
agreed, that institutional investors, as
well as entities that provide services to
both institutional and individual
investors, could use these risk metrics to
conduct their own analyses in order to
help them better understand fund
composition, investment strategy, and
interest rate and credit spread risk the
fund is undertaking. As discussed
further below, however, other
commenters, were mixed as to whether
this information would be useful for
investors and if this information should
be made public.118 These measures can
complement the risk disclosures that are
contained in the registration statement,
thereby potentially helping investors to
make more informed investment
choices. Accordingly, we disagree with
commenters that argued this
information has no utility for investors.
We also continue to believe that
requiring funds to publicly disclose
these measures quarterly, like other
information in the schedule of
investments will also help provide
investors with more specific,
quantitative information regarding the
nature of a fund’s exposure to debt than
they currently have.119 As discussed
further in Section II.A.4 below, we are
adopting, largely as proposed, the
requirement that funds provide public

Commission with greater insight into sources of risk
within a portfolio.”); Comment Letter of Simpson
Thacher & Bartlett LLP (Aug. 11, 2015) (“‘Simpson
Thacher Comment Letter”’) (derivatives reporting
should focus on portfolio-level risk metrics, such as
“value at risk” models)

117 See, e.g., Comment Letter of the Independent
Directors Council (Aug. 11, 2015) (“IDC Comment
Letter”); SIFMA Comment Letter I; Simpson
Thacher Comment Letter; Invesco Comment Letter;
Schwab Comment Letter; ICI Comment Letter;
Comment Letter of Dechert LLP (Aug. 11, 2015)
(“Dechert Comment Letter’’) (or, in the alternative,
include a disclaimer that risk metrics are an
estimate); T. Rowe Price Comment Letter;
BlackRock Comment Letter; Oppenheimer
Comment Letter. Our decision to make [certain]
Items in Parts C, D, and E of the Form non-public
is discussed in more detail below. See infra section
II.A.4.

118 See Franco Comment Letter (Noting that the
information on Form N-PORT is relevant to
information intermediaries and market
professionals and would assist them in assessing
individual fund performance or comparing among
funds); see also Morningstar Comment Letter
(same); but see Invesco Comment Letter (stating that
Form N-PORT’s disclosures would not complement
fund registration statements, nor be useful in
helping investors make more informed investing
decisions); SIFMA Comment Letter I (same);
Federated Comment Letter.

119 See Franco Comment Letter (‘““The rule
proposal’s various disclosure and reporting
requirements, especially those requirements
relating to portfolio disclosure, risk metrics and
fund use of derivatives, serve the public interest
and/or the protection of investors.”).

disclosure of portfolio-level risk metrics
on a quarterly basis.120 For these
reasons, and as discussed further below
in section II.A.4, we were not persuaded
by commenters that such information
should be nonpublic.

In particular, for funds that invest in
debt instruments, or in derivatives that
provide exposure to debt or debt
instruments, we believe it is important
for the Commission staff, investors, and
other potential users to have measures
that can help them analyze how
portfolio values might change in
response to changes in interest rates or
credit spreads.2® To improve the ability
of the Commission staff, investors, and
other potential users to analyze how
changes in interest rates and credit
spreads might affect a fund’s portfolio
value, we proposed that a fund that
invests in debt instruments, or
derivatives that provide notional
exposure to debt instruments or interest
rates, representing at least 20% of the
fund’s net asset value as of the reporting
date, provide a portfolio level
calculation of duration and spread
duration across the applicable
maturities in the fund’s portfolio.122

Commenters were generally
supportive of our proposal to include a
threshold.123 However, several

120 See Item B.3 of Form N-PORT; see also
generally Proposing Release, supra footnote 7, at n.
56 and accompanying text.

121 As discussed further below, the Commission
also believes that there would be a benefit to
collecting risk measures for derivatives that provide
exposure to certain assets, such as equities and
commodities. Due to the nature of these
instruments, however, we believe that such
information should be provided on an instrument-
by-instrument basis, instead of as a portfolio level
calculation.

122 Specifically, as proposed, funds would have
calculated notional value as the sum of the absolute
values of: (i) The value of each debt security, (ii)
the notional amount of each swap, including, but
not limited to, total return swaps, interest rate
swaps, and credit default swaps, for which the
underlying reference asset or assets are debt
securities or an interest rate; and (iii) the delta-
adjusted notional amount of any option for which
the underlying reference asset is an asset described
in clause (i) or (ii). See proposed Instruction to Item
B.3 of Form N-PORT.

The delta-adjusted notional value of options is
needed to have an accurate measurement of the
exposure that the option creates to the underlying
reference asset. See, e.g., Comment Letter of
Morningstar to Derivatives Concept Release (Nov. 7,
2011) (“Morningstar Derivatives Concept Release
Comment Letter”) (submitted in response to the
Derivatives Concept Release, supra footnote 38,
which sought comment regarding the use of
derivatives by management investment companies).

123 See, e.g., Interactive Data Comment Letter
(supporting 20% level as reasonable and stating
belief that threshold should be measured by
considering notional value for derivatives and
market values for bonds); State Street Comment
Letter (supporting 20% threshold and
recommending that the Commission provide clarity
on the threshold calculation); Fidelity Comment
Letter; Franco Comment Letter; Simpson Thacher

commenters requested that we increase
the threshold for risk reporting from
20% and that the calculation of debt
investments be made based on the
fund’s three-month average notional
value of debt investments as a
percentage of NAV.12¢4 Some
commenters requested an increase in
the threshold in order to make the risk
metric threshold more consistent with
the Commission’s threshold for
requiring funds to disclose industry
concentration in their prospectus.125
Additionally, some commenters argued
that the three-month average would
better reflect a fund’s true investment
strategy and mitigate short-term market
fluctuations that could cause a fund to
temporarily exceed the threshold.126 We
agree with both recommendations.

We believe that a 25% threshold, as
several commenters suggested, will still
allow the Commission to receive
measurements of duration and spread
duration from funds that make
investments in debt instruments as a
significant part of their investment
strategy because we do not believe
many, if any, funds that make
investments in debt instruments as a
significant part of their investment
strategy have less than 25% of their
NAYV invested in such instruments.
Commenters persuaded us that some
funds that primarily invest in assets
other than debt instruments, such as
equities, could, at times, have more than
20% of the net asset value of the fund

Comment Letter (20% threshold and holds more
than 100 debt securities); Wells Fargo Comment
Letter (supporting 20% threshold).

124 See, e.g., Oppenheimer Comment Letter (25%
threshold consistent with prospectus disclosure of
industry concentration); ICI Comment Letter (same);
MFS Comment Letter (25% threshold); Pioneer
Comment Letter (same); Dreyfus Comment Letter
(“we believe the Commission should consider a
25% threshold because, at least, it would define a
subset of ‘balanced’ and ‘asset allocation’ funds that
would, by prospectus or name test mandate, for
example, have to maintain a minimum fixed
income exposure.”’); SIFMA Comment Letter I
(recommending a 30% threshold); Invesco
Comment Letter (same); but see Morningstar
Comment Letter (supporting 20% threshold).

125 See, e.g., ICI Comment Letter; Oppenheimer
Comment Letter; MFS Comment Letter; Pioneer
Comment Letter; Dreyfus Gomment Letter; see also
Instruction 4 to Item 9(b)(1) of Form N-1A
(“Disclose any policy to concentrate in securities of
issuers in a particular industry or group of
industries (i.e. investing more than 25% of a Fund’s
net assets in a particular industry or group of
industries).”); Registration Form Used by Open-End
Management Investment Companies, Investment
Company Act Release No. 23064 (Mar. 13, 1998) [63
FR 13916 (Mar. 23, 1998)] at nn. 100-101 and
accompanying text (“. . . the Commission
continues to believe that 25% is an appropriate
benchmark to gauge the level of investment
concentration that could expose investors to
additional risk.”).

126 See, e.g., ICI Comment Letter; MFS Comment
Letter; Dreyfus Comment Letter.
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invested in debt instruments for cash
management or other purposes.2? Thus
raising the threshold from 20% to 25%
will relieve more funds of having to
monitor each month whether they
trigger the requirement for making such
calculations, while still achieving the
goal the Commission stated in the
Proposing Release of requiring funds
that make investments in debt
instruments as a significant part of their
investment strategy to report such
metrics.128

We agree with commenters that using
the same thresholds we use for
discussing industry concentration in
current prospectuses is appropriate as it
will achieve an objective that is similar
to the one in Form N-1A of requiring
funds to disclose only where such
investments are a central part of the
fund’s investment objectives. We are
therefore adopting a 25% threshold for
reporting portfolio-level risk metrics.129

We are also modifying the rule from
the proposal to require funds to
calculate this threshold on the three-
month average of a fund’s value as
percentage of NAV (rather than, as
proposed, value as percentage of NAV at
the reporting date (i.e. month-end))
because we agree with commenters who
pointed out that this should mitigate the
chance that short-term market
fluctuations could cause a fund that
does not typically use such instruments
as part of its investment strategy to
temporarily exceed the threshold and be
required to report the metrics.130

Finally, another commenter opposed
requiring risk metrics data for index
funds because it believed that this
requirement would be unnecessarily
burdensome for those funds.131
However, index funds incorporate a
wide variety of funds—some of which
are primarily invested in debt securities,
including derivatives based on debt
securities. It is our view that if a fund
is exposed to debt instruments or
interest rates in amounts that trigger the
reporting of risk metrics, they have an

127 See, e.g. Pioneer Comment Letter.

128 See, e.g., State Street Comment Letter.

129 See supra footnote 125.

130 See Ttem B.3 of Form N-PORT; see, e.g.
Pioneer Comment Letter; Oppenheimer Comment
Letter. One commenter requested that the threshold
be based on the fund’s net asset value and not
notional value. See MFS Comment Letter. We
continue to believe that basing the threshold on
notional amount, especially for derivatives, is a
better measure of a fund’s exposure than the just the
investment’s value because some derivatives may
have a negligible net asset value, but represent
significant exposures to the fund. We have,
however, made a clarifying change to the
terminology from the proposal, and instruction B.3
now refer to “value” rather than “notional value.”
See infra footnote 165.

131 See ICI Comment Letter.

exposure large enough to warrant
reporting. Moreover, some index funds
have indexes that change weekly or
daily. Accordingly, because we believe
it is important to monitor the risk
metrics for all funds with exposures to
debt instruments exceeding the
threshold, we do not believe it would be
appropriate to exempt index funds from
Form N-PORT’s requirements for risk
metric reporting.

For duration, we proposed to require
that a fund calculate, the change in
value in the fund’s portfolio from a 1
basis point change in interest rates
(commonly known as DV01) for each
applicable key rate along the risk-free
interest rate curve, i.e., 1-month, 3-
month, 6-month, 1-year, 2-year, 3-year,
5-year, 7-year, 10-year, 20-year, and 30-
year interest rate, for each applicable
currency in the fund.132 We realized
that funds might not have exposures for
every applicable key rate. For example,
a short-term bond fund is unlikely to
have debt exposures with longer
maturities. Accordingly, we proposed
that a fund only report the key rates that
are applicable to the fund. We proposed
that funds report zero for maturities to
which they have no exposure.!33 For
exposures outside of the range of listed
maturities listed on Form N-PORT, we
proposed that funds include those
exposures in the nearest maturity.

One commenter stated that
calculating DVO01 along key rates of the
Treasury curve is ‘“‘common and
intuitive” to analyzing shifts of the yield
curve.'34 However, some commenters
suggested that calculating the DV01 and
SDV01 for 11 proposed key rates could
be burdensome, and requested that we
limit the number of applicable key rates
along the risk-free curve.135 For
example, commenters recommended
that the Commission limit the
calculations to the key rates to those
most representative of bond fund overall
exposures by limiting the calculation to
the 1-, 2-, 5-, 10-, 20-, and 30-year
rates.13% Another commenter
recommended collapsing the 1-, 3-, and
6-month exposures into the 1-year
exposure, as a detailed breakout inside
1-year is not informative for most
instruments.137 Commenters argued that

132 See Item B.3.aof proposed Form N-PORT.

133 For funds with exposures that fall between
any of the listed maturities in the form, we
proposed in the Instructions to Item B.3 that funds
use linear interpolation to approximate exposure to
each maturity listed above.

134 See Wells Fargo Comment Letter.

135 See, e.g., Fidelity Comment Letter; Dreyfus
Comment Letter; Simpson Thacher Comment Letter.

136 See Dreyfus Comment Letter; Simpson
Thacher Comment Letter.

137 See Fidelity Comment Letter.

reducing the number of key rates will
reduce burdens for fund companies
while providing the Commission with
sufficient information on yield curve
exposures for staff analysis.138 Finally,
one commenter suggested that we only
require a single measure of duration
(i.e., total portfolio duration) that is the
weighted average of the top 5 currencies
(including the base currency) rather
than providing duration calculations for
key rates along the Treasury curve,
arguing that a single measure would
capture the majority of a fund’s portfolio
risk.139

We continue to believe that requiring
funds to provide further detail about
their exposures to interest rate changes
along the risk-free rate curve will
provide the Commission with a better
understanding of the risk profiles of
funds with different strategies for
achieving debt exposures. For example,
funds targeting an effective duration of
5 years could achieve that objective in
different ways—one fund could invest
predominantly in intermediate-term
debt; another fund could create a long
position in longer-term bonds, matched
with a short position in shorter-term
bonds. While both funds would have
intermediate-term duration, the risk
profiles of these two funds, that is, their
exposures to changes in long-term and
short-term interest rates, are different.
Having DVO01 calculations along the
risk-free interest rate curve, as opposed
to a single measure of duration
suggested by one commenter, will
clarify this difference. Moreover, as one
commenter noted, “DV01 and SD01
[spread duration] are likely the
measures that will be least subject to
differences based on assumptions
within risk models employed by fund
companies” and therefore minimizes
variation based on the disparate risk
metrics models used by funds.?40 The
Commission staff will use this
information to better understand how
funds are achieving their exposures to
interest rates, and to perform analysis
across funds with similar strategies to
identify outliers for potential further
inquiry, as appropriate.

We were, however, persuaded by
commenters that reducing the number
of key rates that funds must report could
reduce the reporting burden, while still

138 See id.; Dreyfus Comment Letter.

139 See, e.g., ICI Comment Letter (suggesting as an
alternative, a single duration measurement that is
the weighted average of the top 5 currencies
(including the base currency)); SIFMA Comment
Letter I (duration disclosure should be limited to
top 5 exposures); ICI Comment Letter (report only
total portfolio duration and credit spread
duration—i.e., single measures—rather than
multiple points along the yield curve).

140 See Morningstar Comment Letter.
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providing the staff with sufficient
information and flexibility to analyze
how debt portfolios will react to
different interest rates and credit
spreads along the Treasury curve. We
are therefore modifying this requirement
from the proposal to require fewer key
rates—specifically 3-month, 1-year, 5-
year, 10-year, and 30-year—which will
provide, as commenters suggested, the
rates most representative to bond funds’
overall exposures. The key rates Form
N-PORT will require, as adopted, are
substantially similar to the key rates
suggested by commenters; 141 however,
we believe that some granularity for
short term debt is important, especially
in the context of short and ultra-short
duration funds, and therefore, unlike
the commenters’ suggestions for
collapsing all short-term exposures to
one-year, Form N-PORT will require
reporting for the 3-month maturity.142
Form N-PORT will also require, as
proposed, funds to provide the key rate
duration for each applicable currency in
a fund. One commenter recommended
that we limit the duration to the top 5
currencies.’#3 Some commenters
requested that we not include currency
in the reporting of duration for funds
because currency risk is not relevant to
duration.144 Others supported a de
minimis reporting threshold for
exposure to different currencies that
would be based on the notional value of
the instruments, relative to NAV.145
These commenters noted that including
all currency exposures, regardless of
size, would result in a long list of
exposures that would have little impact
on a fund.146 As a result, the
commenters believed that the
Commission would receive data that
would add little to the staff’s ability to
understand a fund’s portfolio risk, but
would add significant reporting and
compliance burdens to funds.147

141 See Dreyfus Comment Letter; Simpson
Thacher Comment Letter; Fidelity Comment Letter.

142 See Item B.3.a and Item B.3.bof Form N—
PORT; see also Item B.3.c of Form N-PORT; see
also Fidelity Comment Letter (collapse the 1-, 3-,
and 6-month exposures into the 1-year exposure, as
a detailed breakout inside 1-year is not informative
for most instruments); Dreyfus Comment Letter
(focus should be on portfolio level statistics;
alternative six key rates 1-, 2-, 5-, 10-, 20, and 30-
years).

143 See, e.g., SIFMA Comment Letter I.

144 See, e.g., Dreyfus Comment Letter.

145 See CRMC Comment Letter (supporting a 5%
de minimis threshold for currencies); MFS
Comment Letter (same); SIFMA Comment Letter I
(same); ICI Comment Letter (5% or top 5 currencies
or those currencies representing at least 50% of the
portfolio’s exposure); Morningstar Comment Letter
(same); Oppenheimer Comment Letter (one
percent).

146 Id.

147 Id‘

We continue to believe that funds
should generally be required to provide
the key rate duration for each applicable
currency in the fund in order to
understand interest rate risk to funds
with significant currency risk.
Nonetheless, we were persuaded by
commenters that a de minimis threshold
is appropriate. Based on staff experience
analyzing similar data, however, we
believe that a 5% de minimis, as
suggested by some commenters, could
hinder the staff’s ability to measure
smaller fund exposures that could have
large effects across the fund industry as
a whole. We agree with one comment
that Form N-PORT should provide for
a 1% de minimis threshold, calculated
as the notional value of relevant
investments in each currency relative to
the fund’s NAV.148 We believe that
setting the de minimis at this level will
balance the need for the staff to identify
and monitor not only a fund’s currency
risk, but also the risks of small fund
positions that could aggregate into large
positions across the industry, as the
Commission will still be receiving
information about the majority of a
fund’s currency exposures with this
threshold.

For both duration and spread
duration, we proposed to require that
funds provide the change in value in the
fund’s portfolio from a 1 basis point
change in interest rates or credit
spreads, rather than a larger change,
such as 5 basis points or 25 basis points.
As we noted in the Proposing Release,
based on staff outreach, we believed that
a 1 basis point change is the
methodology that many funds currently
use to calculate these risk measures at
the position level for internal risk
monitoring and would provide
sufficient information to assist the
Commission in analyzing fund
exposures to changes in interest rate or
credit spreads.149 We requested
comment on whether we should require
or permit funds to report a larger change
in interest rates or credit spreads, such
as 5 or 25 basis points.

Additionally, while we did not
propose requiring convexity, the
Commission also considered and
requested comment on whether funds
should be required to report convexity,
which facilitates more precise
measurement of the change in a bond
price with larger changes in interest
rates because this measure captures

148 SIFMA Comment Letter I.

149 See Proposing Release, supra footnote 7, at
33600. See also Morningstar Comment Letter (“The
use of a bottom-up approach and the limited
movement of 1 basis point are likely to provide
standardization.”).

changes in the shape of the yield
curve,150

Commenters suggested that we adopt
risk metrics that would provide a better
measure of risk over time than just
DV01.151 For example, one commenter,
noting that, while DV01 and SDVO01 are
typically used as daily risk measures,
larger shifts in the curve, such as DV25
or DV50, may be appropriate for
measures with a significant lag, such as
reporting on Form N-PORT.152

We also received several comment
letters recommending that we include a
measure of convexity as it is a valuable
method of measuring the change of the
shifting yield curve, as well as a
comment to require stress tests of the
portfolio of small and large changes in
spreads, interest rates, and volatility.153
We agree with commenters that a
measurement that captures larger
changes in the yield curve will be
useful. We additionally agree with
commenters that argued that a measure
for changes in the shape of the yield
curve such as convexity would be
useful, but are sensitive to the burdens
that requiring a measurement of
convexity may impose on filers that do
not currently calculate convexity
internally.

Accordingly we believe that requiring
a risk measure that shows the effect of
a larger change in interest rates, coupled
with DVO01 as we proposed, both
provides information that commenters
said would be useful (i.e., how the
exposure changes with different changes
in interest rate), while not requiring
filers that do not calculate convexity
internally to begin to do so. We are
therefore adopting a requirement that
funds provide both DV01 154 (a one basis
point change in interest rate) and DV100
(a 100 basis point change in interest
rates).155 Based on staff experience, we
believe that DV100 is among the most

150 See Proposing Release, supra footnote 7, at
33600. More specifically, convexity measures the
non-linearities in a bond’s price with respect to
changes in interest rates. See Frank J. Fabozzi, The
Handbook of Fixed Income Securities (8th ed.,
2012) at 149-152.

151 See Morningstar Comment Letter; see also
Interactive Data Comment Letter (noting that fund
managers often consider moves greater than 1 basis
point when managing interest rate risks in their
portfolios, particularly for funds with exposure to
bonds with call or prepayment risk.).

152 See Morningstar Comment Letter (also noting
that DV01 and SDV01 are less likely to be subject
to model risk).

153 Interactive Data Comment Letter (“‘portfolio
managers consider convexity to be critical when
measuring the interest rate risk of their funds”);
Dreyfus Comment Letter (“‘Convexity is valuable as
a risk measure because it captures the change in the
curvature (the ‘flattening’ or ‘steepening’) of the
shifting yield curve.”).

154 See B.3.a of Form N-PORT.

155 See B.3.b of Form N-PORT.
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common measures of interest rate
sensitivity and it will, in conjunction
with DVO01, provide more useful
information about non-parallel shifts in
the yield curve than smaller measures,
such as DV25 and DV50. Moreover,
DV100 will allow the staff to capture
larger changes to interest rates (and
corresponding “shocks” to the markets)
than DV25 and DV50. Finally, based on
staff experience, it is our belief that
DV100 is a standard measure of interest
rate sensitivity and is a common
measure of duration and is therefore
unlikely to require filers to change
current internal measurement practices,
thereby mitigating the increase in
reporting costs relative to the proposal.

We also proposed to require that
funds provide a measure of spread
duration (commonly known as SDV01)
at the portfolio level for each of the
same maturities listed above, aggregated
by non-investment grade and
investment grade exposures.156 This
would measure the fund’s sensitivity to
changes in credit spreads (i.e., a
measure of spread above the risk-free
interest rate). Again, similar to the
example above regarding the potential
use of the DV01 metric, SDV01 can
provide more precise information
regarding funds’ exposures to credit
spreads when they engage in a strategy
investing in investment-grade or non-
investment grade debt.

One commenter stated that spread
duration is a more representative
measure of bond fund portfolio risk than
duration alone because it “captures both
interest rate risk and credit risk” and
that staff should therefore use spread
duration when analyzing funds.157
However, that commenter and others
recommended that we require funds to
report a single spread duration for the
portfolio, as spread rates are generally
calculated as a parallel shift, making
calculations at key rates less useful than
they are for analyzing shifts in interest
rates.158 Because credit spreads can vary

156 As proposed, Form N-PORT would have
included instructions stating that “Investment
Grade” refers to an investment that is sufficiently
liquid that it can be sold at or near its carrying value
within a reasonably short period of time and is
subject to no greater than moderate credit risk, and
“Non-Investment Grade” refers to an investment
that is not Investment Grade. See proposed General
Instruction E of Form N-PORT. As discussed above
in section H.A.2.a, we received comments relating
to our proposed definition of “Investment Grade”.
For the reasons discussed above, we have
determined to remove these definitions from the
Form.

157 See Dreyfus Comment Letter.

158 See supra footnotes 134-137; see, e.g., Wells
Fargo Comment Letter (noting that, unlike interest
rate spreads, credit spreads are not typically
calculated at all key rates); Fidelity Comment Letter
(“A single CRO1 without reference to maturity is a

based on the maturity of the bonds, we
continue to believe that providing credit
spread measures for the key rates along
the yield curve, as with DV01, will help
the Commission and its staff better
analyze credit spreads of investments in
funds than a single measure for the
entire portfolio. For example, this data
could be helpful for analyzing shifts in
credit spreads for non-investment grade
and investment grade debt, respectively,
over the yield curve, as credit spreads
for investment grade and non-
investment grade debt do not always
shift in parallel or in lock step,
particularly during times of market
stress.159

For the same reasons discussed above
for interest rate risk, however, we are
limiting the required key rates for credit
spread risk to 3-month, 1-year, 5-year,
10-year, and 30-year.160 Commenters
also suggested either only requiring
spread duration (as opposed to both
credit and spread duration) or further
refining the measure of credit spreads,
for example, by breaking out
government related spreads from other
investment-grade spreads.161 However,
we continue to believe that our current
measure of spread risk provides
adequate information to the staff,
investors, and other potential users to
better understand industry and fund
credit spreads, and the risk associated
with credit spreads, while appropriately
balancing the costs of calculating such
measures. We are therefore adopting the
credit spread risk as proposed, subject
to the previously discussed key rate
refinements discussed above.162

We also proposed to include an
instruction to Item B.3 to assist funds
with calculating the threshold and to
allow better comparability among funds.
One commenter recommended that our
proposed calculation for the threshold,
which the proposal defined as ‘“notional
value,” include the “contract value of
each futures contract for which the

standard risk metric and should be familiar to
market participants.””); Dreyfus Comment Letter
(recommending a single measure for spread
duration); ICI Comment Letter (same).

159 The delineation between non-investment
grade and investment grade debt is similar to
information regarding private fund exposures
gathered on Form PF, which could be helpful for
comparing and analyzing credit spreads between
public and private funds. See, e.g., Item 26 of Form
PF.

160 See B.3.c of Form N-PORT.

161 See, e.g., Fidelity Comment Letter (Suggesting
breaking out government-related credit spreads
from other investment-grade credit spreads because
it would be more useful for monitoring fund credit
risk); Dreyfus Comment Letter (“‘Spread duration is
a more important measure of overall bond fund
portfolio risk than duration alone because it
captures both interest rate risk and credit risk.”).

162 See Item B.3.c of Form N-PORT.

underlying reference asset or assets are
debt securities or an interest rate.” 163
The commenter noted that funds may
use fixed income futures for similar
purposes as fixed income swaps, for
example, to adjust duration, and
including futures in the calculation
would give the Commission more
accurate reporting and is consistent
with how the industry typically does
these types of calculations.16¢ We agree
and are modifying our instructions to
require that funds include futures in the
calculation of notional value.165
Another commenter noted that non-
investment grade portfolios often hold
“equity-like securities,” such as
convertible bonds and preferred
stocks.166 The commenter argued that
DVO01 is not appropriate for these types
of portfolios and requested that Form
N-PORT clarify how funds should
calculate interest-rates in such
situations.167 Other commenters
suggested that we further refine our
proposed methodology by providing
more details relating to the relevant
interest rate and credit spread
calculations such as whether the credit
spread to be shifted is the nominal or
option adjusted spread (OAS).168 In
determining the proposed methodology
for the measures of duration and spread
duration, staff engaged in outreach to
asset managers and risk service
providers that provide risk management
and other services to asset managers and

163 See CRMC Comment Letter.

164 Id.

165 We have also decided to make a clarifying
change by using the term “value” as opposed to the
proposal’s “notional value.” We believe that this
could reduce confusion in the reporting of these
measures. Since our proposed calculation of
“notional value” requires the sum of “absolute”
values, which may be different than how funds
currently define “notional value,” we are changing
the instructions from requiring notional value to
requiring “value,” which is defined to include the
notional value of certain derivatives instruments.
See Instruction to Item B.3 of Form N-PORT.
Moreover, this is consistent with Form PF which
describes “value” in General Instruction 15. See
General Instruction 15 of Form PF.

166 See Fidelity Comment Letter.

167 Id

168 See, e.g., Interactive Data Comment Letter
(Clarify whether interest rate shifts should be
applied to a par yield curve or a spot yield curve
and specify that the measurement procedure should
include shifting rates both upward and downward.
Clarify whether the curve segments should be
defined based on maturity or average life,
particularly for amortizing assets such as MBS and
consider excluding certain issues, such as US
treasuries; clarify whether the credit spread to be
shifted is the nominal or option adjusted spread
(OAS) and recommending OAS.); State Street
Comment Letter (requesting clarity whether the
Commission wants notional value versus delta
adjusted or duration equivalent value, but also
suggesting that the SEC should not be too
prescriptive and give managers discretion within
guidelines, so long as they can validate and justify
their approach.).
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institutional investors. The proposed
methodology was based on staff
experience in using duration and spread
duration, as well as this outreach to
better understand common fund
practices for calculating such measures.

While the Commission continues to
believe that the methodologies for
reporting duration and spread duration
will allow for better comparability
across funds, as discussed above, we are
adopting a new instruction to Form N—
PORT, subject to the specific instruction
in Item B.3 to calculate value, that funds
may use their own internal
methodologies and the conventions of
their service providers, which should
help minimize reporting burdens.169 As
in Form PF, we believe that this
approach strikes an appropriate balance
between easing the burdens on funds by
allowing them to rely on their existing
practices while still providing the
Commission’s staff with comparable
data across the industry.17° However,
we agree with the commenter that
requested that we clarify whether the
shift is the nominal or option-adjusted
spread. We believe that measuring
credit risk by shifting option adjusted
spread provides a more robust measure
of credit risk for investments with
embedded optionality because it
captures how embedded options alter
the payment obligations of
counterparties.1?1 Thus measuring
credit risk by shifting the option
adjusted spread will allow the
Commission and other interested parties
to more accurately monitor this effect.
We are therefore adding one
clarification to Item B.3.c., Credit
Spread Risk, to clarify that funds should
provide the change in value of the
portfolio from a 1 basis point change in
credit spreads where the shift is applied
to the option adjusted spread.172

While we proposed that funds
provide a calculation of each of these
measures at a portfolio level, we also
considered whether to require, and
requested comment on the alternative
that, instead, funds report these risk
metrics for each debt instrument or
derivative that has an interest rate or

169 See General Instruction G of Form N-PORT.

170 See Form PF Adopting Release, supra footnote
80, at n. 187 and accompanying text Based on staff
experience, we believe that we will still find the
data useful even when funds use different
methodologies, despite the fact that varying
methodologies could reduce the comparability of
data across funds because this data will still
provide information that can be compared to a
fund’s previous filings, as well as a baseline
measurement for the industry that can be monitored
for changes from one month to the next.

171 See also Interactive Data Comment Letter.

172 See Ttem B.3.c of Form N-PORT.

credit exposure.173 We had asked what
the benefits would be to having more
precise data for analysis of various
movements in interest rates and credit
spreads.

Several commenters supported
reporting at the portfolio-level rather
than at the position-level.274 One
commenter suggested that, rather than
report risk measures at the portfolio-
level, funds should report risk
exposures at the position-level, as this is
current industry practice and would
therefore not be burdensome.175 Other
commenters generally noted that
providing position specific details
would better enable investors and
service providers to calculate risk,
without relying on the reporting fund’s
models or assumptions.?76 Finally,
another commenter recommended that
the Commission, with respect to
derivatives, focus on metrics based on a
portfolio-level analysis, as such an
analysis would more accurately reflect a
fund’s use of, and net exposure to,
derivatives.177

As discussed in the Proposing
Release, we believe that most funds
likely calculate these risk metrics at a
position-level. However, we recognize
that even if such calculations are
available at a position-level, reporting
these metrics could cause funds to make
additional systems changes to collect
such position-level data for reporting, as
well as potential burdens related to
increased review time and quality
control in submitting the reports.
Therefore, on balance, we continue to
believe that requiring funds to provide
this information for each maturity at the
portfolio level would provide a
sufficient level of granularity for
purposes of Commission staff analysis.
We also believe that there are certain
efficiencies for the Commission, its staff,
investors, and other potential users to
having funds report the portfolio-level
calculations relative to reporting

173 See Proposing Release, supra footnote 7, at
33601.

174 See, e.g., SIFMA Comment Letter I (supporting
the Commission’s proposal to require funds to
provide the Commission with portfolio level risk
metrics and requesting that the information not be
made public); Wells Fargo Comment letter
(supporting the Commission’s request for duration
and spread duration, but suggesting that the
calculation for providing risk metrics be defined
differently).

175 See Interactive Data Comment Letter
(recommending that the Commission consider
several alternatives, including requiring funds to
report aggregate risk metrics at the asset class level
and composite portfolio-level, and to require risk
metric calculations to account for the “interactions
among the investments being aggregated.”).

176 See Morningstar Comment Letter; Vanguard
Comment Letter.

177 See Simpson Thacher Comment Letter.

position-level calculations, as this could
allow for more timely and efficient
analysis of the data by not requiring
users of the information to calculate the
portfolio-level measures from the
position-level measures.178

In order to allow better comparability
among funds, some commenters
recommended that the Commission
omit risk metrics in favor of more data
on the specific investments, stating that
raw data would allow the staff,
investors, and other potential users to
perform their own risk calculations. 179
According to the commenters, providing
position specific details would better
enable investors and service providers
to calculate risk, without relying on the
reporting fund’s models or
assumptions.180 While we agree that
reporting raw data on specific
investments would provide users of the
data with more flexibility in calculating
risk, we do not believe that the benefits
of reporting this information sufficiently
justify the burdens of requiring funds to
report substantially more detailed
information on Form N-PORT at this
time. Moreover, as discussed above, we
believe that requiring funds to report the
portfolio-level risk measures required
on Form N-PORT, as well as delta for
options, warrants, and convertible
securities, which is discussed further
below in section II.A.2.g.iv, provides the
Commission, investors, and other
potential users with a sufficient level of
granularity for purposes of analysis at
this time.

Finally, commenters requested that
we collect alternative risk metrics, such
as the same interest rate and credit risk
questions as are required by Form PF in
order to improve the interoperability of
the data collected for private funds and
registered investment companies.181

178 Commenters also requested that we clarify that
the fixed income exposure as calculated by a top
tier in a fund-of-fund investment structure would
not include the top tier fund’s exposure to the
underlying fund’s exposure to debt. See ICI
Comment Letter; MFS Comment Letter. Since Item
B.3 requires aggregated portfolio-level risk metrics,
we generally would not expect funds to look
through to the underlying funds’ holdings. Rather,
funds only will need to look to the top level fund
investments in calculating their exposure to risk
measures.

179 See, e.g., Vanguard Comment Letter;
Morningstar Comment Letter (‘“Rather than
collecting model assumptions or additional
standardization of the calculations, we believe
providing additional detail with position
information, specifically for bespoke derivatives
and syndicated loans, will enable investors and
service providers to independently calculate risk
measures based on a model of the investor’s
choice.”).

180 Id‘

181 See, e.g., BlackRock Comment Letter
(Commission should use the same interest rate and
credit risk questions as is required in Item 42 of
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However, while some of our Form N—
PORT risk metric disclosures are based
on Form PF, for the reasons stated
above, the position-level information
that we will receive in reports on Form
N-PORT make more detailed reporting
unnecessary for registered funds.182
Another commenter suggested that we
focus on alternative portfolio-level risk
metrics, such as Value at Risk
(““VaR™).183 Based on staff experience,
for purposes of monitoring a fund’s
sensitivity to changes in interest rates
and credits spreads, we believe that
requiring funds to calculate duration
and spread duration along key rates will
provide the Commission with more
sensitive information than would be
provided by an overall portfolio-level
risk metric such as VaR. Accordingly,
we are not adopting these suggested
alternative risk metrics.

d. Securities Lending

To increase the rate of return on their
portfolios, some funds engage in
securities lending activities whereby a
fund lends certain of its portfolio
securities to other financial institutions
such as broker-dealers. To protect the
fund from the risk of borrower default
(i.e., the borrower failing to return the
borrowed security or returning it late),
the borrower posts collateral with the
fund in an amount at least equal to the
value of the borrowed securities, and
this amount of collateral is adjusted
daily as the value of the borrowed
securities is marked to market.184 Funds
generally demand cash as collateral. A
fund will typically invest cash collateral

Form PF; Commission should consider
implementing a reporting requirement to obtain a
comprehensive measure of fund’s use of leverage);
Simpson Thacher Comment Letter. Item 42 of Form
PF requires an adviser to report the impact on the
fund’s portfolio from specified changes to certain
identified market factors, if regularly considered in
formal testing in the fund’s risk management,
broken down by the long and short components of
the qualifying fund’s portfolio. See Item 42 of Form
PF; see also Form PF Adopting Release, supra
footnote 80, at nn. 270-272 and accompanying text.
182 Unlike with Form PF, which does not require
position-level reporting, with Form N-PORT the
staff will be able to calculate alternative risk
measures using the detailed position-level
information provided in reports on Form N-PORT.
183 See Simpson Thacher Comment Letter
(derivatives reporting should focus on portfolio-
level risk metrics, such as “value-at-risk” models).
184 See SIFMA, Master Securities Loan
Agreement, §§ 4 (Collateral), 9 (Mark to Market)
(2000) (“Master Securities Loan Agreement”),
available at http://www.sifma.org/Services/
Standard-Forms-and-Documentation/MRA,-GMRA,-
MSLA-and-MSFTAs/MSLA_Master-Securities-Loan-
Agreement-(2000-Version). See also Division of
Investment Management, SEC, Securities Lending
by U.S. Open-End and Closed-End Investment
Companies (2014) (“Securities Lending Summary’’),
available at http://www.sec.gov/divisions/
investment/securities-lending-open-closed-end-
investment-companies.htm.

that it receives in short-term, highly
liquid instruments, such as money
market funds or similar pooled
investment vehicles, or directly in
money market instruments.

A fund’s income from these activities
may come from fees paid by the
borrowers to the fund and/or from the
reinvestment of collateral.185 Many
funds engage an external service
provider—commonly called a
“securities lending agent”’—to
administer the securities lending
program. The securities lending agent is
typically compensated by being paid a
share of the fund’s securities lending
revenue after the borrower has been
paid any rebate owed to it.186

Securities lending may implicate
certain provisions of the Investment
Company Act, and funds that engage in
securities lending do so in reliance on
Commission staff no-action letters, and
in some circumstances, exemptive
orders.187 Funds that rely on these
letters and orders are subject to
conditions on a number of aspects of
their securities lending activities,
including loan collateralization and
termination, fees and compensation,
board approval and oversight, and
voting of proxies.

Currently, the information that funds
are required to report about securities
lending activity, whether in a structured
format or otherwise, is limited. For
example, funds disclose on Form N—
SAR whether they are permitted under
their investment policies to, and
whether they did engage during the
reporting period in, securities lending
activities.188 Funds generally also
disclose additional information
regarding their securities lending
programs in their registration
statements.189 In addition, consistent

185]f a security is not in high demand, a lender
typically pays the borrower a cash collateral fee,
commonly called a “rebate.” The rebate is
negotiated and can be negative (i.e., a fee paid from
the borrower to the lender) when demand for the
loan of a particular security is especially great or
its supply especially constrained. See Master
Securities Loan Agreement, supra footnote 184, at
§5 (Fees for Loan).

186 See Securities Lending Summary, supra
footnote 184.

187 For example, the transfer of a fund’s portfolio
securities to a borrower implicates section 17(f) of
the Investment Company Act, which generally
requires that a fund’s portfolio securities be held by
an eligible custodian. A fund’s obligation to return
collateral at the termination of a loan implicates
section 18 of the Investment Company Act, which
governs the extent to which a fund may incur
indebtedness. See id.

188 Jtem 70.N of Form N-SAR.

189 See, e.g., Item 9(c) (disclosures regarding
risks), Item 16(b) (disclosures of investment
strategies and risks), Item 17(f) (disclosures of proxy
voting policy), and Item 28(h) (exhibits of other
material contracts) of Form N—1A.

with current industry practices, many
funds identify particular securities that
are on loan in their schedules of
portfolio investments prepared pursuant
to Regulation S—X. These disclosures do
not address other pertinent
considerations, such as the extent to
which a fund lends its portfolio
securities, the borrower to which the
fund is exposed, the fees and revenues
associated with those activities, and the
significance of securities lending
revenue to the investment performance
of the fund.

As proposed, to address these data
gaps and provide additional information
to the Commission, investors, and other
potential users regarding a fund’s
securities lending activities, we are
requiring funds to report certain
borrower information and position-level
information monthly on Form N—
PORT.19° Also, as to other securities
lending information for which annual
reporting would be sufficient because it
is unlikely to change on a frequent basis
(e.g., name and other identifying
information for a fund’s securities
lending agent), funds will report such
information annually on Form N-CEN,
as proposed and as discussed below in
section II.D. In addition, as discussed
below in section II.C.6, we have made
a modification from the proposal to
require certain information about the
income from and fees paid in
connection with securities lending
activities, and the monthly average of
the value of portfolio securities on loan,
be disclosed as part of the fund’s
Statement of Additional Information (or,
for closed-end funds, reports on Form
N—-CSR) or in Form N-CEN, instead of
a fund’s financial statements as we had
originally proposed.191

190 See infra text following footnote 195
(discussing the reporting of counterparty
information); section II.A.2.g (discussing the
proposed requirements regarding position-level
information). Commenters to the FSOC Notice also
suggested that enhanced securities lending
disclosures could be beneficial to investors and
counterparties. See, e.g., SIFMA/IAA FSOC Notice
Comment Letter (‘“‘Disclosures related to securities
lending practices, if appropriately tailored, could
potentially assist investors and counterparties in
making informed choices about where they deploy
their assets and how they engage in lending
practices.””); Comment Letter of the Vanguard
Group, Inc. to FSOC Notice (Mar. 25, 2015)
(“Vanguard FSOC Notice Comment Letter’’)
(asserting that securities lending as a whole suffers
from a lack of readily available data, and supporting
further efforts to gather data and study the practice
of securities lending).

191 See infra footnotes 724-725 and
accompanying text (discussing new required
disclosures in funds’ Statement of Additional
Information (or, for closed-end funds, funds’ reports
on Form N-—CSR) that will allow investors to better
understand the income generated from, as well as
the expenses associated with, securities lending

Continued
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The new reporting requirements we
are adopting are intended, in part, to
increase the transparency of information
available related to the lending of
securities by funds as a subset of the
universe of market participants engaged
in securities lending activities.192
Commenters were generally supportive
of increased reporting about securities
lending activities, although they
suggested modifications to certain
aspects of the proposal and expressed
concerns with some of the specific
proposed reporting.193 These comments,
and the modifications we are making in
response to comments, are discussed in
more detail below.

Borrower Information.194 One risk
that funds engaging in securities lending
are exposed to is counterparty risk
because borrowers could fail to return
the loaned securities. In this event, the
lender would keep the collateral. In the
U.S., cash collateral is more typical than
non-cash collateral and loans are often
over-collateralized. The collateral
requirements thereby mitigate the extent
of a fund’s counterparty risk. This risk
is further mitigated for the fund if the
fund’s securities lending agent
indemnifies the fund against default by
the borrower.

As we explained in the Proposing
Release, while we believe there is value
to having information on borrowers of
fund securities to monitor risk, as well
as information with which to evaluate
compliance with conditions set forth in
staff no-action letters and exemptive
orders,195 we proposed to require that
funds report the full name and LEI (if

activities) and 1224-1225 and accompanying text
(discussing new required disclosures of monthly
average value of portfolio securities on loan in Form
N-CEN).

192 See, e.g., section 984(b) of the Dodd-Frank
Wall Street Reform and Consumer Protection Act,
Public Law 111-203, 124 Stat. 1376, 1933 (2010)
(directing the Commission to promulgate rules
designed to increase the transparency of
information available to brokers, dealers, and
investors, with respect to the loan or borrowing of
securities).

193 See, e.g., infra footnotes 199-201 and
accompanying and following text (recommending
that the collection of securities lending information
should be limited to the top 5 or 10 securities
lending borrowers with the greatest exposure) and
footnotes 205-208 and accompanying and following
text (suggestions regarding how to report non-cash
collateral posted by securities lending borrowers).

1941n the Proposing Release, we referred to
“securities lending counterparties,” but have made
a clarifying change to “securities lending
borrowers” in the form. As discussed above, when
funds are engaged in securities lending
transactions, they are securities lenders because
they lend their portfolio securities to other financial
institutions, such as broker-dealers, who are
securities borrowers. The change in terminology is
not intended to alter the substance of reporting from
what we proposed.

195 See generally Securities Lending Summary,
supra footnote 184.

any) of each borrower, as well as the
aggregate value of all securities on loan
to the particular borrower, rather than at
the loan level.196 We believe that
reporting of borrower information at an
aggregate portfolio level will provide the
Commission, investors, and other
potential users with information to
better understand the level of potential
counterparty risk assumed as part of the
fund’s securities lending program, with
a lower relative burden on funds than
requesting such information on a per
loan level.

Commenters generally supported our
proposal to increase reporting relating to
securities lending borrowers, although
one commenter questioned the
usefulness of borrower information
given that securities lending agreements
are generally indemnified by securities
lending agents.197 Most commenters
also specifically supported our
approach of assessing the counterparty
risk of securities lending transactions on
an aggregate basis for each borrower, as
opposed to a loan-by-loan or security-
by-security basis.198

However, many commenters
recommended limiting the collection of
securities lending information to the top
5 or 10 securities lending borrowers
presenting the greatest exposure.199
These commenters argued that the top 5
securities lending borrowers generally
represent the majority of a fund’s
securities lending exposure and that
further disclosure would impose
unnecessary costs on funds and
shareholders to the extent it would be
capturing borrowers to which the fund
does not have material exposure.200

196 Jtem B.4 of proposed Form N-PORT.

197 See, e.g., Comment Letter of Independent
Directors of the BlackRock Equity-Liquidity Funds
(Oct. 2, 2015) (“Blackrock Directors Comment
Letter”’) (supporting this aspect of our proposal);
BlackRock Comment Letter (same); Fidelity
Comment Letter (same); Comment Letter of the Risk
Management Association (Aug. 11, 2015) (“RMA
Comment Letter’”’) (same); SIFMA Comment Letter
I (same); Comment Letter of CFA Institute (Aug. 10,
2015) (““CFA Comment Letter”’) (same). But see MFS
Comment Letter (arguing that disclosure of
borrower information may not be relevant in
understanding a fund’s counterparty exposure,
because if the fund has been indemnified then the
counterparty exposure rests with the lending agent).

198 See, e.g., BlackRock Comment Letter;
Morningstar Comment Letter.

199 See, e.g., ICI Comment Letter (limit to the top
5 securities lending borrowers); RMA Comment
Letter (top 5 or 10 borrowers); Fidelity Comment
Letter (top 5 borrowers; broader securities lending
disclosures would not provide a meaningful
indicator of risk in securities lending because
security loans are fully collateralized and also funds
may be indemnified by lending agents); State Street
Comment Letter (top 5 or ten borrowers). But see
Morningstar Comment Letter (applauding the
Commission’s proposal to require counterparty
information for all securities lending borrowers).

200 See, e.g., Invesco Comment Letter (the top 5
securities lending borrowers generally represent

Likewise, several commenters suggested
that borrower information for securities
lending transactions should only be
reported by funds whose securities
lending exposure exceeded a certain
minimum threshold.201

We continue to believe that funds that
engage in securities lending should be
required to report information for all of
its securities lending borrowers. In
response to commenters’ observations
that many funds are indemnified for
their securities lending transactions, we
note that not all funds are so
indemnified. Separately, we believe that
information on borrowers is useful even
if there is an indemnification by the
agent. For example, such information is
helpful in generally monitoring the
degree to which funds are involved in
securities lending transactions and the
identities of borrowers engaged in such
transactions. Allowing funds to exclude
certain borrower information would
limit the applicability and completeness
of the information reported on Form N—
PORT regarding counterparty risk, both
to an individual fund and to the fund
industry. We are not persuaded by
commenters’ arguments that reporting of
all borrowers would be unduly
burdensome or costly, as we believe
funds would need to collect this
information both to understand its own
counterparty risk and for its own
oversight of securities lending. For these
reasons, we are requiring funds to report
aggregate borrower exposure for all
securities lending borrowers, as
proposed.

Several commenters also suggested
that borrower information for securities
lending information should be
nonpublic. In particular, these
commenters expressed concerns that
securities lending counterparties (i.e.,
borrowers) may wish to avoid having
details of their exposures being made
public, including to competitors.202 We
are not persuaded by these arguments.
First, we note that the new reporting
requirements we are adopting today are
intended, in part, to increase the
transparency of information available
related to the lending and borrowing of

68% of a fund’s securities lending exposure); ICI
Comment Letter (additional disclosures beyond the
top 5 borrowers would impose unnecessary costs on
funds and shareholders).

201 See Wells Fargo Comment Letter (portfolio
level reporting of aggregate securities lending
activity should only be required for funds with a
minimum threshold of 10% of assets on loan);
Oppenheimer Comment Letter (funds should report
only the top 5 borrowers and not disclose anything
if outstanding securities loans do not exceed 1% of
net assets).

202 See BlackRock Comment Letter; SIFMA
Comment Letter I; RMA Comment Letter.
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securities.293 Making borrower
information for the securities lending
information reported on Form N-PORT
nonpublic would defeat this objective.

Second, based on our experience with
securities lending, we are not persuaded
by commenters claiming that a fund’s
activities in securities lending would be
harmed because certain securities
borrowers do not want to be identified.
We note that we are not requiring
identification of securities borrowers by
loan, but rather on an aggregated basis.
We also note that certain funds
currently publicly identify securities
lending borrowers twice per year in the
notes to their annual and semi-annual
financial statements, as permitted by
GAAP.20¢ We are unaware of any
evidence that these disclosures have
had any effects on borrowers’ decisions
to borrow from registered investment
companies in the manner those
commenters suggest, and thus we
continue to believe that requiring funds
to make such information publicly
available is appropriate because these
disclosures will improve transparency
to investors and other users.

As discussed in greater detail below,
we also received various suggestions
regarding how to report non-cash
collateral posted by securities lending
borrowers.205 One commenter pointed
out that funds typically do not account
for non-cash collateral as a fund asset
because funds generally do not
“control” the non-cash collateral and
thus do not bear any investment risk for
it.206 For this reason, the commenter
asserted that it would be inconsistent
with accounting and reporting standards
for funds to report non-cash collateral
received for loaned securities as
portfolio investments on Form N-PORT,
as we proposed.2%7 We agree with the
commenter and are modifying Form N—
PORT from the proposal to add a new
Item requiring funds to report the
aggregate principal amount and
aggregate value of each type of non-cash
collateral received for loaned securities
that is not treated as a fund asset.208

203 See supra footnote 192 and accompanying
text.

204 See, e.g., SIFMA Comment Letter I.

205 See infra footnote 413 and accompanying and
following text.

206 See ICI Comment Letter.

207 See Item C.12.b of proposed Form N-PORT.

208 See Item B.4.b of Form N-PORT. Funds will
report the category of instrument that most closely
represents the collateral, selected from among the
following (asset-backed securities; agency
collateralized mortgage obligations; agency
debentures and agency strips; agency mortgage-
backed securities; U.S. Treasuries (including strips);
other instrument). If “other instrument,” funds will
also include a brief description, including, if
applicable, whether it is an irrevocable letter of
credit.

Several commenters also requested
that Form N-PORT collect additional
information regarding securities lending
activities. One commenter
recommended that funds report average
monthly aggregate dollar amounts on
loan and fee split information, as well
as a brief summary of the fund’s
securities lending program, including
risk and strategy.29? Another commenter
suggested that the aggregate value of
securities lent should be accompanied
by the aggregate value of collateral
pledged.21® One commenter requested
that funds report the average daily value
of securities lending collateral over the
reporting period, rather than a snapshot
as of the last day of the reporting period,
and asserted that securities lending
collateral can be used as a proxy for the
percentage of the portfolio that is on
loan, which is the true quantity of
interest.211

We are not adopting such additional
reporting requirements on Form N—
PORT. As discussed further below, the
amendments to the Statement of
Additional Information (and, for closed-
end funds, Form N-CSR) that we are
adopting today will require funds to
make certain disclosures in connection
with their securities lending activities
and cash collateral management, and
Form N-CEN also requires information
about a fund’s securities lending
program, including the average monthly
value of securities on loan. Although the
additional information requested by
commenters may be useful to certain
investors or other users, we are sensitive
to the burdens on funds of additional
reporting requirements. Some of the
information requested by commenters,
such as a brief summary of the fund’s
securities lending program, including
risk and strategy, is already disclosed in
fund registration statements.212 Certain
other information requested by
commenters, such as the aggregate value
of securities lent and the aggregate value
of collateral pledged, can be calculated
by adding up the structured information
reported for each individual securities
lending transaction.213 Furthermore,
other information requested by
commenters, such as the percentage of
the portfolio securities on loan over the
reporting period, can be derived from

209 See Comment Letter of John C. Adams (July 8,
2015) (“John Adams Comment Letter”).

210 See Morningstar Comment Letter.

211 See Comment Letter of Richard B. Evans (Oct.
20, 2015).

212 See supra footnote 189 and accompanying
text.

213 See Item C.12.a (value of the investment
representing cash collateral), Item C.12.b (value of
the securities representing non-cash collateral), and
Item C.12.c (value of the securities on loan) of Form
N-PORT.

information that will be reported in a
structured format as part of this
rulemaking.214 Although we understand
that requiring funds to report additional
information may be useful to certain
users of such information, Form N—
PORT is primarily designed to meet the
data needs of the Commission and its
staff. As such, the securities lending
information we are requiring to be
reported on Form N-PORT is designed
to balance what we anticipate would be
useful for our regulatory oversight
purposes, namely obtaining more
information specifically regarding
counterparties, amounts on loan, and
how collateral is reinvested, against the
expected burdens of reporting such
information. Accordingly, we decline to
modify Form N-PORT to require the
additional securities lending disclosures
requested by commenters.

We also received several comments
requesting that we revise Form N-PORT
to phase in reporting of securities
lending borrowers’ LEIs. Commenters
urged that this requirement be delayed
until LEIs have been fully integrated
into the global financial system and
lending agents and funds have
implemented the necessary systems
enhancements to facilitate LEI
reporting.215 Commenters also
expressed concerns that reporting LEI
information for securities lending
counterparties (i.e., borrowers) may
cause borrowers to become less likely to
borrow from registered funds and more
likely to borrow from lenders who are
not required to make similar
disclosures, in order to avoid having
details of the borrowers’ exposures
being made public.216

For the same reasons discussed above
regarding commenters’ suggestions not
to require disclosure of securities
borrowers, we are not persuaded by
such arguments. While the Commission
is the primary user of the form, the new
reporting requirements we are adopting
today are intended, in part, to increase
the transparency of information
available related to the lending and
borrowing of securities.217 In particular,
the uniform public reporting of
borrowers’ LEIs will facilitate the
identification of such borrowers, which
is part of the purpose of such reporting.
As discussed above, providing
exemptions or deferring implementation

214 See Item B.1 of Form N-PORT (net assets);
Item C.6.f of Form N-CEN (monthly average value
of securities on loan).

215 See State Street Comment Letter; BlackRock
Comment Letter; RMA Comment Letter.

216 See State Street Comment Letter; RMA
Comment Letter.

217 See supra footnote 192 and accompanying
text.
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of this requirement would hinder the
ability of Commission staff as well as
investors and other potential users of
this information to use the data on Form
N-PORT as discussed above.218
Furthermore, as indicated above, Form
N-PORT instructs funds to report LEIs
“if any”’ for borrowers, and thus already
acknowledges and makes
accommodations for the fact that LEI
identifiers may not be available in some
contexts as LEIs are continuing to be
integrated into the global financial
system.

e. Return Information

As proposed, we are requiring funds
to provide monthly total returns for
each of the preceding three months.219
If the fund is a multiple class fund, it
will report returns for each class.220
Funds with multiple classes will also
report their class identification
numbers.221 Funds will calculate
returns using the same standardized
formulas required for calculation of
returns as reported in the performance
table contained in the risk-return
summary of the fund’s prospectus and
in fund sales materials.222

We are requiring this information on
Form N-PORT because we believe it
will be useful to have such information
in a structured format to facilitate
comparisons across funds. For example,
analysis of return information over time
among similar funds could reveal
outliers that might merit further inquiry
by Commission staff, and this type of
analysis can be done much more
efficiently and timely when the
information is reported in a structured
format. Additionally, performance that
appears to be inconsistent with a fund’s
investment strategy or other benchmarks
can form a basis for further inquiry and
monitoring.223 Although mutual funds
currently report certain return

218 See supra footnote 68 and accompanying and
following text.

219 See Item B.5.a of Form N-PORT.

220 See id.

221 See Item B.5.b of Form N-PORT.

222 See Item 26(b)(1) of Form N-1A; Instruction
13 to Item 4 of Form N-2; Item 26(b)(i) of Form N—
3. Return information reported on Form N-PORT
will reflect swing pricing for funds that elect to
swing price pursuant to the contemporaneous
release we are adopting today regarding swing
pricing for open-end funds. See Swing Pricing
Adopting Release, supra footnote 9., at section
ILA3.g.

223 Similar risk analytics were used in the
Commission’s Aberrational Performance Inquiry, an
initiative by the Division of Enforcement’s Asset
Management Unit to identify hedge funds with
suspicious returns. See, e.g., SEC, SEC Charges
Hedge Fund Adviser and Two Executives with
Fraud in Continuing Probe of Suspicious Fund
Performance, Press Release: 2012—209 (Oct. 17,
2012), available at http://www.sec.gov/News/Press
Release/Detail/PressRelease/1365171485332.

information in a structured format
periodically as part of their risk/return
summaries, we believe that having
return information reported on a
monthly basis by all registered funds
will allow the Commission staff to more
easily and effectively monitor the fund
industry as a whole, as described
above.224

Because only quarter-end reports on
Form N-PORT will be made public, we
are requiring, as proposed, that funds
provide return information for each of
the preceding three months.225 This
rolling three month requirement will
provide investors and other potential
users with monthly return information,
so that they will have access to each
month’s return on a quarterly basis.
Otherwise, we are concerned that
investors might potentially confuse the
month’s disclosed return as representing
the return for the full quarter.

Commenters had mixed reactions
regarding the reporting of monthly total
returns. Several commenters expressed
concern that reporting three months of
returns could cause investors to unduly
focus on short-term results and
recommended that returns for longer
periods of time be reported instead.226
One commenter recommended that
funds should report only a single month
of returns in order to lower compliance
costs and because investors are likely to
use other sources (such as fund or third-
party Web sites) to find return
information rather than Form N-

224 See generally Interactive Data for Mutual Fund
Risk/Return Summary, Investment Company Act
Release No. 28617 (Feb. 11, 2009) [74 FR 7748 (Feb.
19, 2009)] (requiring funds to submit to the
Commission a structured data file for any
registration statement or post-effective amendment
on Form N—-1A that includes or amends information
in Form N—1A’s risk/return summary); SEC,
Interactive Data and Mutual Fund Risk/Return
Summaries, available at https://www.sec.gov/
spotlight/xbrl/mutual-funds.shtml.

225 See Item B.5.a of Form N-PORT. Although
generally only information reported on Form N—
PORT for the third month of each fund’s fiscal
quarter will be publicly available, the concerns
associated with more frequent public disclosure are
related to the disclosure of portfolio holdings
information and will not apply to the disclosure of
fund return information. See generally footnote
1305 and accompanying and following text
(discussing the risks of predatory trading practices
such as front-running and the ability of non-
investors to reverse engineer and copycat fund’s
investment strategies).

226 See CRMC Comment Letter (monthly return
information could cause investors to focus on short-
term results and therefore should not be publicly
reported or, in the alternative, should be reported
together with fund level long-term results); Wells
Fargo Comment Letter (funds should provide
returns for a rolling 12-month period as of the end
of each month); Dreyfus Comment Letter (short-
term performance can mislead investors); SIFMA
Comment Letter I (monthly return information
should not be made public or, in the alternative,
should be disclosed annually on Form N-CEN).

PORT.227 Another commenter agreed
with our proposed approach of
requiring funds to report total returns as
opposed to gross returns, noted that
monthly fund performance data is
already generally publicly available, and
concluded that the quarterly public
release of monthly performance data
reported on Form N-PORT would result
in the release of information that had
already been made available to the
public.228

We are adopting this requirement as
proposed. As acknowledged by
commenters, many funds and market
data providers already generally
disclose monthly performance data to
investors, and daily performance data is
often available as well.229 The greater
granularity provided by monthly data
will enhance the ability of Commission
staff to use return information to reveal
outliers and detect performance that
appears to be inconsistent with a fund’s
investment strategy or other
benchmarks, as discussed above. More
generally, frequent disclosure of
performance data over shorter time
periods can better capture variations in
performance that would not be apparent
with returns reported over longer time
periods.

Accordingly, we are not persuaded by
commenters’ recommendations to
require funds to report return
information on Form N-PORT over
longer time horizons, as opposed to on
a monthly basis. We are similarly not
persuaded by arguments that reporting
fund performance data for three months
will “[provide no] direct or indirect
value to [fund] investors’ as opposed to
reporting one month of fund
performance information.230 As
discussed above, although Form N—
PORT is primarily designed to assist the
Commission and its staff, we believe
that investors and other potential users
may benefit from the information
reported on Form N-PORT as well,
either by analyzing Form N-PORT
directly or through analyses prepared by
third-party service providers. Because
Form N-PORT will be available on a
quarterly basis but will provide month-
end return information, we remain

227 See Comment Letter of Confluence
Technologies, Inc. (Aug. 11, 2015) (“Confluence
Comment Letter”).

228 See Morningstar Comment Letter.

229 See, e.g., Morningstar Comment Letter
(Morningstar’s monthly performance data, as well
as most of the industry’s data, is generally made
available on investor-facing Web sites by the third
business day after month end. Daily performance
data is also provided for 99.6% of open-end
investment companies by 9 p.m. EST.); SIFMA
Comment Letter I (certain funds make monthly
returns available on their Web sites).

230 See Confluence Comment Letter.
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concerned that investors might
potentially confuse one month’s returns
as representing the fund’s returns for the
full quarter. For each of these reasons,
we are requiring funds to report
monthly return information for each of
the preceding three months, as
proposed.

We are also requiring, substantially as
proposed, that funds report, for each of
the preceding three months, monthly
net realized gain (or loss) and net
change in unrealized appreciation (or
depreciation) attributable to derivatives
for certain categories. We proposed that
this information would be reported by
asset category (i.e., commodity
contracts, credit contracts, equity
contracts, etc.). We are modifying the
proposal to require funds to report this
information by both asset category and
also by type of derivative instrument
(i.e., forward, future, option, swap,
etc.).231 This information will help the
Commission staff, investors, and other
potential users better understand how a
fund is using derivatives in
accomplishing its investment strategy
and the impact of derivatives on the
fund’s returns. In order to provide a
point of comparison, and as proposed,
we are also requiring that funds report,
for each of the last three months,
monthly net realized gain (or loss) and
net change in unrealized appreciation
(or depreciation) for investments other
than derivatives.232

Comments on this aspect of the
proposal were mixed. Some commenters
opposed the reporting requirement,
stating that it would not provide a
valuable reference point from which to
assess whether the derivatives included
in a fund’s portfolio have contributed to
returns, especially when derivatives are
used for hedging purposes.233 One
commenter expressed general support
for the derivatives reporting
requirements in N-PORT, including this
proposed requirement, stating that this
information would, among other things,
allow the Commission to better assess
trends, given the potential risks
associated with certain uses of
derivatives.234

Several commenters, in response to a
request for comment, recommended that
the Commission require funds to report
the monthly net realized gain (or loss)
and net change in unrealized
appreciation (or depreciation)
attributable to derivatives by type of

231 See Item B.5.c of Form N-PORT.

232 See Item B.5.d of Form N-PORT.

233 See Wells Fargo Comment Letter; Dreyfus
Comment Letter.

234 See CFA Comment Letter (additionally
supporting disclosure of derivatives reporting on
N-PORT to investors).

derivative instrument (i.e., forward,
future, option, swap, etc.), rather than
by asset category (i.e., commodity
contracts, credit contracts, equity
contracts, etc.). This is because funds
typically report derivatives in their
financial statements by type of
derivative instrument rather than asset
category. As a result, according to
commenters, systems are currently
aligned to capture and report this
information by instrument type,
whereas reporting information by asset
category would require large changes to
the existing accounting systems, which
these commenters believed would
involve costs that would not be justified
by the resulting benefits.235 Finally,
some commenters believed that gains
(or losses) and appreciation (or
depreciation) attributable to derivatives
should not be made public because such
information would not be meaningful to
investors and could potentially convey
proprietary information about the fund’s
trading strategies that could be used for
predatory trading or to reverse engineer
the fund’s investment strategy.236

We disagree with commenters
questioning the utility of reporting gains
(or losses) and appreciation (or
depreciation) attributable to derivatives.
We continue to believe that this
information will help Commission staff,
investors, and other potential users
better understand how a fund is using
derivatives in accomplishing its
investment strategy and the impact of
derivatives on the fund’s returns. We
recognize that providing this
information by asset category is not how
funds currently maintain this data in
their systems and therefore will involve
more systems changes and costs relative
to providing this information by type of
derivative instrument alone; however,
we disagree that such information does
not have a benefit that justifies this
burden. Providing this information by
asset category will be helpful in
understanding the relationship between
derivatives—and, as discussed further
below, the types of derivative
instruments—that provide exposure to a
particular asset category and direct
investments in the same asset category.
For example, information attributable to
equity derivatives contracts could be
compared to returns attributable to
direct investments in equities. Further,
reporting returns by derivative
instrument alone would not provide any
information about the market risk
factors that had caused the gain or loss.

235 See SIFMA Comment Letter I; ICI Comment
Letter; MFA Comment Letter.

236 See SIFMA Comment Letter I; MFA Comment
Letter.

Although we recognize that there will
be some initial burden in modifying
systems to provide information by asset
category, we note that funds are
currently already required to compile
this information by asset category twice
a year, pursuant to FASB Topic ASC
815.237 While we understand from the
comments that many funds currently
compile this manually, we believe,
based on staff experience, that such
processes could be automated over time
to facilitate the more frequent reporting.
In particular, we note that Form N—
PORT, as proposed and adopted, will
separately require funds to categorize
each derivative investment by asset
category, which should reduce the
incremental burden of providing return
information by asset category.238

Additionally, after consideration of
the comments, we are modifying this
item from the proposal to require funds
to report this information by type of
derivative instrument within each asset
category. We believe that providing both
elements—asset category and derivative
instrument type—will make this
information more informative than by
reporting by either asset category or
instrument type in isolation. For
example, consider a fund that uses
derivatives in two asset categories (e.g.,
equities and commodities) and two
types of derivative instruments (e.g.,
futures and options). If the asset
category or instrument type were
reported alone, users of the information
would be unable to discern if the fund
is deriving its returns by using equity
options and commodity futures or
equity futures and commodity options—
or in what proportion. Reporting both
pieces of information together allows
the Commission, investors, and other
users to determine from which category-
type combination the fund is drawing
(or hedging) its exposure. Further,
knowing the instrument type in
combination with asset category can be
important for understanding the risks
associated with obtaining exposure to a
particular asset category because
different derivative instruments can
have different risks associated with
them, such as different counterparty
risk, or a linear risk profile (e.g. futures)
versus a non-linear risk profile (e.g.,
options). Additionally, having such
information by instrument and asset
category will be useful in understanding
situations ranging from a market

237 See ASC 815 (Derivatives and Hedging).

238 See Item C.4.a of Form N-PORT (requiring
reporting of asset category of each investment
among enumerated categories, including derivative-
commodity, derivative-credit, derivative-equity,
derivative-foreign exchange, derivative-interest rate,
derivatives-other).
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disruption for a particular type of
derivative instrument (e.g., a market
disruption affecting a futures market) to
a price shock impacting a particular
asset category (e.g., commodities).
Consequently, we believe that requiring
such information by both derivative
instrument type and asset category will
provide more complete information
relative to providing either type in
isolation to Commission staff, investors,
and other potential users seeking to
better understand how a fund is using
derivatives in accomplishing its
investment strategy and the impact of
derivatives on the fund’s returns.

Moreover, based on staff review of
fund financial statements, we have
observed that in compliance with the
requirements of FASB Topic ASC 815,
upon which this reporting requirement
was based, funds generally show gains
(losses) and appreciation (depreciation)
in tabular format by both asset category
and type of derivative instrument.
Because, as noted by commenters, many
funds already have systems in place to
classify derivatives by instrument type,
we believe that requiring such
information to be reported on Form N—
PORT along with asset category will not
add a significant incremental burden
relative to providing, as proposed, such
information by asset category alone.239

Regarding comments concerning
public disclosure of the information, we
disagree with the commenter that
argued such disclosures could reveal
information that could be used for
reverse engineering or predatory
trading.240 We are not aware of this
information being used for such
purposes, nor did the commenter
explain how the disclosure of such
information could reveal information
about the fund’s trading strategies that
would allow traders to “front-run” or
“copycat” the fund. Separately, we note
that the information will be delayed in
terms of public disclosure and that the
return information will be aggregated,
which should mitigate the possibility
that such information could be used by
predatory traders to the detriment of the
fund.

Likewise, we disagree with the
commenter that asserted such
information would not be meaningful to
investors.241 The Commission believes,
and one commenter agreed, that this
information will be useful for
identifying funds in which a significant
amount of gains and losses came from
exposures to derivative contracts, and

239 See SIFMA Comment Letter I; ICI Comment
Letter.

240 See SIFMA Comment Letter I.

241 Id

will allow Commission staff, investors,
and other potential users to better
understand the relationship between the
type of derivative instrument and asset
category in terms of the impact on the
fund’s returns. Furthermore, we are not
persuaded by commenters’ arguments
that such information would be
misleading to investors if made publicly
available. As discussed above, funds
will also be reporting similar
information attributable to investments
other than derivatives, which we believe
could help investors compare returns
attributable to derivatives with returns
attributable to a fund’s other
investments. Furthermore, although
gains (or losses) and appreciation (or
depreciation) from derivatives may have
different implications depending on
whether derivatives are being used for
investment purposes or as a hedge for
other positions in the portfolio,
disclosure of such information should
help improve the ability of investors to
understand and assess the use of
derivatives in funds’ investment
strategies.

f. Flow Information

As proposed, Form N-PORT will
require funds to separately report, for
each of the preceding three months, the
total net asset value of: (1) Shares sold
(including exchanges but excluding
reinvestment of dividends and
distributions); (2) shares sold in
connection with reinvestments of
dividends and distributions; and (3)
shares redeemed or repurchased
(including exchanges).242 This
information is similar to what is
currently reported on Form N-SAR, and
is generally to be reported subject to the
same instructions that currently govern
reporting of flow information on that
form.243 We are requiring this

242 See Item B.6 of Form N-PORT.

243 Similar to Form N-SAR, Form N-PORT will
instruct funds to report amounts after any front-end
sales loads had been deducted and before any
deferred or contingent deferred sales loads or
charges had been deducted. Shares sold will
include shares sold by the fund to a registered UIT.
Funds will also include as shares sold any
transaction in which the fund acquired the assets
of another investment company or of a personal
holding company in exchange for its own shares.
Funds will include as shares redeemed any
transaction in which the fund liquidated all or part
of its assets. Exchanges will be defined as the
redemption or repurchase of shares of one fund or
series and the investment of all or part of the
proceeds in shares of another fund or series in the
same family of investment companies. Form N—
PORT will also include a new clarifying instruction,
providing that if shares of the fund are held in
omnibus accounts, funds will use net sales or
redemptions/repurchases from such omnibus
accounts for purposes of calculating the fund’s
sales, redemptions, and repurchases. Cf. Item B.6 of
Form N-PORT and Item 28 of Form N-SAR
(requiring reporting of monthly sales and

information on Form N-PORT because
we believe that this information will be
more helpful if reported on a monthly
basis rather than retrospectively on an
annual basis on Form N-CEN.

We believe that having flow
information reported to us monthly will
help us better monitor trends in the
fund industry. For example, it could
help us analyze types of funds that are
becoming more popular among
investors and areas of high growth in
the industry. It could help us better
examine investor behavior in response
to market events. Finally, in
combination with other information that
will be reported on Form N-PORT
regarding liquidity of fund positions
pursuant to changes to Form N-PORT
set forth in the Liquidity Adopting
Release, which we are adopting today,
flow information could also help us
identify funds that might be at risk of
experiencing liquidity stress due to
increased redemptions.244

Commenters generally supported our
proposed reporting requirements for
monthly flow information.24> However,
many commenters noted that funds are
generally unable to look through
omnibus accounts to the underlying
investors, and thus requested
confirmation that flow information be
reported on a net basis for shares of the
fund held in omnibus accounts.246 We
agree with these commenters, and in
response to these comments, Form N—
PORT now includes a clarifying
instruction to this effect.247

One commenter asked the
Commission to mandate that transfer
agents, distributors, or some other entity
(e.g., a central data repository) track
omnibus flow information by type of
underlying investor (i.e., 401(k) plans/
individual retirement accounts, pension
funds, insurance companies, other
institutional investors, and retail
investors).248 The commenter suggested
that this information be provided to
fund managers, who would then report

repurchases of the Registrant’s/Series’ shares for the
past six months).

244 See Liquidity Adopting Release, supra
footnote 9.

245 See ICI Comment Letter; SIFMA Comment
Letter I; Wells Fargo Comment Letter; BlackRock
Comment Letter.

246 See State Street Comment Letter; MFS
Comment Letter; Wells Fargo Comment Letter;
SIFMA Comment Letter I; ICI Comment Letter;
Morningstar Comment Letter. But see BlackRock
Comment Letter (recommending that the
Commission mandate that transfer agents,
distributors, or some other entity aggregate
information by investor types redeeming from and
subscribing to funds so that funds could look
through omnibus accounts and report more detailed
flow information).

247 See supra footnote 243.

248 See BlackRock Comment Letter.
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this information on Form N—PORT. The
commenter concluded that this
information would help funds and
others to create predictive models to
better understand potential future
redemptions, which in turn would help
funds with liquidity risk management.

We acknowledge the merits of helping
funds better manage potential
redemption risks, and further note that
better transparency into intermediary
omnibus accounts by each type of
underlying investor would help the
Commission better understand
subscription and redemption activity
and how it varies across distribution
platforms and market environments.
However, the commenter’s suggestion is
beyond the scope of this rulemaking,
although we note that the Commission
is currently seeking a range of input
with respect to omnibus intermediary
account relationships, including
through the recently issued advance
notice of proposed rulemaking and
concept release with respect to transfer
agent regulations, which seeks comment
in various areas including the
processing of book entry securities,
broker-dealer recordkeeping for
beneficial owners, and the role of
transfer agents to mutual funds.249

Another commenter recommended
that monthly flow information be
reported for only the last month of the
reporting period, rather than for the
three prior months, on the grounds that
reporting this information for the three
prior months would have “no direct
value to investors.” 250 We are not
persuaded by this suggestion. As
discussed above, although Form N-
PORT is primarily designed to assist the
Commission and its staff, we believe
that investors and other potential users
may benefit from the information
reported on Form N-PORT as well,
either by analyzing Form N-PORT
directly or through analyses prepared by
third-party service providers. Unlike
other information reported on Form N—
PORT, which generally represents a
snapshot “as of”’ a certain date, flows
are calculated over a period of time.
Because information reported on Form
N-PORT will be publicly available on a
quarterly basis but will provide monthly
flow information, we are concerned that
investors might potentially believe that
one month’s flows represent the fund’s
flows for the full quarter. For that
reason, we are requiring funds to report
monthly flow information for each of

249 See Transfer Agent Regulations Concept
Release, Securities Exchange Act Release No. 76743
(Dec. 22, 2015) [80 FR 81948 (Dec. 31, 2015)].

250 See Confluence Comment Letter.

the preceding three months, as
proposed.

g. Schedule of Portfolio Investments

Part C of Form N-PORT will require,
as proposed, funds to report certain
information on an investment-by-
investment basis about each investment
held by the fund and its consolidated
subsidiaries as of the close of the
preceding month. As proposed, funds
will respond to certain questions that
will apply to all investments (i.e., the
investment’s identification, amount,
payoff profile, asset and issuer type,
country of investment or issuer, fair
value level, and whether the investment
was a restricted security). As proposed,
funds will also respond, as applicable,
to additional questions related to
specific types of investments (i.e., debt
securities, repurchase and reverse
repurchase agreements, derivatives, and
securities lending).

Also, as proposed, funds will have the
option of identifying any investments
that are “miscellaneous securities.” 251
Unless otherwise indicated, funds will
not report information related to those
investments in Part C, but will instead
report such information in Part D.252

i. Information for All Investments

Form N-PORT will require, as
proposed, funds to report certain basic
information about each investment held
by the fund and its consolidated
subsidiaries. In particular, funds will
report the name of the issuer and title
of issue or description of the
investment, as they are currently
required to do on their reported
schedules of investments.253 To
facilitate analysis of fund portfolios, it is
important for Commission staff to be
able to identify individual portfolio
securities, as well as the reference
instruments of derivative investments
through the use of an identifying code
or number, which is not currently
required to be reported on the schedule
of investments. Fund shareholders and
potential investors that are analyzing
fund portfolios or investments across
funds could similarly benefit from the
clear identification of a fund’s portfolio
securities across funds. The staff has
found that some securities reported by
funds lack a securities identifier, and
this absence has reduced the usefulness
of other information reported.

To address this issue, and as
proposed, we are requiring that funds
report additional information about the

251 See Part D of Form N-PORT. See also supra
footnote 99 and accompanying text.

252 See infra footnote 419 and accompanying and
following text.

253 See Item C.1 of Form N-PORT.

issuer and the security. Funds will
report certain securities identifiers, if
available.254 For example, for security-
based swaps, funds may report the
product ID if a product ID for that
contract is used by one or more security-
based swap data repositories.25°
Identifiers for other types of derivatives
may also be used, if available.256 If a
unique identifier is reported, funds will
also indicate the type of identifier
used.257 Such an identifier might be
assigned by a security-based swap data
repository or be internally generated by
the fund or provided by a third party,
but should be consistently used across
the fund’s filings for reporting that
investment so that the Commission,
investors, and other potential users of
the information can track the
investment from report to report.

We received comments regarding the
use of unique identifiers generally, and
LEI in particular. As discussed above,
many commenters expressed support for
the use of LEI for identification of funds,
registrants, and counterparties.258
However, one commenter asserted that
a portfolio-based approach, including
data on counterparties to whom funds
have greatest exposures, would enable
adequate monitoring of potential threats
better than obtaining counterparty LEI
and specific information for each
bilateral transaction.259 Other
commenters expressed concerns
regarding the ability of funds to verify
the accuracy of LEIs provided by third-
parties.260 Another commenter
suggested that each security held by a
fund should be identified by ticker and
CUSIP, or ISIN and SEDOL for foreign
securities, together with the primary
exchange where the security is traded at
the date of the filing.261 Another
commenter urged the Commission not
to mandate the use of certain unique
identifiers for public and nonpublic
funds, such as the Financial

254 See Item C.1.b, Item C.1.d, and Item C.1.e of
Form N-PORT (requiring reporting of identifiers
such as LEI of the issuer, CUSIP, ISIN, ticker or
other unique identifier).

255 See 17 CFR 242.900(aa) and (bb) (defining
“product’” and “product ID,” respectively). See also
Regulation SBSR Adopting Release, supra footnote
61 (discussing use of product IDs under Regulation
SBSR).

256 See, e.g., CFTC, Q&A—Swap Data
Recordkeeping and Reporting Requirements,
available at http://www.cftc.gov/ucm/groups/
public/@newsroom/documents/file/sdrr_qa.pdf
(discussing product identifiers for swaps).

257 See Item C.1.e.iii of Form N-PORT.

258 See footnote 64 and accompanying text.

259 See CFA Comment Letter.

260 See Oppenheimer Comment Letter; MFS
Comment Letter; ICI Comment Letter.

261 See Russ Wermers Comment Letter.


http://www.cftc.gov/ucm/groups/public/@newsroom/documents/file/sdrr_qa.pdf
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Instrumental Global Identifier
(“FIGI”).262

As discussed above, we are adopting
a portfolio-based approach in the
securities lending context, including
data on counterparties to whom funds
have greatest exposures. However, we
believe that the uniform reporting of
LEIs by fund series and registrants, as
well as securities issuers and fund
counterparties, will further enhance our
monitoring and analytical capabilities
by providing a consistent means of
identification that will facilitate the
linkage of data reported on Form N—
PORT with data from other filings and
sources that is or will be reported
elsewhere. We acknowledge that LEIs
have not yet been fully integrated into
the global financial system, and
accordingly the form contains a qualifier
that an LEI be reported, “‘if any.” We
believe, however, that LEIs will become
more widely used by regulators and the
financial industry and note that our
rulemaking will not require funds to
report LEIs, if any, until 18 months
following the effective date.

However, we understand that funds
will in some instances be relying upon
service providers and other third-parties
who will be providing funds with LEI
information to be reported to the
Commission and publicly disclosed to
investors and other possible users, and
we understand that funds may find it
difficult to verify such information other
than to confirm that it has been
generated and reported consistently
with the methodologies of the fund’s
service providers. As discussed above,
the fund may generally use its own
methodology or the methodology of its
service provider, so long as the
methodology is consistently applied and
is consistent with the way the fund
reports internally and to current and
prospective investors.263 We do not
believe, as some commenters suggested,

262 See State Street Comment Letter (asserting that
there are few third-party providers who currently
use such unique identifiers and concluding that
requiring the usage of such unique identifiers
would give those providers an unfair competitive
advantage relative to the rest of the industry).
Information about the FIGI is available on the
Object Management Group’s Web site, a not-for-
profit technology standards consortium. See
generally Object Management Group, Documents
Associated with Financial Industry Global Identifier
(FIGI) Version 1.0—Beta 1 (Sept. 2014), available at
http://www.omg.org/spec/FIGI/1.0/Betal/.

263 See General Instruction G of Form N-PORT
(“Funds may respond to this Form using their own
internal methodologies and the conventions of their
service providers, provided the information is
consistent with information that they report
internally and to current and prospective investors.
However, the methodologies and conventions must
be consistently applied and the Fund’s responses
must be consistent with any instructions or other
guidance relating to this Form.”).

that it is necessary to require specific
alternative unique identifiers for
securities or entities at this time, other
than those identified in Form N-PORT,
because we believe that allowing funds
to select another identifier in the
absence of an ISIN, CUSIP, or ticker
gives funds appropriate flexibility in
identifying such investments.

We are also requiring, as proposed,
funds to report the amount of each
investment as of the end of the reporting
period, as is currently required under
Regulation S—X.264 Funds will report
the number of units or principal amount
for each investment, as well as the value
of each investment at the close of the
period, and the percentage value of each
investment when compared to the net
assets of the fund.265 Funds will also
report the currency in which the
investment was denominated, and, if
not denominated in U.S. dollars, the
exchange rate used to calculate value.266
We received no comments on this
aspect of our proposal.

Also as proposed, we are requiring
funds to report the payoff profile of the
investment, indicating whether the
investment is held long, short, or N/A,
which will serve the same purpose as
the current requirement in Regulation
S—X to disclose investments sold
short.267 Funds will respond N/A for
derivatives and will respond to relevant
questions that indicate the payoff profile
of each derivative in the derivatives
portion of the form. These disclosures
will identify short positions in
investments held by funds. We received
no comments on these disclosure
requirements.

As proposed, funds will also report
the asset type for the investment: short-
term investment vehicle (e.g., money
market fund, liquidity pool, or other
cash management vehicle), repurchase
agreement, equity-common, equity-
preferred, debt, derivative-commodity,
derivative-credit, derivative-equity,
derivative-foreign exchange, derivative-
interest rate, structured note, loan, ABS-
mortgage backed security, ABS-asset
backed commercial paper, ABS-
collateralized bond/debt obligation,
ABS-other, commodity, real estate,
other) and issuer type (corporate, U.S.
Treasury, U.S. government agency, U.S.
government sponsored entity,
municipal, non-U.S. sovereign, private

264 See Item C.2 of Form N-PORT. See rule 12—
12 of Regulation S—X.

265 See Item C.2.a—Item C.2.d of Form N-PORT.
For derivatives, as appropriate, funds will provide
the number of contracts.

266 See Item C.2.b and Item C.2.c of Form N—
PORT.

267 See Item C.3 of Form N-PORT. See rule 12—
12A of Regulation S-X [17 CFR 210.12-12A].

fund, registered fund, other).268 We are
also adopting a modification from the
proposal to add a “derivatives-other”
category to encompass derivatives that
do not fall into the other categories of
derivatives enumerated in this Item, so
as to allow Commission staff, investors,
and other users of the information
reported on Form N-PORT to more
easily aggregate the fund’s derivative
investments. We have based these
categories in part on staff review of how
funds currently categorize investments
on their schedule of investments, and in
part on the categories of investments
required to be reported by private funds
on Form PF.269 These disclosures will
allow the Commission, investors, and
other potential users to assess the
composition of fund portfolios in terms
of asset and issuer types and also
facilitate comparisons among similar
types of investments.

One commenter recommended the
use of a well-defined taxonomy for asset
and issuer type, such as ISO 10962, or
some truncation of the six-character ISO
Classification of Financial Instruments
code.279 Although we acknowledge
there could be benefits for data
aggregation and analysis to using an
existing standardized taxonomy for
users of the form, Form N-PORT is
primarily designed to meet the data
needs of the Commission and its staff.
We have drafted the asset categories in
Form N-PORT specifically to address
the Commission staff’s data needs,
whereas many of the existing
taxonomies include extraneous
information in some areas or
insufficient information in other areas.
For these reasons, we are adopting the
asset categories on Form N-PORT
largely as proposed.

Funds will also report, as proposed,
for each investment, whether the
investment is a restricted security.27?

268 See Item C.4.a and Item C.4.b of Form N—
PORT.

269 See, e.g., Item 26 of Form PF (requiring filers
to report exposures by asset type); Item 1 of Form
N-Q (requiring filers to report the schedules of
investments required by sections 210.12-12 to 12—
14 of Regulation S-X); Item 1 of Form N-CSR
(requiring filers to attach a copy of the report
transmitted to stockholders pursuant to rule 30e—1
under the Act).

270 See Morningstar Comment Letter. See
generally International Standards Organization,
Securities and related financial instruments—
Classification of financial instruments, ISO
10962:2015 (July 17, 2015), available at http://
www.iso.org/iso/catalogue_detail. htm?csnumber=
44799.

271 See Item C.6 of Form N-PORT. “Restricted
security” will have the definition provided in rule
144(a)(3) under the Securities Act [17 CFR
230.144(a)(3)]. See General Instruction E of Form
N-PORT. See also amended rule 12—13, nn. 6 and
8 of Regulation S—X, which will require similar
disclosures in funds’ schedules of investments to


http://www.iso.org/iso/catalogue_detail.htm?csnumber=44799
http://www.iso.org/iso/catalogue_detail.htm?csnumber=44799
http://www.iso.org/iso/catalogue_detail.htm?csnumber=44799
http://www.omg.org/spec/FIGI/1.0/Beta1/
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This disclosure will provide investors
and the Commission staff with more
information about liquidity risks
associated with the fund’s investments.

Also as proposed, each fund will
report whether the investment is
categorized by the fund as a Level 1,
Level 2, or Level 3 fair value
measurement in the fair value hierarchy
under GAAP.272 Commission staff could
use this information to identify and
monitor investments that may be more
susceptible to increased valuation risk
and identify potential outliers that
warrant additional monitoring or
inquiry.273 In addition, Commission
staff will be better able to identify
anomalies in reported data by
aggregating all fund investments
industry-wide into the various level
categories. These disclosures will also
provide investors and the Commission
staff with more information about which
of the fund’s investments are more
actively traded, and which investments
are less actively traded and thus
potentially less liquid. Currently, funds
are required to categorize the fair value
measurement of each investment in the
fair value hierarchy in their financial
statements.2”¢ We believe that based on
this requirement, funds should have
pricing information available to
determine the categorization of their
portfolio investments as Level 1, Level
2, or Level 3 within the fair value
hierarchy.

Several commenters supported this
aspect of our proposal, noting it would
enhance portfolio transparency and
allow investors, plans, and fund
fiduciaries to more accurately evaluate

identify securities that are restricted. Cf. footnote
290 and accompanying and following text.

272 See ASC 820. An investment is categorized in
the same level of the fair value hierarchy as the
lowest level input that is significant to its fair value
measurement. Level 1 inputs include quoted prices
(unadjusted) for identical investments in an active
market (e.g., active exchange-traded equity
securities). Level 2 inputs include other observable
inputs, such as: (i) Quoted prices for similar
securities in active markets; (ii) quoted prices for
identical or similar securities in non-active markets;
and (iii) pricing models whose inputs are
observable or derived principally from or
corroborated by observable market data through
correlation or other means for substantially the full
term of the security. Level 3 inputs are
unobservable inputs. We are amending Regulation
S—X to require that funds identify those investments
whose value was determined using significant
unobservable inputs. See infra section II.C.3.

273 For a discussion of some of the challenges
regulators may face with respect to Level 3
accounting, see, e.g., Konstantin Milbradt, Level 3
Assets: Booking Profits and Concealing Losses, 25
Rev. Fin. Stud. 55-95 (2011).

274 ASC 820-10-50-2 (Fair Value Measurement-
Disclosure-General) requires for each class of assets
and liabilities measured at fair value, the level of
the fair value hierarchy within which the fair value
measurements are categorized in their entirety
(Level 1, 2, or 3).

liquidity and valuation risks in
funds.275 Another commenter asserted
that our proposal to report the fair value
level measurement for each individual
investment held by the fund would
represent no incremental burden
relative to the current burden of
reporting the total value of each fair
value level category, because reporting
systems should already contain the
necessary information at the individual
security level.276

However, one commenter cautioned
that different fund families currently
employ different accounting practices
when classifying similar investments
into fair value level hierarchies, and
warned that the Commission staff
should reconsider expectations that
disclosure of these fair value levels
would create comparability among
different funds with regards to fair value
level hierarchy classifications.277
Another commenter echoed the
sentiment that fair value level
determinations reported by funds would
likely differ from one fund group to
another, and concluded that these
determinations should be disclosed in
aggregate by fair value level hierarchy
classification as opposed to on an
individual security basis.278

Several commenters also
recommended that additional related
information be reported, such as the
uncertainty of valuation for thinly-
traded securities and identification of
the primary pricing sources used in
determining the fair value level
hierarchy of the investments.279 Lastly,
one commenter noted that certain funds
of funds’ investments may not have fair
value level hierarchies assigned to them
pursuant to FASB Accounting
Standards Update 2015-07, and
requested that Form N-PORT be revised
to allow funds to report “null” to
account for such investments.280

In response to the last comment, we
are revising Form N-PORT to allow
funds to report “N/A” to this item if an
investment does not have a fair value
level hierarchy assigned to it pursuant
to FASB Accounting Standards Update

275 See Morningstar Comment Letter; Comment
Letter of Harvest Investments, Ltd. (Aug. 11, 2015)
(“Harvest Comment Letter”).

276 See State Street Comment Letter.

277 See Interactive Data Comment Letter.

278 See Wells Fargo Comment Letter.

279 See Comment Letter of Markit (Aug. 11, 2015)
(“Markit Comment Letter”) (for thinly-traded
securities or investments in assets with thinly-
traded underlying assets, consider a disclosure
indicating the uncertainty of valuation); Harvest
Comment Letter (information about primary pricing
sources should be made available, and third-party
pricing services used should be disclosed on an
individual security basis).

280 See State Street Comment Letter.

2015-07. This revision will allow funds
to report fair value hierarchy
information consistently across Form
N-PORT and their shareholder
reports.281

More generally, we acknowledge that
there may be differences among fair
value level hierarchy classifications
between funds, even for the same
investments, but believe that reporting
of this information could still help
Commission staff, investors, and other
potential users to identify and monitor
investments that may be more
susceptible to increased valuation risk
and identify potential outliers that
warrant additional monitoring or
inquiry.

We decline to add the additional
information suggested by commenters
related to valuation, such as more
information regarding thinly-traded
securities or position-level information
on price sources. We believe that, unlike
fair value hierarchy information, which
funds already need to track for reporting
purposes, this information is not
currently reported by funds in any form
and could be burdensome to begin
reporting relative to the additional value
it may provide. Accordingly, we decline
to revise Form N—PORT to require funds
to report this additional information.

As proposed, Form N-PORT would
have required funds to report the
country that corresponds to the country
of investment or issuer based on the
concentrations of the investment’s risk
and economic exposure, and, if
different, the country in which the
issuer is organized. As adopted, Form
N-PORT will switch the sequence of
those disclosures, thus requiring funds
to report the country in which the issuer
is organized and, if different, the
country that corresponds to the country
of investment or issuer based on the
concentrations of the investment’s risk
and economic exposure.282 These
disclosures will provide the
Commission staff with more information
about country-specific exposures
associated with the fund’s investments.
Specifically, the Commission believes
that providing both the country based

281 See Item C.8 of Form N-PORT.

282 See Item C.5 of Form N—PORT. Also, as
discussed further below, we are making the country
of risk and economic exposure a nonpublic field in
all Form N-PORT filings. Under the proposal, this
would have meant that funds would be publicly
reporting nothing if the country of risk and
economic exposure were the same as the country
in which the issuer is organized, because in that
situation funds would only be reporting the country
of risk and economic exposure, which will be
nonpublic in Form N-PORT. Accordingly, we are
requiring funds to report the country in which the
issuer is organized as the default, and, only if
different, to also report the country of risk and
economic exposure.
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on concentrations of risk and economic
exposure and also the country in which
the issuer is organized will assist the
Commission in understanding the
country-specific risks associated with
such investments. For example,
knowing the country of risk and
economic exposure, including the
country in which an issuer is organized,
is important for understanding the effect
of such investments in a portfolio when
that country might be going through
times of economic stress (e.g., monetary
controls or sanctions) or political unrest
or other emergency circumstances.

We received mixed comments on this
aspect of our proposal. Commenters
generally supported the requirement to
report the country in which the issuer
is organized.283 Commenters generally
viewed the determination of country of
risk as inherently subjective, but
differed in terms of whether the
Commission should provide a particular
standard for determining the country of
risk or whether the Commission should
permit funds to report differing
information for the same securities as a
result of the existing diversity of
approaches currently used by funds and
service providers.284 Commenters also
disagreed regarding whether this
information should be publicly reported
or even reported at all.285

Partly in response to these concerns,
and as discussed above, we are revising
Form N-PORT to include instructions
clarifying that in reporting information
on Form N-PORT, funds may generally
use their own internal methodologies
and the conventions of their service
providers, provided that the information
they report is consistent with

283 See, e.g., SIFMA Comment Letter I; Dreyfus
Comment Letter; Morningstar Comment Letter.

284 See, e.g., Wells Fargo Comment Letter (the
Commission should include guidance and
instructions for determining the country with the
greatest concentration of risks and economic
exposure in order to achieve consistent reporting
across funds); Interactive Data Comment Letter (the
Commission should support the prevailing diversity
of approaches towards identifying country of risk as
a necessary consequence of such reporting); SIFMA
Comment Letter I (the Commission should either
limit the disclosure requirement to country of issuer
organization or else clarify that funds may use
classifications generated by existing methodologies
or available service providers); ICI Comment Letter
(it is important for funds to have the flexibility to
make these determinations using their own good
faith judgment).

285 See, e.g., Interactive Data Comment Letter
(supporting the disclosure of country of risk);
Schwab Comment Letter (public disclosure may
lead to investor confusion); Fidelity Comment
Letter (the Commission should require non-public
disclosure of this information until it is
standardized); Morningstar Comment Letter
(opposing the reporting of country of risk to the
extent this information is proprietary and
subjective, but supporting country of issuance on
the grounds that it is more objective).

information that they report elsewhere
(e.g., the fund’s schedule of portfolio
holdings as prepared pursuant to
Regulation S—X).286 For example, we
understand that for issuers with
operations in multiple countries, some
funds commonly use the issuer’s
country of domicile for purposes of
internal recordkeeping and analysis and
may choose to do the same for reporting
country of risk on Form N-PORT,
whereas funds that utilize other
methodologies may prefer to rely upon
their own chosen methodologies
instead. Additionally, as discussed
further below in section II.A.4, we are
making the country of risk and
economic exposure a nonpublic field in
all Form N-PORT filings.287

More generally, several commenters
sought confirmation that funds would
not be required to look through any
entities in its portfolio holdings except
as specifically instructed in Form N—
PORT.288 As discussed above, Form N—
PORT requires funds to disclose
information about “each investment
held by the Fund and its consolidated
subsidiaries.” 289 Thus, Form N-PORT
requires funds to report information
about each underlying investment in a
CFC, because CFCs are consolidated
subsidiaries in funds’ financial
statements for reporting purposes.

The proposed form also would have
required funds to identify each
investment that is “illiquid.” 290 We
note that the Liquidity Adopting
Release, which we are adopting today,
addresses liquidity risk management
programs for open-end funds, which,
among other things, requires

286 See General Instruction G of Form N-PORT
(“Funds may respond to this Form using their own
internal methodologies and the conventions of their
service providers, provided the information is
consistent with information that they report
internally and to current and prospective investors.
However, the methodologies and conventions must
be consistently applied and the Fund’s responses
must be consistent with any instructions or other
guidance relating to this Form.”). See also supra
footnote 77 and accompanying and following text.

287 See infra footnote 515 and accompanying and
following text.

288 See Invesco Comment Letter; Schwab
Comment Letter; CRMC Comment Letter; SIFMA
Comment Letter I.

289 See Part C of Form N—PORT (“For each
investment held by the Fund and its consolidated
subsidiaries, disclose the information requested in
Part C.”).

290 As proposed, Form N-PORT would have
defined “illiquid asset” as ““an asset that cannot be
sold or disposed of by the Fund in the ordinary
course of business within seven calendar days, at
approximately the value ascribed to it by the
Fund.” This definition is the same definition used
in the liquidity guidance issued by the Commission
for open-end funds. See Revisions of Guidelines to
Form N-1A, Investment Company Act Release No.
18612 (Mar. 12, 1992) [57 FR 9829 (Mar. 20, 1992)]
(“1992 Release™).

information about the liquidity of fund
investments to be reported on Form N—
PORT.291

ii. Debt Securities

In addition to the information
required above, as proposed, Form N—
PORT would require additional
information about each debt security
held by the fund in order to gain
transparency into the payment flows
and potential convertibility into equity
of such investments, as such
information can be used to better
understand the payoff profile and credit
risk of these investments. First, funds
would report the maturity date and
coupon (reporting the annualized
interest rate and indicating whether
fixed, floating, variable, or none).292

While commenters were generally
supportive of this requirement, they
requested that we provide clear
standards for reporting or more granular
classifications.293 For example,
commenters noted that a more granular
classification scheme for debt
instruments is useful for investors in
understanding the nature of the
obligation supporting the instrument,
such as issuers, security type,
guarantors, and the investment’s
structure.294 However, while more
granular classifications could be useful
to investors, we do not believe that the
additional information would be
justified in light of the burdens imposed
because we believe that the
classification being adopted provides
sufficient detail to allow the staff,
investors, and other potential users, to
understand the nature of the fund
investments. As a result, we are
adopting this requirement as
proposed.295 Another commenter
recommended that we consider a
minimum reporting threshold of 10% of

291 See Liquidity Adopting Release, supra
footnote 9.

292 See Item C.9.a and Item C.9.b of proposed
Form N-PORT.

293 See SIFMA Comment Letter I (supporting all
required information with the exception of the
disclosures relating to securities in defaults and
arrears); Wells Fargo Comment Letter; Interactive
Data Comment Letter (“In general, we believe that
a more granular classification scheme for debt
instruments is useful for investors in understanding
the nature of the obligation supporting the
instrument”’); State Street Comment Letter;
Morningstar Comment Letter.

294 See Interactive Data Comment Letter
(additional disclosures should include
classification of debt securities (e.g., corporate
bonds, municipal securities), bond insurance,
conduit municipal filings, letters of credit, and
identification of debt ranking); State Street
Comment Letter (additional disclosures should
include issuer, security type, security structure,
guarantor, country, sector, and rating).

295 See Item C.9.a and Item C.9.b of Form N—
PORT.
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exposure to each security type for
additional security-specific reporting for
debt securities, convertible securities,
repurchase and reverse repurchase
agreements, and derivatives.296
However, as we discuss below in
section II.A.2.g.iv, we believe that it is
important that the Commission and
investors have transparency in a fund’s
investments and do not believe that a
reporting threshold for such instruments
is appropriate, as it would not allow the
Commission and investors to fully
understand a fund’s risks. Moreover,
security-level reporting of a fund’s
underlying investments in such
securities are currently reported in a
fund’s financial statements.297

As proposed, funds would also
indicate whether the security is
currently in default, whether interest
payments for the security are in arrears
or whether any coupon payments have
been legally deferred by the issuer, as
well as whether any portion of the
interest is paid in kind.298 Several
commenters raised concerns regarding
these disclosures. For example, one
commenter argued that the public
disclosure on default, arrears, or
deferred coupon payments raises
competitive concerns when a debt
security is issued by a borrower that is
a private company, as private borrowers
may avoid registered funds in order to
limit public disclosure if the company
becomes distressed.2?° The commenter
noted that public disclosure that a
borrower is or may be financially
distressed could increase prepayment
risk and be disruptive to the fund’s or
adviser’s relationship with the
borrower.300 Moreover, this disclosure
could also harm private issuers by
disclosing their financial distress to
vendors and key employees and
customers.301 While we recognize that
the disclosure of a private issuer in
distress could have a negative impact on
the issuer, we believe that it is
important that Commission staff have
access to information relating to fund
investments that are in default or arrears
in order to monitor individual fund and
industry risk. It is similarly important
that fund’s investors have access to this
information so that they can make fully
informed decisions regarding their
investment. Moreover, default or arrears
relating to a fund’s investments in
private issuer debt are already publicly

296 See Wells Fargo Comment Letter.

297 See generally Article 12 of Regulation S-X.

298 See Item C.9.c through Item C.9.e of proposed
Form N-PORT.

299 See Simpson Thacher Comment Letter.

300 See id.

301 See id.

available on a fund’s quarterly financial
statements.302

Another commenter recommended
eliminating the requirements relating to
whether a debt security is currently in
default or any of the interest payments
are in arrears or have been deferred.303
The commenter noted that these items
require a subjective legal analysis on an
instrument-by-instrument basis, on
which conclusions among funds may
vary and thus would not provide
meaningful comparable information.304
For similar reasons, another commenter
supported the proposal, but
recommended that the Commission
should establish a clear standard for
designating when a security is deemed
to be in arrears.395 As we previously
discussed, this type of analysis and
public reporting is not new to funds, as
they are required to report results in
their financial statements and on their
schedules of investments.306 Rather
than provide funds with a definition
that may not be applicable in all
situations, or inconsistent with their
financial statement reporting, we
believe that it is more appropriate to
allow funds to continue to use their own
methodology in responding to these
items on Form N-PORT, subject to the
limitations of General Instruction G.307

As we discuss in more detail in
section II.C.3 below, commenters noted
that in-kind payments where the fund
elects to receive payments-in-kind (as
opposed to cash) do not raise the same
risks as an issuer that only makes in-
kind payments, because such a scenario
does not represent an issuer who may be
in financial difficulties and cannot pay
cash dividends, as opposed to an
investor who merely chooses to receive
in-kind dividends rather than cash.308
We agree and are adding an additional
clarifying clause to Item C.9.e that a
fund should not designate interest as
paid-in-kind if the fund has the option
to elect an in-kind payment and has
elected to be paid-in-kind 309

Finally, we proposed to require
additional information for convertible
securities, to indicate whether the
conversion is mandatory or
contingent.310 We also proposed to

302 See rule 12—-12, n. 5 of Regulation S—X.

303 SIFMA Comment Letter 1.

304 Id'

305 See Wells Fargo Comment Letter.

306 See rule 12—-12, n. 5 of Regulation S—X.

307 See General Instruction G of Form N-PORT;
see also supra footnote 79 and accompanying test.

308 See Comment Letter of American Institute of
CPAs (Aug. 17, 2015) (““AICPA Comment Letter”);
Comment Letter of PricewaterhouseCoopers LLP
(Aug. 7, 2016) (“PwC Comment Letter”); see also
infra footnote 651 and accompanying text.

309 See Item C.9.e of Form N-PORT.

310 See Item C.9.f of proposed Form N-PORT.

require funds to disclose for each
convertible security: The conversion
ratio; information about the asset into
which the debt is convertible; and the
delta, which is the ratio of the change
in the value of the option to the change
in the value of the asset into which the
debt is convertible. This reflects the
sensitivity of the debt’s value to changes
in the price of the asset into which the
debt is convertible. For example, based
upon staff experience, we believe that
the risk and reward profiles for
mandatory and contingent conversions
vary considerably and, thus we
proposed to require disclosure of the
type of conversion in order to better
understand these risks. Similarly, we
proposed to require disclosure of the
conversion ratio and information about
the asset into which the debt is
convertible. Furthermore, the proposed
requirement to provide the delta was
also proposed to be required for options,
as discussed further below, because
convertible securities have
optionality.311 For similar reasons
discussed below regarding options, we
expressed our belief that providing the
delta for convertible securities is
important to understand the extent of
both the credit exposure of the debt
portion of the convertible bond as well
as the market price exposure relative to
the underlying security into which it
can be converted or exchanged.

We received several comments
relating to the disclosures of convertible
securities. One commenter requested
that the securities be consistently
reported across funds and include
additional instructions for calculating
delta.312 Another commenter noted that
calculating delta for convertible bonds
using the Black-Scholes model, which is
commonly used for calculating the delta
for options would be impractical and
therefore requested further clarification
for calculating delta for convertible
bonds.313 As discussed above, while we
believe that it is important to receive
consistent reporting between funds, we
have endeavored to limit burdens on
funds, when possible. Thus, rather than
provide prescriptive instructions for
funds to calculate delta, General
Instruction G to Form N-PORT now
clarifies that funds may use their own

311 See text accompanying and following footnote
384 (discussing information required for options,
including delta).

312 See State Street Comment Letter (reporting
delta should be consistent, but should include the
following attributes to define the approach, such as:
Volatility used, actual volatility used in the
calculation, and attributes such as mandatory
convertible.).

313 See Morningstar Comment Letter.
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current methodology.314 For example,
based on staff experience, we
understand that delta for some
instruments could be calculated using
certain formulas, such as Black-Scholes,
while funds might calculate the delta for
convertible bonds using a different
calculation.3® Such variations in
calculation among funds, or even by the
same funds with different types of
investments, are permissible so long as
the calculations are consistent with how
the fund reports information internally
and to its current and prospective
investors.316 However, we agree with
the commenter that calculating delta for
certain convertible securities, such as
contingent convertible bonds, may not
be possible. We are therefore adding the
clarifying instruction to Item C.9.f.v to
only provide delta if it is applicable to
that security.317

Another commenter suggested that we
eliminate the additional information
proposed in Form N-PORT for
convertible securities as they do not
represent significant data points from
which to assess risk.318 We, however,
believe that the proposed information
will not only assist staff with
understanding the risks to a fund or the
fund industry, it will also be used to
better understand fund investments,
industry trends, and new and emerging
risks. We continue to believe that the
items required for convertible securities
will be valuable information for the
staff, investors, and other potential
users. As a result, we are adopting Item
C.9 as proposed, subject to the
clarifications in Item C.9.e and C.9.f.v.
discussed above.319

iii. Repurchase and Reverse Repurchase
Agreements

As we proposed, and in addition to
the information required above for all
investments, Form N-PORT requires
each fund to report additional
information for each repurchase and
reverse repurchase agreement held by
the fund. The fund will report the
category that reflects the transaction
from the perspective of the fund
(repurchase, reverse repurchase),
whether the transaction is cleared by a
central counterparty—and if so the
name of the central counterparty—or if

314 See General Instruction G of Form N-PORT;
see also supra section IL.A.2.a.

315 See Morningstar Comment Letter.

316 See General Instruction G of Form N-PORT.

317 See Item C.9.f.v of Form N-PORT.

318 Wells Fargo Comment Letter (eliminate
requirements such as whether the conversion is
mandatory or contingent, the conversion ratio,
information about the asset into which the debt is
convertible, and the delta).

319 See Item C.9 of Form N-PORT.

not the name and LEI (if any) of the
over-the-counter counterparty,
repurchase rate, whether the repurchase
agreement is tri-party (to distinguish
from bilateral transactions), and the
maturity date.320 Funds will also report
the principal amount and value of
collateral, as well as the category of
investments that most closely represents
the collateral.321

These disclosures will enhance the
information currently reported
regarding funds’ use of repurchase
agreements and reverse repurchase
agreements. Information regarding
repurchase agreements will be
comparable to similar disclosures
currently required to be made by money
market funds on Form N-MFP. The
categories used for reporting collateral
will track the categories currently used
to report tri-party repurchase agreement
information to the Federal Reserve Bank
of New York. We believe that
conforming the categories that will be
used in Form N-PORT to categories
used in other reporting contexts will
ease reporting burdens and enhance
comparability.322

One commenter agreed with our
proposed reporting, but recommended,
without further elaboration, that
reporting of collateral be done on the
basis of aggregate security type rather
than at the individual security level.323
Another commenter noted that our
proposed reporting would align not only
with information reported on Form N—
MFP and collected by the Federal
Reserve, but also with information
reported by fund companies operating
globally and offering managed products
within Europe.324

320 See Item C.10.a—Item C.10.e of Form N-PORT.
For example, if the fund is engaged in a repurchase
transaction in which it is the cash borrower and is
transferring securities to the counterparty, the fund
will report the transaction as a “‘reverse repurchase
agreement.”

321 See Item C.10.f of Form N-PORT. Funds will
report the category of investments that most closely
represents the collateral, selected from among the
following (asset-backed securities; agency
collateralized mortgage obligations; agency
debentures and agency strips; agency mortgage-
backed securities; private label collateralized
mortgage obligations; corporate debt securities;
equities; money market; U.S. Treasuries (including
strips); other instrument). If “other instrument,”
funds will also include a brief description,
including, if applicable, whether it is a
collateralized debt obligation, municipal debt,
whole loan, or international debt.

322 See Money Market Fund Reform 2014 Release,
supra footnote 33, at nn. 1515-1518 and
accompanying text (discussing comment letter
stating that the categories used to report collateral
for tri-party repurchase agreements to the Federal
Reserve Bank of New York would allow for regular
and efficient comparison of current and historical
risk factors regarding repurchase agreements on a
standardized basis).

323 See Wells Fargo Comment Letter.

324 See Morningstar Comment Letter.

In contrast, another commenter
asserted that funds should apply the
same taxonomy when reporting
collateral that would be used when
reporting the fund’s portfolio
investments on Form N-PORT, which
would result in a more granular
disclosure of collateral.325 Other
commenters expressed concerns about
public disclosure of this information on
a transaction-by-transaction basis and
suggested that this information be
collected on a firm-by-firm basis instead
or be nonpublic, due in part to
counterparties’ concerns about the
disclosure of such information to the
public, including their competitors.326

After considering these comments, we
are adopting this requirement as
proposed. As mentioned above, the
information that funds will report is
aligned with similar information
publicly reported on Form N-MFP by
money market funds, reported to the
Federal Reserve by banks, and publicly
reported by fund companies operating
globally and offering managed products
in Europe. Uniform reporting of this
information under the common
taxonomy that has already been
developed and is being used by other
financial institutions will help facilitate
the linkage of data reported on Form N-
PORT with data from other filings and
sources. For these reasons, we are not
persuaded by the suggestions of one
commenter to require collateral to be
reported on an aggregate level,327 nor
are we persuaded by the commenter
who suggested that funds should apply
the same taxonomy when reporting
collateral that would be required when
reporting the fund’s portfolio
investments on Form N-PORT,328
which would result in data that would
be incompatible with collateral data
reported more broadly elsewhere.

We are also not persuaded by
assertions by commenters that this type
of information could reveal any
strategies competitors could use to their
advantage. As indicated above, such
information is currently routinely
publicly disclosed in other contexts,
and commenters did not specify how
additional disclosure on Form N-PORT
could result in harm. More generally,
using a different taxonomy for funds
with regards to repurchase and reverse
repurchase agreements or keeping such
information nonpublic or making it
available on only an aggregated basis
would hinder the ability of Commission

325 See Interactive Data Comment Letter.

326 See SIFMA Comment Letter I; CFA Comment
Letter.

327 See Wells Fargo Comment Letter.

328 See Interactive Data Comment Letter.
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staff as well as investors and other
potential users of this information to use
the data on Form N-PORT as discussed
above.

iv. Derivatives

As discussed above and in the
Proposing Release, the current reporting
regime for derivatives has led to
inconsistent approaches to reporting
derivatives information and, in some
cases, insufficient information
concerning the terms and underlying
reference assets of derivatives to allow
the Commission or investors to
understand the investment.
Additionally, as discussed further
below, for options, warrants, and certain
convertible bonds, the Commission
believes that it is important to have a
measurement of “delta,” a measure not
reported in the financial statements or
schedule of investments, to better
understand the exposure to the
underlying reference asset that the
options, warrants, and certain
convertible bonds produce in the
portfolio. Currently, the Commission
and investors are sometimes unable to
accurately assess funds’ derivatives
investments and the exposures they
create, which can be important to
understanding funds’ investment
strategies, use of leverage, and potential
risk of loss.

With this rulemaking, we will
increase transparency into funds’
derivatives investments by requiring
funds to disclose certain characteristics
and terms of derivative contracts that
are important to understand the payoff
profile of a fund’s investment in such
contracts, as well as the exposures they
create or hedge in the fund. This will
include, for example, exposures to
currency fluctuations, interest rate
shifts, prices of the underlying reference
asset, and counterparty credit risk. As
discussed further below, we are also
amending Regulation S—X to make
similar changes to the reporting regime
for derivatives disclosures in fund
financial statements.329

While we received comments
supporting our proposal to include
specific information about position-
level derivatives,330 some commenters
believed that portfolio-level reporting
(as opposed to position-level reporting)
would be more appropriate for
understanding how funds use
derivatives and funds’ derivative-based

329 See infra section I1.C.2.

330 See, e.g., CFA Comment Letter (“Given the
potential risks associated with certain uses of
derivatives, we support the new reporting
requirements.”); Wells Fargo Comment Letter.

risks.331 Other commenters requested
that certain position-level disclosures
relating to derivatives not be publicly
reported noting that this information
could be confusing to investors,
proprietary, or potentially used by
competitors to harm fund investors
through front-running or reverse
engineering of fund investing
strategies.332 Another requested that
derivatives disclosure be subject to
certain de minimis thresholds.333

As we discuss more fully below in
section II.A.4, we continue to believe
that it is important that, in addition to
the Commission, investors receive
enough information in order to evaluate
an investment and make appropriate
investing decisions. Moreover, much of
the information required in Form N—
PORT is already reported in fund
financial statements, or will be with our
amendments to Regulation S-X, albeit
in an unstructured format. As we
describe more fully in section II.A.4
below, we generally believe that the
reporting requirements of Form N—
PORT are appropriate given the filer’s
status as a registered investment
company with the Commission.
Moreover, we generally believe that
investors, directly and indirectly,
should have access to portfolio
information in a structured data format,
to assist them with making more
informed investing decisions. We thus
believe that certain position-level
information should be reported publicly
on a quarterly basis.334

Consequently, in addition to the
information required above for all
investments, we proposed to require
additional information about each
derivative contract in the fund’s
portfolio. As proposed, funds would
report the type of derivative instrument
that most closely represents the
investment (e.g., forward, future, option,

331 See, e.g., Dreyfus Comment Letter (explaining
that an investment-by-investment approach to
reporting does not adequately explain how
derivatives are being used); Simpson Thacher
Comment Letter (derivatives reporting should focus
on metrics based on a portfolio-level analysis).

332 See, e.g., State Street Comment Letter (details
relating to nonpublic indexes or custom baskets
underlying options and swaps contracts); MFS
Comment Letter (financing rates for OTC
derivatives); Pioneer Comment Letter; Wells Fargo
Comment Letter; SIFMA Comment Letter I (all
derivatives information should be nonpublic);
Invesco Comment Letter (reference assets, specific
terms, financing rates and contracts terms and
conditions); ICI Comment Letter (delta for
convertible securities, options, and warrants and
derivative financing rates); Oppenheimer Comment
Letter (derivatives payment terms, including
financing rates); Simpson Thacher Comment Letter
(position-level reporting for derivatives); SIFMA
Comment Letter II.

333 See Pioneer Comment Letter.

334 See infra section IL.A.4.

etc.).335 As discussed above in section
II.A.2.a, commenters requested that we
provide definitions of certain items in
the form, such as “derivatives’ and
“forwards.”” 336 For the reasons
discussed above, we are not adopting
definitions for these items. Finally, a
commenter suggested that we organize
the disclosure of derivatives as reflected
in the recently adopted amendments to
Form ADV or Item 30 of Form PF
arguing that these items would
standardize the organization and
reporting of derivatives across different
Commission forms.337

As discussed below in section II.C.2,
the derivative instrument type
categories identified in Form N-PORT
are similar to the categories disclosed by
funds in amended Regulation S-X. We
designed these categories to enable
funds to report position-level
information on their investments in
derivatives, while leaving enough
flexibility to allow funds to categorize
investments in the future that are not
currently traded by funds.338 In
contrast, the categories used in the Form
ADV Release and Item 30 of Form PF
are designed to collect aggregated
information at the portfolio level for
investment advisers advising separately
managed accounts and private funds,
respectively. As a result, the categories
for Forms PF and ADV must be more
specific, as the Commission does not
receive more detailed position-level
information for these types of filers.
However, in the case of registered funds,
the current disclosure regime requires
funds to disclose position-level
information to the Commission and
investors; thus it is not necessary for
more standardization across funds
regarding definitions, as the
Commission and investors could always
review the fund’s specific holdings.339

In the case of Form N-PORT, in
addition to the categories, the
Commission will receive additional
position-specific data, which will allow
the user of the information to better
understand each position, without
solely relying on the instrument type.
However, we acknowledge the potential
for confusion regarding the
categorization of different types of

335 See Item C.11.a of proposed Form N-PORT.
Funds would report the category of derivative that
most closely represents the investment, selected
from among the following (forward, future, option,
swaption, swap, warrant, other). If “other,” funds
would provide a brief description.

336 See, e.g., T. Rowe Price Comment Letter
(“derivatives” and ‘““forwards”’); ICI Comment Letter
(“derivatives”).

337 See BlackRock Comment Letter. See also Form
ADV Release, supra footnote 3.

338 See infra section I1.C.2.

339 See generally, Form N-CSR and Form N-Q.
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swaps and are therefore adopting the
derivatives instrument type categorizes
that we proposed, but subject to a
modification in Item C.11.a to include a
clarification that specifically identifies
that total return swaps, credit default
swaps, and interest rate swaps should
all be categorized under the “swap”
instrument type.34° We are adopting the
derivatives instrument categories
subject to this modification.341

As proposed, funds would also report
the name and LEI (if any) of the
counterparty (including a central
counterparty).342 We believe, and some
commenters agreed, that this identifying
information should assist the
Commission, investors, and other
potential users in better identifying and
monitoring derivatives held by funds
and the associated counterparty risks.343
Other than requests to keep
counterparty information nonpublic 344
and requests to phase in the disclosure
of counterparty LEI’s,345 which are
discussed above, we generally received
positive comments on our proposed
counterparty and LEI disclosures and
are adopting them, as proposed.346

340 See Item C.11.a of Form N-PORT.

341 See id.

342 See Item C.11.b of proposed Form N-PORT.
343 See generally Morningstar Comment Letter
(“More-frequent portfolio disclosures will improve

the counterparty information available to market
participants. As a result, market participants could
assist the SEC in identifying emerging risks—and
they would likely direct assets away from
counterparties perceived as excessively risky.”);
CFA Comment Letter (supporting aspects of the
proposal that would require derivative counterparty
information); Wells Fargo Comment Letter (same).
Commenters to the FSOC Notice indicated that
counterparty data for derivative disclosures is not
often available and discussed the need to have more
transparency in this regard. See, e.g., Comment
Letter of Americans for Financial Reform to FSOC
Notice (Mar. 27, 2015) (“‘Americans For Financial
Reform FSOC Notice Comment Letter”) (asserting
that counterparty data in derivative disclosures is
not often available); Comment Letter of the
Systemic Risk Council to FSOC Notice (Mar. 25,
2015) (discussing the need to have information
about investment vehicles that hold bank
liabilities).

344 See, e.g., SIFMA Comment Letter I.

345 See, e.g., State Street Comment Letter;
BlackRock Comment Letter; see generally supra
section IL.A.2.a.

346 See Item C.11.b of Form N-PORT; see also
Morningstar Comment Letter; CFA Comment Letter;
Wells Fargo Comment Letter. As discussed below
in section II.C.2.a, in response to commenters’
suggestions, for Regulation S-X purposes, we are
not requiring funds to disclose the counterparty for
centrally cleared or exchange traded derivatives.
See, e.g., rule 12-13, n. 4 of Regulation S—X. This
is because we believe it may be necessary to have
information about the central counterparty for a
derivative (for example, to compare data with other
data available to regulators) but such information
may not be necessary for financial statements,
where the primary purpose for providing this
information to fund investors is to make investors
aware of the fund’s counterparties and any
associated credit risk.

As proposed, Form N-PORT would
also require funds to report terms and
conditions of each derivative
investment that are important to
understanding the payoff profile of the
derivative.347 For options and warrants,
including options on a derivative (e.g.,
swaptions), funds would report the type
(e.g., put), payoff profile (e.g., written),
number of shares or principal amount of
underlying reference instrument per
contract, exercise price or rate,
expiration date, and the unrealized
appreciation or depreciation of the
option or warrant.348 Proposed Form N—
PORT would require funds to provide a
description of the reference instrument,
including name of issuer, title of issue,
and relevant securities identifier.34° We
received comments supporting these
items 3°0 and are adopting them as
proposed.351

We recognize that some derivatives
have underlying assets that are indexes
of securities or other assets or a “‘custom
basket” of assets, the components of
which are not always publicly available.
We proposed requirements to ensure
that the Commission, investors, and
other potential users are aware of the
components of such indexes or custom
baskets. As proposed, if the reference
instrument is an index for which the
components are publicly available on a
Web site and are updated on that Web
site no less frequently than quarterly,
funds would identify the index and
provide the index identifier, if any.352
We proposed to require at least
quarterly public disclosure for the
components of the index because it
matches the frequency with which
funds are currently required and, as
adopted in this release, would continue
to be required, to disclose their portfolio

347 We are requiring similar information on a
fund’s schedule of investments. See infra section
II.C.2.

348 See Item C.11.c of proposed Form N-PORT.
As discussed above, funds would report the number
of option contracts in Item C.2.a of Form N-PORT.
See also supra footnote 265 and accompanying text.

349 See Item C.11.c.iii.2 and Item C.11.c.iii.3 of
proposed Form N-PORT. For the securities
identifier, funds would report, if available, CUSIP
of the reference asset, ISIN (if CUSIP is not
available), ticker (if CUSIP and ISIN are not
available), or other unique identifier (if CUSIP,
ISIN, and ticker are not available). See also supra
footnote 254 and accompanying and following text.

350 See Wells Fargo Comment Letter; see also
MFS Comment Letter.

351 See Item C.11.c.i, Item C.11.c.ii, and Item
C.11.c.iii of Form N-PORT.

352 See Item C.11.c.iii.2 of proposed Form N—
PORT. If the reference instrument is a derivative,
funds would also indicate the category of derivative
(e.g., swap) and will provide all information
required to be reported on Form N-PORT for that
type of derivative. We received no comments on
this requirement and are adopting it as proposed.

investments.353 We proposed that if the
index’s components are not publicly
available as provided above, and the
notional amount of the derivative
represents 1% or less of the NAV of the
fund, the fund would provide a
narrative description of the index.354 If
the index’s components are not publicly
available in that manner, and the
notional amount of the derivative
represents more than 1% of the NAV of
the fund, we proposed that the fund
would provide the name, identifier,
number of shares or notional amount or
contract value as of the trade date (all
of which would be reported as negative
for short positions), value, and
unrealized appreciation or depreciation
of every component in the index.355

We received a number of comments
on our proposal to publicly disclose the
components of the underlying index or
custom basket. While some commenters
agreed with our proposal,356 others
requested that we include a higher
threshold before requiring reporting.357
Some commenters, for example,
suggested that the threshold for
requiring any reporting of components
be 5% of net asset value of the fund.358
Others agreed with our proposed 1%
threshold but stated that reporting
should be based on whether the net
asset value of the derivative instrument
that is relying on the index or custom
basket exceeds 1% of the fund’s net
asset value, rather than the derivative
instrument’s notional value (as was
proposed), as net asset value is a better
indicator of materiality.359

We continue to believe that it is
important for the Commission,

353 See infra section II.A.4 (discussing proposed
rules concerning the public disclosure of reports on
Form N-PORT).

354 See supra footnote 352.

355 See id. Short positions in the index, if any,
would be reported as negative numbers. The
identifier for each index component would include
CUSIP, ISIN (if CUSIP is not available), ticker (if
CUSIP and ISIN are not available), or other
identifier (if CUSIP, ISIN, and ticker are not
available). If other identifier is provided, the fund
would indicate the type of identifier used.

356 See, e.g., Morningstar Comment Letter (“Index
providers are earning revenues from the licensing
fees embedded in the derivative cost that is born by
the fund and therefore its shareholders.”); CFA
Comment Letter (expressing general support for the
proposed derivatives reporting requirements).

357 See, e.g., Wells Fargo Comment Letter
(additional index reporting should only be triggered
when a derivative represents 5% of NAV); ICI
Comment Letter.

358 See id.

359 See, e.g., SIFMA Comment Letter I (“The
proposal of 1% notional value is entirely different
from the predicate requirement on which the
Commission says the proposal is based. We believe
the original 1% value requirement is a far better
indicator of materiality and should be adopted in
this connection as well.”); Oppenheimer Comment
Letter (1% of net (not notional) value of
derivatives).
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investors, and other potential users to
have transparency into a fund’s
exposures to assets, regardless of
whether the fund directly holds
investments in those assets or chooses
to create those exposures through a
derivatives contract.360 Our proposed
one percent threshold was based on our
experience with the summary schedule
of investments, which requires funds to
disclose investments for which the
value exceeds 1% of the fund’s NAV in
that schedule.361 Similar to the
threshold in the summary schedule of
investments, we believe that providing
a 1% de minimis for disclosing the
components of a derivative with
nonpublic reference assets considers the
need for the Commission, investors, and
other potential users to have
transparency into the exposures that
derivative contracts create while not
requiring extensive disclosure of
multiple components in a nonpublic
index for instruments that represent a
small amount of the fund’s overall
value.

Moreover, for purposes of this
calculation, we believe that it is
appropriate to measure whether such
derivative instrument exceeds the 1%
threshold based on the derivative’s
notional value, as opposed to the
current market value of the derivative,
because derivatives with a small market
value could have a much larger
potential impact on a fund’s
performance than the current market
value would suggest, and thus believe
that a derivative’s notional value better
measures its potential contribution to
the gains or losses of the fund.362

We also solicited comment on
whether we should limit the required
disclosure of index components to the
top 50 components and/or components
that represent more than 1% of the
index. In response to this request for
comment commenters suggested that
once a nonpublic index crosses the

360 We are also modifying Regulation S—X to
require similar disclosures. See infra section I.C.2.a
(discussing proposed rule 12—13, n. 3 of Regulation
S-X).

361 See rule 12—12C, n. 3 of Regulation S-X [17
CFR 210.12-12C].

362 See Item C.11.c.iii.2 of Form N-PORT. As
discussed more fully below, we received several
comments relating to the appropriate calculation of
notional amount for derivative instruments. See
infra footnotes 546—-550 and accompanying text. We
acknowledge that there are multiple ways of
calculating notional amount for certain
investments. See id. While the staff has previously
provided examples of acceptable notional amount
calculations, see id., funds may use other methods
of calculating notional amount so long as the
methodology is applied consistently and is
consistent with the way the fund reports notional
amount internally and to current and prospective
investors. See General Instruction G of Form N—
PORT.

reporting threshold, we limit disclosure
to the top 50 components and
components that represent more than
one percent of the index based on the
notional value of the derivatives, as this
standard is analogous to the current
reporting requirement to identify
holdings in the summary schedule of
investments. Commenters stated that
this would reduce reporting burdens for
funds that invest in indexes with a large
number of components.363

Some commenters also objected to the
public disclosure of the components
underlying an index as that disclosure
could harm the intellectual property
rights that index providers might assert
and, as a result, harm investors who
may lose the benefit of index products
that would no longer be available to
them, should an index provider choose
to no longer do business with a fund,
rather than have its index’s components
made publicly available.364 Other
commenters urged the Commission to
delete this requirement as information
on non-public indexes or custom
baskets may be difficult for funds to
obtain.365 As discussed below in section
I11.B.3., commenters also noted that
disclosure of the components of custom
baskets underlying swaps are
considered by some as proprietary
information regarding a fund’s
investment strategies and could lead to
the indexing strategy being imitated,
resulting in harm to the fund and its
investors through reverse engineering
and free-riding.366

We believe that it is fundamental to
the reporting by funds that fund
shareholders have access to the
information necessary to understand the
exposures of their fund’s
investments.367 Moreover, we note that
a fund whose investment objective
tracks an index or custom basket is
currently required to publicly disclose
its direct holdings quarterly in its

363 See current rule 12—12C of Regulation S-X;
see, e.g., ICI Comment Letter; Oppenheimer
Comment Letter; see also SIFMA Comment Letter
I (top 5 components or the components reflecting
50% of the index). Commenters also noted their
belief that reporting should be based on a
percentage of NAV, rather than notional value, as
percentage of NAV is a better indicator of
materiality. See SIFMA Comment Letter I;
Oppenheimer Comment Letter; contra Morningstar
Comment Letter (“Arbitrary limits on positions that
should be disclosed for portfolios or reference
indexes can mask the risk of an instrument.”).

364 See, e.g., SIFMA Comment Letter I; Comment
Letter of MSCI (Aug. 10, 2015) (“MSCI Comment
Letter”) (even provision of delayed data is a
concern).

365 See Simpson Thacher Comment Letter;
Dreyfus Comment Letter.

366 See, e.g., SIFMA Comment Letter II; MSCI
Comment Letter; see also infra section IIL.B.3.

367 See Morningstar Comment Letter.

financial statements.368 Likewise, funds
should not be able to use proprietary
indexes to mask exposures to
investments underlying a custom basket
for a swap or options contract.369

Moreover, while some commenters
noted that obtaining information on the
components of an underlying index may
be difficult,370 again, we believe that
fund shareholders need sufficient
information to understand their fund’s
exposures, even if such transparency
requires the fund to renegotiate
licensing agreements or, in some cases
results in the fund having to forego
investments in a custom basket or
nonpublic index.371 As discussed
further in section 1I.A.4, below, we
believe that we have mitigated the
potential for harm to fund investors that
some commenters believed could result
from the public reporting of non-public
indexes and custom baskets by delaying
the public reporting of reports on Form
N-PORT by 60-days.

For the reasons discussed above, we
believe that it is important that the
Commission and investors have full
transparency into any index or custom
basket that significantly contributes to a
fund’s NAV. However, we were also
persuaded by commenters that, in cases
of indexes with a large number of
components, and where the index only
constitutes a small portion of the fund’s
investments, disclosure of every
component could yield information on
underlying investments that constitute
only a “miniscule”” percentage of the
fund’s NAV.372 In these cases, requiring
complete reporting of all the
components could be burdensome
without providing information that is
minimally helpful for understanding the
role of the investment in the fund. In
such situations, limiting component
reporting to the largest holdings of an
index or custom basket could
appropriately reduce reporting burdens
while still providing transparency into
the investment.

Accordingly, we are adopting a tiered
reporting structure for the reporting of
the components of an index or custom
basket underlying a derivative. For
investments in a non-public index or
custom basket that represent more than
1%, but less than 5%, of a fund’s net
assets, funds will be required to report
the top 50 components of the basket
and, in addition, those components that
exceed 1% of the notional value of the

368 See generally Forms N-CSR and N-Q.

369 See Morningstar Comment Letter.

370 See Simpson Thacher Comment Letter;
Dreyfus Comment Letter.

371 See Morningstar Comment Letter.

372 See ICI Comment Letter.
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index. For investments in a non-public
index or custom basket that exceed 5%
of a fund’s net assets, funds will be
required to report all components.

We developed this tiered threshold in
response to commenters, discussed
above, that suggested a higher de
minimis threshold of 5% of net assets
for requiring any reporting of the
underlying components. We recognize
that this approach will be more
burdensome for funds holding
investments that fall within these
thresholds than raising the de minimis
for any reporting of components to 5%
of net assets, which was suggested by
some commenters. We believe, however,
that investments representing between
1% and 5% of a fund’s net assets are
sufficiently significant to a fund that
some reporting of individual
components is appropriate and will
help the Commission staff and investors
to understand a fund’s indirect
exposures to investments that are the
most significant components of the
index. Further, limiting reporting for
such derivative investments to the top
50 components and those components
that exceed 1% of the notional value of
the index, which is the same threshold
used for the summary schedule of
investments, will reduce the reporting
burdens relative to the proposal for
funds with such investments.373
Conversely, we acknowledge that
limiting the required reporting for those
investments representing between 1%
and 5% will not provide full
transparency into such investments; we
believe, however, that this approach
appropriately balances providing
information that is sufficient for the
Commission and investors to
understand the composition and risk of
such investments, with reducing
reporting burdens for funds. For
investments in non-public indexes or
custom baskets that exceed 5% of a fund
net assets, funds will be required to
report all components of the index or
custom basket, as we believe that full
transparency is appropriate for such
investments because, as discussed
above, funds should not be able to mask
significant portions of their investment
strategy by using a proprietary index or
custom basket.

A commenter also objected to
disclosure of unrealized appreciation or
depreciation for each component of the
index or custom basket arguing that
such information would be costly to
maintain as the fund would be required
to create a record of the value of each
underlying security in the index at the

373 See Morningstar Comment Letter; SIFMA
Comment Letter I.

time the derivatives contract is entered
into.374 We agree. Moreover, we agree
with the commenter that Form N-PORT
will already require the fund to provide
the unrealized appreciation and
depreciation for the option or swap
contract on a monthly basis, making the
disclosure of unrealized appreciation
and depreciation for components of the
underlying index unnecessary.375

Thus, if the index’s or custom basket’s
components are not publicly available
and the notional amount of the
derivative represents more than 1%, but
less than 5%, of the net asset value of
the fund, the fund will provide the
name, identifier, number of shares or
notional amount or contract value as of
the trade date (all of which would be
reported as negative for short positions),
and value, for (i) the 50 largest
components in the index or custom
basket and (ii) any other components
where the notional value for that
component is over 1% of the notional
value of the index or custom basket.376
Likewise, if the index’s or custom
basket’s components are not publicly
available and the notional amount of the
derivative represents more than 5% of
the net asset value of the fund, the fund
will provide the name, identifier,
number of shares or notional amount or
contract value as of the trade date (all
of which would be reported as negative
for short positions), and value, for all of
the index’s or custom basket’s
components.377

We also proposed to require funds to
report the delta of options and warrants,
which is the ratio of the change in the
value of the option or warrant to the
change in the value of the reference
instrument.378 This measure reflects the
sensitivity of the value of the option or
warrant to changes in the price of the
reference instrument.

We requested comment on our
proposal to require funds to report the
delta for options and warrants. Some
commenters supported our proposal to
require funds to report delta for options
and warrants.379 Others objected to the

374 See, e.g., ICI Comment Letter.

375 See id.; see also Item C.11.c.viii and Item
C.11.f.v of Form N-PORT.

376 See Item C.11.c.viii.2 of Form N-PORT. Short
positions in the index, if any, will be reported as
negative numbers. The identifier for each index
component would include CUSIP, ISIN (if CUSIP is
not available), ticker (if CUSIP and ISIN are not
available), or other identifier (if CUSIP, ISIN, and
ticker are not available). If other identifier is
provided, the fund would indicate the type of
identifier used.

377 Id.

378 See Item C.11.c.vii of proposed Form N—
PORT.

379 See, e.g., Morningstar Comment Letter
(requesting clarity on specific method to calculate
delta); Wells Fargo Comment Letter.

Commission’s proposal to collect delta
because they believed it would provide
little value because of the time delay
between the end of the period date and
the reporting date, and could be difficult
to calculate.380 Others did not
specifically object to the Commission
requiring delta, but requested that delta
not be released to the public citing
concerns of investor confusion
regarding the subjectivity of delta (i.e.
the calculation of delta is necessarily
based upon inputs and assumptions that
could vary between funds).381

We continue to believe that the
reporting of delta for options and
warrants will provide the Commission a
more accurate measure of a fund’s full
exposure to the fund’s investments in
options and warrants. Accordingly, we
believe that having the measurement of
delta for options is important for the
Commission to measure the impact, on
a fund or group of funds that holds
options on an asset, of a change in such
asset’s price. Also, as the Commission
has previously observed, funds can use
written options as a form of obtaining a
leveraged position in an underlying
reference asset.382 Having a
measurement of exposures created
through this type of leverage can help
the Commission better understand the
risks that the fund faces as asset prices
change, since the use of this type of
leverage can magnify losses or gains in
assets. Thus, while we acknowledge that
the Commission will receive delta 30
days after the reporting date, it will still
be a useful tool for the Commission and
its staff to understand the fund’s relative
exposures to changes in the price of the
underlying reference asset. Moreover, as
discussed more fully below in section
II.A.4, for the reasons discussed in that
section, we have determined to make
the reporting of delta non-public for all
three months, which should mitigate
commenters concerns regarding investor
confusion relating to the subjectivity of
calculating delta. Finally, based upon
staff experience, we believe that it is
general industry practice to calculate
delta for options, warrants, and swaps.

As a result, we are adopting the
requirement that funds report delta for
options and warrants as proposed.
While one commenter noted that there
are a variety of models to calculate delta
and requested a specific approach to
calculating delta, based on staff

380 See, e.g., Dreyfus Comment Letter (delta
statistic may be of limited value because of the time
lag associated with reporting); Simpson Thacher
Comment Letter (obtaining information on delta
may be difficult for funds).

381 See, e.g., ICI Comment Letter.

382 See Derivatives Proposing Release, supra
footnote 7, at 80886.
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experience analyzing these metrics, we
believe that such differences are not so
large that the results would not be
useful to the staff. Therefore we are not
requiring specific delta formulas be
used.383 As a result, in order to reduce
burdens and provide clarity to funds, as
discussed above, we are adopting an
instruction that will allow funds to use
their own (or their service provider’s)
methodologies to calculate data for
reports on Form N-PORT, including
delta, subject to the instruction and
other guidance relating to the Form.38¢

For futures and forwards (other than
foreign exchange forwards, which share
similarities with foreign exchange
swaps and should be reported
accordingly as discussed below), as
proposed, Form N-PORT would require
funds to report a description of the
reference instrument, the payoff profile
(i.e., long or short), expiration date,
aggregate notional amount or contract
value as of the trade date, and
unrealized appreciation or
depreciation.385 The description of the
reference instrument would conform to
the same requirements as the
description of reference instruments for
warrants and options.386

One commenter noted that the terms
“foreign exchange swaps” and ‘‘foreign
exchange forwards’ are defined terms
under the Commodity Exchange Act, as
amended by the Dodd-Frank Act and
such terms exclude non-deliverable
forwards, which are included in the
Commodity Exchange Act’s definition of
swaps. As the commenter pointed out,
such distinctions between deliverable
and non-deliverable forwards are not
relevant in the context of reporting of
forward contracts on Form N-PORT.387
Accordingly, in order to avoid
confusion, we are replacing the terms
“foreign exchange swaps” and “foreign
exchange forwards” with terms used in
Regulation S-X, “forward foreign

383 See Morningstar Comment Letter (“Academic
research recommends the use of a variety of models
to calculate delta depending on the instrument:
Equity option, swaption, foreign exchange option,
interest-rate options, and others. The proposal
could be modified to define a specific approach
with specific derivations of inputs for the most
common type of derivatives.”).

384 See General Instruction G of Form N-PORT.

385 See Item C.11.d of proposed Form N-PORT.

386 See Item C.11.d.ii of proposed Form N-PORT.
See also supra footnote 349.

387 See SIFMA Comment Letter I (the definitions
of foreign exchange swaps and foreign exchange
forwards include a distinction between deliverable
and non-deliverable foreign exchange contracts).
See also Department of Treasury, Determination of
Foreign Exchange Swaps and Foreign Exchange
Forwards under the Commodity Exchange Act
(Nov. 16, 2012) (exempting foreign exchange swaps
and foreign exchange forwards from the definition
of “swap”’); rule 3a69-2(c)(1) of the Securities
Exchange Act [17 CFR 240.3a69-2].

currency contracts” and “‘foreign
currency swaps,” which make no
distinction between deliverable and
non-deliverable foreign exchange
contracts.388 Other than modifying these
terms, which should have no effect on
how information is reported on Form
N-PORT, we received no other
comments to this section of Form N-
PORT. We are therefore adopting the
reporting for futures and forwards as
proposed.389

We also received no comments
relating to our proposed elements for
reporting of foreign forward foreign
currency contracts and foreign currency
swaps (other than the above-mentioned
term changes) and are adopting it
substantially as proposed with one
clarifying instruction with respect to
reporting depreciation.39° Funds will
therefore report the amount and
description of currency sold, amount
and description of currency purchased,
settlement date, and unrealized
appreciation or depreciation.391

For swaps (other than foreign
currency swaps), as proposed, funds
would report the description and terms
of payments necessary for a user of
financial information to understand the
nature and terms of payments to be paid
and received, including, as applicable:
A description of the reference
instrument, obligation, or index;
financing rate to be paid or received;
floating or fixed rates to be paid and
received; and payment frequency.392
The description of the reference
instrument would conform to the same
requirements as the description of
reference instruments for forwards and
futures.393 Funds would also report
upfront payments or receipts,
unrealized appreciation or depreciation,
termination or maturity date, and
notional amount.394

Commenters expressed concern that
publicly disclosing financing rates for
swaps contracts could harm

388 See rule 12—13B of Regulation S-X [17 CFR
210.12-13B]; see also infra section I1.C.2.c.

389 See Item C.11.d of Form N-PORT.

390 Throughout, Item C.11, where funds must
report unrealized appreciation or depreciation, we
added the clarifying instruction that depreciation
should be reported as a negative number. See Item
C.11.c.viii, Item C.11.d.v, Item C.11.e.iv, Item
C.11.f.v, and Item C.11.g.v of Form N-PORT.

391 See Item C.11.e of Form N-PORT.

392 See Item C.11.f of proposed Form N-PORT.
Funds would separately report the description and
terms of payments to be paid and received. The
description of the reference instrument, obligation,
or index would include the information required to
be reported for the descriptions of reference
instruments for warrants, options, futures, or
forwards.

393 See id.

394 See Item C.11.f.ii-Item C.11.f.v of proposed
Form N-PORT.

shareholders as financing rates are
commercial terms of a deal that are
negotiated between the fund and the
counterparty to the swap.395 As several
commenters discussed, disclosure of
favorable variable financing rates could
result in costs to the fund in the form
of less favorable variable financing rates
for future transactions.396
Counterparties could also choose not to
transact with funds as a consequence of
this disclosure, increasing the
competition for the remaining
counterparties resulting in higher fees
for funds. However, the increased
disclosure of a swap’s terms may also
improve the ability of other funds to
negotiate more favorable terms resulting
in more favorable fees and financing
terms for funds. Further, we designed
Form N-PORT to provide information
sufficient to allow our staff, investors,
and other potential users to better
understand the investments held in a
fund’s portfolio. Without information
like the payment terms for derivative
instruments, valuing the risks and
rewards of such an investment could be
difficult for investors and other
potential users. Moreover, in order for
the Commission to understand such
investments, the Commission staff must
have access to the terms and conditions
of such investments, of which the
financing rates are a critical part.

One commenter noted that proposed
Form N-PORT did not include certain
data elements that relate to the detailed
calculations of cash flows, such as
inflation index based values and lags
associated with principal resets for over-
the-counter swaps and caps and floors
embedded in swaps.397

As we discussed above, as proposed,
Form N-PORT would require funds to
provide a description and terms
necessary for a user of financial
information to understand the terms of
payments to be paid and received.398
We recognize that in complying with
these instructions funds could
determine that they should report terms
like those suggested by the commenter
for certain instruments. Given the
variety of swaps instruments—for
example, interest rate swaps, credit
defaults swaps, total return swaps, each
with its own respective terms and
conditions—however, we do not believe
that it is appropriate to specify the terms

395 See, e.g., MFS Comment Letter; Invesco
Comment Letter; ICI Comment Letter (public benefit
of disclosure does not outweigh potential
competitive harm). The commenters’ concerns
regarding the public reporting of financing rates is
discussed in more detail below in section IL.A.4.

396 Id.

397 See Morningstar Comment Letter.

398 See supra footnote 392.
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of the swap with the level of granularity
suggested by the commenter beyond
what we specified in the instructions to
Form N-PORT. As a result, we are
adopting Form N-PORT’s swaps
reporting section substantially as
proposed.399

Finally, for derivatives that do not fall
into the categories enumerated in Form
N-PORT, we proposed that funds would
provide a description of information
sufficient for a user of financial
information to understand the nature
and terms of the investment.400 This
description would include, as
applicable, currency, payment terms,
payment rates, call or put features,
exercise price, and a description of the
reference instrument, among other
things.401 As proposed, the description
of the reference instrument would
conform to the same requirements as the
description of reference instruments for
options and warrants.#02 Funds would
also report termination or maturity (if
any), notional amount(s), unrealized
appreciation or depreciation, and the
delta (if applicable).403

We received no comments on this
aspect of the proposal other than one
commenter that noted that the proposed
list of derivative “‘categories” could
leave major categories of derivatives to
be reported as “other.” 404 As we
discussed above, we continue to
recognize that new derivatives products
will evolve, and therefore Form N—
PORT’s derivatives reporting
requirements are designed to be flexible
enough to include the reporting of new
investment products that may emerge.
Moreover, funds may only categorize a
derivatives as “other” if none of the
identified categories applies, thus
limiting the number of derivatives that
will be categorized as “other.” 405 For
these reasons, we are adopting the
reporting requirements for other
derivatives as proposed.406

v. Securities on Loan and Cash
Collateral Reinvestment

As discussed above, and as we
proposed, we will require funds to

399 See Item C.11.f of Form N-PORT.

400 See Item C.11.g of proposed Form N-PORT.

401 See Item C.11.g.i of proposed Form N-PORT.

402 See id; see also supra footnote 393 and
accompanying text.

403 See Item C.11.g.ii-Item C.11.g.v of proposed
Form N-PORT.

404 Morningstar Comment Letter.

405 See also Morningstar Comment Letter (noting
that the current taxonomy for Form N-PORT does
not provide sufficient details for credit default
swaps—including whether credit default swaps
should be categorized as swaps or options). As
discussed above, we have modified the swaps
section of the form to make clear credit default
swaps would be reported as a swap.

406 See Item C.11.g of Form N-PORT.

report on Form N-PORT, for each of
their securities lending counterparties
as of the reporting date, the full name
and LEI of the counterparty (if any), as
well as the aggregate value of all
securities on loan to the
counterparty.297 We are also requiring,
substantially as proposed, that funds
report on Form N-PORT, on an
investment-by-investment level,
information about securities on loan and
the reinvestment of cash collateral that
secures the loans. For each investment
held by the fund, a fund will report: (1)
Whether any portion of the investment
was on loan by the fund, and, if so, the
value of the investment on loan; 408 (2)
whether any amount of the investment
represented reinvestment of the cash
collateral and, if so, the dollar amount
of such reinvestment; 4°° and (3)
whether any portion of the investment
represented non-cash collateral treated
as part of the fund’s assets and received
to secure loaned securities and, if so, the
value of such non-cash collateral.410

These disclosures will provide
information about how funds reinvest
the cash collateral received from
securities lending activity and should
allow for more accurate determination
of the value of collateral securing such
loans. This information will also allow
us to determine whether funds that are
relying on exemptive orders or no-
action assurances to engage in securities
lending are complying with any
associated conditions regarding
collateral received for such activities.
This will improve the ability of
Commission staff, as well as investors,
brokers, dealers, and other market
participants to assess collateral
reinvestment risks and associated
potential liquidity risk and risk of loss,
as well as better understand any
potential leverage creation through the
reinvestment of collateral.41 These
disclosures will also help identify those
investments that funds might have to
sell or redeem in the event of
widespread termination or default by
borrowers. More generally, we expect
that this information will help to
address concerns expressed by industry
participants about the lack of
transparency in funds’ securities
lending transactions.412

407 See supra footnote 196 and preceding,
accompanying, and following text.

408 See Item C.12.c of Form N-PORT.

409 See Item C.12.a of Form N-PORT.

410 See Item C.12.b of Form N-PORT.

411 Ag discussed above, commenters to the FSOC
Notice suggested that enhanced securities lending
disclosures could be beneficial to investors and
counterparties. See supra footnote 190.

412 See, e.g., SEC, Transcript of Securities Lending
and Short Sale Roundtable (Sept. 29, 2009),

One commenter suggested that non-
cash collateral information should not
be publicly disclosed but did not
elaborate on why such information
should be kept nonpublic.413 As
discussed herein, we believe that
disclosure of this information can serve
many purposes, including improving
the ability of Commission staff, as well
as investors, brokers, dealers, and other
market participants to better understand
the collateral received by funds and the
associated potential liquidity and loss
risks, as well as identification of those
instruments that one or more funds
might have to sell in the event of default
by borrowers. For these reasons, we are
requiring, as proposed, that this
information be publicly reported on
Form N-PORT.

Several commenters recommended
that non-cash collateral be reported in
aggregate terms rather than as
individual portfolio positions.214 As
discussed above in section II.A.2.d, one
commenter explained that funds
typically do not treat non-cash collateral
as fund assets and consequently do not
generally include non-cash collateral in
their schedule of portfolio
investments.#15 As discussed above, we
are revising Form N—PORT to add a new
Item requiring funds to report the
aggregate principal amount and
aggregate value of each type of non-cash
collateral received for loaned securities
that is not treated as a fund asset.416 If
the fund does treat the non-cash
collateral as a fund asset and it is
therefore included in the fund’s
schedule of portfolio investments, the
fund will identify such assets on an
investment-by-investment basis, as
proposed.41?

h. Miscellaneous Securities

In Part D of Form N-PORT, as we
proposed, and as currently permitted by
Regulation S—X, funds will have the
option of identifying and reporting
certain investments as “miscellaneous
securities.” 418 Specifically, Form N-
PORT permits funds to report an

available at http://www.sec.gov/news/
openmeetings/2009/roundtable-transcript-
092909.pdf (discussing, among other things, the
lack of publicly available information to market
participants about securities lending transactions).

413 See Schwab Comment Letter.

414 See RMA Comment Letter; ICI Comment
Letter.

415 See ICI Comment Letter.

416 [d. (the Commission should require an
additional item in which funds could disclose the
details of any non-cash collateral received). See
Item B.4 of Form N-PORT. See also supra footnote
208 and accompanying text.

417 See Item C.12.b of Form N-PORT.

418 See generally supra footnote 99 and
accompanying text.
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aggregate amount not exceeding 5
percent of the total value of their
portfolio investments in one amount as
“Miscellaneous securities,” provided
that securities so listed are not
restricted, have been held for not more
than one year prior to the date of the
related balance sheet, and have not
previously been reported by name to the
shareholders, or set forth in any
registration statement, application, or
report to shareholders or otherwise
made available to the public. Funds
electing to separately report
miscellaneous securities will use the
same Item numbers and report the same
information that would be reported for
each investment if it were not a
miscellaneous security.41? Consistent
with the disclosure regime under
Regulation S—X, all such responses
regarding miscellaneous securities will
be nonpublic and will be used for
Commission use only, notwithstanding
the fact that all other information
reported for the third month of each
fund’s fiscal quarter on Form N-PORT
will otherwise be publicly available.420
Keeping information related to these
investments nonpublic may serve to
guard against the premature release of
those securities positions and thus deter
front-running and other predatory
trading practices, while still allowing
the Commission to have a complete
record of the portfolio for monitoring,
analysis, and checking for compliance
with Regulation S—X.421 The only
information publicly reported for
miscellaneous securities will be their
aggregate value, which is consistent
with current practice as permitted by
Regulation S—X.422

Commenters generally supported the
separate nonpublic disclosure of
individual miscellaneous securities, and
noted that the current reporting
provisions under Regulation S—-X
regarding miscellaneous securities have
been effective and not abused.#23 One
commenter sought clarification as to
whether an investment identified as a
miscellaneous security in reports filed
on Form N-PORT for the third month of
each fiscal quarter (i.e., reports that
would be made public) would also need
to be identified as a miscellaneous
security in reports for the first and

419 See Part D of Form N-PORT.

420 See rule 1212 of Regulation S—X.

421 See, e.g., Shareholder Reports And Quarterly
Portfolio Disclosure Of Registered Management
Investment Companies, Investment Company Act
Release No. 26372 (Feb. 27, 2004) [69 FR 11243
(Mar. 9, 2004)] (“Quarterly Portfolio Holdings
Adopting Release”) at n. 64 and accompanying text.

422 See supra footnotes 98—99 and accompanying
text.

423 See SIFMA Comment Letter [; Morningstar
Comment Letter.

second months of each fiscal quarter
(i.e., reports that would be
nonpublic).42¢ As discussed further
below, all information reported on Form
N-PORT for the first and second months
of each fiscal quarter will be nonpublic.
Consequently, there is no need for funds
to designate any of their investments for
those reporting periods as
miscellaneous securities. For additional
clarity, however, we are adopting a
modification from the proposal to
instruct funds to only identify
miscellaneous securities in reports filed
for the last month of each fiscal
quarter.425 Another commenter
questioned whether miscellaneous
securities should be measured at fair
value or estimated exposure, and
recommended that miscellaneous
securities should be measured at
notional, or delta-adjusted exposure,
rather than book value.426 As we noted
in the proposal, our intent in allowing
funds to designate certain investments
as miscellaneous securities is to allow
funds to continue to report such
information consistent with current
practice as permitted by Regulation S—
X.427 Accordingly, we continue to
believe that value rather than exposure
should be used in determining which
investments qualify as miscellaneous
securities (i.e., investments totaling 5
percent or less of the total value of the
fund’s portfolio), which is consistent
with current practice as permitted under
Regulation S—X. For these reasons, we
are adopting this aspect of Form N—
PORT as proposed.

i. Explanatory Notes

In Part E of Form N-PORT, as was
proposed, funds will have the option of
providing explanatory notes relating to
the filing.428 Any notes provided in
public reports on Form N-PORT (i.e.,
reports on Form N-PORT for the third
month of the fund’s fiscal quarter) will
be publicly available, whereas notes
provided in nonpublic filings of Form
N—PORT will remain nonpublic.429
Funds will also report, as applicable,
the Part or Item number(s) to which the
notes are related.*3°

These notes, which will be optional,
could be used to explain assumptions

424 See CRMC Comment Letter.

425 See Part D of Form N-PORT (‘“‘For reports filed
for the last month of each fiscal quarter, report
miscellaneous securities. . . .”).

426 See Morningstar Comment Letter.

427 See Proposing Release, supra footnote 7, at n.
149 and accompanying and following text.

428 See Part E of Form N-PORT. Cf. Item 4 of
Form PF (providing advisers to private funds the
option of explaining any assumptions that they
made in responding to any questions in the form).

429 See infra section ILA.4.

430 See Part E of Form N-PORT.

that funds made in responding to
specific items in Form N-PORT. Funds
could also provide context for
seemingly anomalous responses that
may benefit from further explanation or
discuss issues that could not be
adequately addressed elsewhere given
the constraints of the form. Similar
information in other contexts has
assisted Commission staff in better
understanding the information provided
by funds, and we expect that
explanatory notes provided on Form N—
PORT would do the same.431

One commenter supported the
proposal to allow funds to report
explanatory notes, but requested that
the notes remain nonpublic.432
Likewise, another commenter
recommended that funds be allowed to
designate explanatory notes as
nonpublic, on a case-by-case basis.*33
We are partially persuaded by these
requests. We believe that to the extent
the explanatory notes would be helpful
to investors, such notes ideally should
be publicly available. We also note that
similar explanatory notes are available
on Form N-MFP and are publicly
available.#34 However, we recognize that
certain items on Form N-PORT will
involve nonpublic information, and
thus we believe it is appropriate that
explanatory notes related to those items
should be nonpublic as well. As a
result, we have determined that
explanatory notes related to nonpublic
items such as miscellaneous securities,
country of risk and economic exposure,
or delta for individual options,
warrants, and convertible securities will
be nonpublic.435 However, explanatory
notes related to other items on Form N-
PORT will be publicly available.

As discussed above, funds may
generally use their own internal
methodologies and the conventions of
their service providers in reporting
information on Form N-PORT.43¢ Funds
may explain any of their methodologies,

431 See, e.g., Item C.24 of Form N-MFP
(“Explanatory notes. Disclose any other information
that may be material to other disclosures related to
the portfolio security.”).

432 See SIFMA Comment Letter 1.

433 See Dechert Comment Letter.

434 See Item C.24 of Form N-MFP (“Explanatory
notes. Disclose any other information that may be
material to other disclosures related to the portfolio
security. If none, leave blank.”).

435 See supra footnotes 282—287 and
accompanying and preceding text (discussing
country of risk and economic exposure) and
footnotes 378—381 and accompanying text
(discussing delta for options, warrants, and
convertible securities).

436 See supra footnote 79.
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including related assumptions, in Part E
of Form N-PORT.437

j. Exhibits

In Part F of Form N-PORT, for reports
filed for the end of the first and third
quarters of the fund’s fiscal year, as
proposed, a fund will also attach the
fund’s complete portfolio holdings as of
the close of the period covered by the
report. These portfolio holdings will be
presented in accordance with the
schedules set forth in §§210.12—-12 to
12—14 of Regulation S—-X, and will not
be required to be reported in a
structured data format.

As discussed further below in section
1B, we are rescinding Form N-Q
because reports on Form N-PORT for
the first and third fiscal quarters will
make similar reports on Form N-Q
unnecessarily duplicative. While we
recognize that the quarterly, publicly
disclosed reports on Form N-PORT will
provide structured data to investors and
other potential users, we also recognize
that some individual investors may not
want to access the data in an XML
format. We believe that such investors
might prefer that portfolio holdings
schedules for the first and third quarters
continue to be presented using the form
and content specified by Regulation S—
X, which investors are accustomed to
viewing in reports on Form N-Q and in
shareholder reports. Therefore, as
proposed, we are requiring that, for
reports on Form N-PORT for the first
and third quarters of a fund’s fiscal year,
the fund will attach its complete
portfolio holdings for that fiscal quarter,
presented in accordance with the
schedules set forth in §§210.12-12 to
12—14 of Regulation S-X.

Requiring funds to attach these
portfolio holdings schedules to reports
on Form N-PORT will provide the
Commission, investors, and other
potential users with access to funds’
current and historical portfolio holdings
for those funds’ first and third fiscal
quarters. This will also consolidate
these disclosures in a central location,
together with other fund portfolio
holdings disclosures in shareholder
reports and reports on Form N-CSR for
funds’ second and fourth fiscal quarters.

Consistent with current practice and
our proposal, funds will have until 60
days after the end of their second and
fourth fiscal quarters to transmit reports
to shareholders containing portfolio
holdings schedules prepared in
accordance with Regulation S—X for that

437 See Instruction G to Form N-PORT (“A Fund
may explain any of its methodologies, including
related assumptions, in Part E.”).

reporting period.438 In addition,
although we proposed that funds would
have 30 days after the end of their first
and third fiscal quarters to file reports
on Form N-PORT that would include
portfolio holdings schedules prepared
in accordance with Regulation S-X, we
have modified this requirement from the
proposal to allow funds 60 days.

Several commenters requested that
funds be permitted to file Regulation S—
X compliant portfolio holdings
schedules within 60 days after the end
of the reporting period for the first and
third fiscal quarters consistent with how
Form N-Q is filed today, rather than
within 30 days after the end of the
reporting period, as we proposed.439 In
light of the concerns raised by
commenters about the time needed to
prepare, validate, and file this
information, as well as the fact that
these schedules are designed for the
benefit for investors rather than the
Commission and regardless of when this
information is filed with us it would not
be made public to investors until 60
days after the end of the reporting
period, we are extending the deadline to
file such information until 60 days after
the end of the relevant reporting period
for the first and third fiscal quarters.440

3. Reporting of Information on Form N—
PORT

As discussed above, we proposed that
funds would report information on
Form N-PORT in XML, so that
Commission staff, investors, and other
potential users could download
structured data for immediate
aggregation and comparison, for
example by creating databases of fund
portfolio information to be used for data
analysis. Forms N—CSR and N-Q are not
currently filed in a structured format,
which results in reports that are
comprehensible to a human reader, but
are not suitable for automated
processing, and generally require filers
to reformat the required information
from the way it is stored for normal
business uses.#4! By contrast, requiring
that reports on Form N-PORT be
structured would allow the Commission

438 See supra footnote 27 (discussing current
requirements to transmit reports to shareholders);
infra section IL.C (discussing our amendments to
Regulation S—-X).

439 See Oppenheimer Comment Letter; State
Street Comment Letter; Vanguard Comment Letter;
Pioneer Comment Letter; Invesco Comment Letter;
SIFMA Comment Letter I; ICI Comment Letter.

440 See Part F of Form N-PORT.

441 Forms N-CSR and N-Q are required to be filed
in HTML or ASCII/SGML. See rule 301 of
Regulation S-T [17 CFR 232.301]; EDGAR, Filer
Manual—Volume II, Version 27 (June 2014) at 5—
1, available at https://www.sec.gov/info/edgar/
edgarfm-vol2-v27.pdf.

and other potential users to combine
information from more than one report
in an automated way to, for example,
construct a data base of fund portfolio
investments without additional manual
entry.442

Most commenters generally supported
reporting in a structured format. Several
commenters supported our proposal to
require reports on Form N-PORT in
XML,443 while others advocated for the
eXtensible Business Reporting Language
(“XBRL”), a tagged system that is based
on XML and was created specifically for
the purpose of reporting financial and
business information.#44 Another
commenter noted that the Commission
should standardize the formatting
requirements across all fund reporting
in order to ease the burden on funds
that would have to comply with
different formatting requirements (i.e.,
ASCII/TXT, HTML, XBRL, XML).445
Finally, another commenter noted that
much of the information that will be
reported in reports on Form N-PORT is
already available in other Commission
filings and is duplicative.446

Based upon our experiences with
Forms N-MFP and PF, both of which
require filers to report information in an
XML format, we believe that requiring
funds to report information on Form N-
PORT in an XML format is the most
appropriate method of structuring this
type of data.44” Moreover, the

442 See, e.g., IDC Comment Letter (“We fully
support the SEC’s efforts to collect information in
a structured data format to enhance its ability to
aggregate and analyze the information and data.”);
but see Comment Letter of John Wahh (May 27,
2015) (“Wahh Comment Letter”’) (questioning why
the Commission needs to require structured data for
funds); Comment Letter of L.A. Schnase (July 2,
2015) (“Schnase Comment Letter”’) (questioning
whether requiring structured reporting is
appropriate or necessary for fund filings). See also
Proposing Release, supra footnote 7, at 92—93.

443 See, e.g., SIFMA Comment Letter I; ICI
Comment Letter; Morningstar Comment Letter (“We
believe a single standard XML framework, as either
an extension of current schema or an alignment
with the emerging interoperability of the ISO
standard, could ease reporting burdens.”).

444 See, e.g., Comment Letter of XBRL US (Aug.
11, 2015) (“XBRL US Comment Letter”’); Comment
Letter of Deloitte & Touche LLP (Aug. 11, 2015)
(“Deloitte Comment Letter””); but see Morningstar
Comment Letter (“Extensible Business Reporting
Language has had very limited success, and certain
aspects of the standard are too lenient for regular
data validation.”).

445 See Schnase Comment Letter (Commission
should also ease the burdens on funds by allowing
funds to input their data through a pre-formatted
web portal or web form). Based on staff experience
with XML filings, we believe that it is actually less
burdensome for most funds to report fund
information directly into an XML filing, rather than
go through the time consuming exercise of
manually entering fund data into a pre-formatted
web form.

446 See Wahh Comment Letter.

447 We anticipate that the XML structured data
file would be compatible with a wide range of open
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interoperability of data between Forms
N-MFP, PF, and N-PORT will aid the
staff with cross-checking information
reported to the Commission and in
monitoring the fund industry.448 As
discussed further below in the economic
analysis, the XML format will also
improve the quality of the information
disclosed by imposing constraints on
how the information will be provided,
by providing a built-in validation
framework of the data in the reports.+49
While we acknowledge that some of the
information we are requiring in Form
N-PORT is duplicative to information
filed in other forms, filing this
information in an XML format will
allow the staff to more efficiently review
and analyze data for industry trends and
risk monitoring purposes. We are
therefore adopting the requirement that
reports on Form N-PORT be filed in an
XML format as proposed.450

We considered, as several
commenters suggested, alternative
formats to XML, such as XBRL.
However, while XBRL allows issuers to
capture the rich complexity of financial
information presented in accordance
with GAAP, we believe that XML is
more appropriate for the reporting
requirements that we are adopting.
Form N-PORT, as well as Form N-CEN,
as adopted, will contain a set of
relatively simple characteristics of the
fund’s portfolio- and position-level data,
such as fund and class identifying
information, that is more suited for XML
than XBRL, as explained further in
section IIL.F below.

We also considered, as one
commenter suggested, ways to
standardize the formatting requirements
across all fund reporting. However,
based on staff experience reviewing
fund filings, we believe that different
filing formats (e.g., PDF, HTML, XML)
are appropriate for different types of
filings, depending on their uses. For
example, while PDF and HTML filings
might be appropriate based on the filer,
the content, and the end-user of the
data, the PDF and HTML formats are not
designed for conveying large quantities
of data that require more robust
validations to ensure data quality and

source and proprietary information management
software applications. Continued advances in
structured data software, search engines, and other
web-based tools may further enhance the
accessibility and usability of the data. See, e.g.,
Money Market Fund Reform, Investment Gompany
Act Release No. 29132 (Feb. 23, 2010) [75 FR 10059
(Mar. 4, 2010)] (“Money Market Fund Reform 2010
Release”) at n. 341.

448 See Morningstar Comment Letter.

449 See infra section IIL.B.2.

450 See also infra section ILD.1.

consistency for aggregation, comparison,
and analysis purposes.451

We proposed that funds report
information on Form N-PORT on a
monthly basis, no later than 30 days
after the close of each month.#52 For the
reasons discussed herein, and consistent
with current disclosure practices, only
information reported for the third
month of each fund’s fiscal quarter
would be publicly available, and such
information would not be made public
until 60 days after the end of the third
month of the fund’s fiscal quarter.453

Several commenters requested that we
instead require quarterly reporting,
either permanently or for an initial
period, citing to either data security
concerns (discussed below), the
increased filing burdens of Form N-
PORT, or both.#5¢ However, the
quarterly portfolio reports that the
Commission currently receives on
Forms N-Q and N-CSR can quickly
become stale due to the turnover of
portfolio securities and fluctuations in
the values of portfolio investments.
Monthly portfolio reporting will
increase the frequency of portfolio
reporting, which we believe will be
useful to the staff for fund monitoring,
particularly in times of market stress.
This will also triple the frequency that
data is reported to the Commission in a
given year, as well as ensure that the
Commission has more current
information, which should in turn
enhance the ability of staff to perform
analyses of funds in the course of
monitoring for industry trends, or
identifying issues for examination or
inquiry.

Notwithstanding data security
concerns, which are discussed further
below, commenters generally supported
the proposed requirement for monthly

451 See id.

452 Commission staff understands that certain
funds currently report their investments to
shareholders as of the last business day of the
reporting period, while other funds report their
investments as of the last calendar day of the
reporting period. In recognition of this fact, and in
an effort to avoid disruptions to current fund
operations, the information reported on Form N—
PORT may reflect the fund’s investments as of the
last business day, or last calendar day, of the month
for which the report is filed.

453 A discussed above, portfolio schedules are
currently available to the public in reports that are
mailed to shareholders or filed with the
Commission either 60 or 70 days following the end
of each reporting period. See supra footnote 27 and
accompanying text.

454 See, e.g., Comment Letter of Dodge & Cox
(Aug. 7, 2015) (“Dodge & Cox Comment Letter”)
(data security concerns); ICI Comment Letter
(Commission should ensure that it is prepared to
protect sensitive fund data before requiring monthly
disclosures of fund holdings); MFS Comment Letter
(same); Oppenheimer Comment Letter (data
security concerns and burden of monthly filings);
Carol Singer Comment Letter.

reporting.455 However, some
commenters requested that we extend
the monthly reporting deadline from 30
days to a longer period, such as 45 or
60 days.456 Commenters noted that the
data required by Form N-PORT resides
on multiple platforms, including with
third-party service providers, and that
the time it will take to compile data,
verify it, and convert it to an XML filing
format is significant.457 Additionally,
one commenter stated that funds that
have high volumes of as-of trades, such
as funds that invest heavily in bonds
and derivatives, could take longer to
complete their month-end
reconciliations.#58 Finally, the same
commenter noted that retrieving
information from multiple portfolio
managers of sub-advised funds could
also delay the process of month-end
reconciliations.459 Other commenters
requested that we revise the filing
periods for closed-end funds because
closed-end funds may not have
approved NAVs for 45-days or longer
following month-end.460

We are requiring that funds file
reports on Form N-PORT within 30
days of month-end. Based on staff
experience with funds and fund filings,
we believe that 30 days is sufficient
time to report this information.
Separately, we believe that requiring
funds to file reports more than 30 days
after month end will result in less
timely data being submitted to the

455 Vanguard Comment Letter (“We generally
support filing the new Form N-PORT on a monthly
basis with a 30-day lag.”); Morningstar Comment
Letter; Franco Comment Letter.

456 See, e.g., Vanguard Comment Letter (45 days
after month end); MFS Comment Letter (same); ICI
Comment Letter (same); T. Rowe Price Comment
Letter (same); BlackRock Comment Letter (same);
SIFMA Comment Letter I (45-60 day reporting
window); SIFMA Comment Letter II (same); Dreyfus
Comment Letter (45-60 days after month-end and
move to bi-monthly or quarterly reporting); CRMC
Comment Letter (60 days after close of month);
Pioneer Comment Letter (same); Invesco Comment
Letter (same); Dechert Comment Letter (longer
period, generally); but see State Street Comment
Letter (Supporting 30 day deadline, but requesting
an additional 15 days for the first-year of reporting).

457 See, e.g., Vanguard Comment Letter; MFS
Comment Letter.

458 See State Street Comment Letter. The same
commenter also noted that funds that have high
volumes of over-the-counter derivatives trading
would need more time to file reports on Form N—
PORT because it would take the funds time to
collect all of the fully executed derivatives contracts
from counterparties before reporting at month-end.

459 See id.

460 See Comment Letter of UMB Fund Services,
Inc. (Aug. 14, 2015); Carol Singer Comment Letter.
Based upon staff experience, it is our understanding
that most closed-end funds strike their NAV on at-
least a monthly basis. Those that do not can do so,
for Form N-PORT reporting purposes, by using the
internal methodologies consistent with how they
report internally and to current and prospective
investors. See General Instruction G of Form N—
PORT.
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Commission, which will reduce the
utility of portfolio information to the
Commission. Therefore, we believe a 30-
day filing period strikes the proper
balance even though we recognize that
preparing reports on Form N-PORT will
initially require a significant effort by
funds.461 Moreover, as one commenter
noted while advocating for bi-monthly
or quarterly reporting, lag times of more
than 30 days would make monthly
reporting impractical, as reports would
overlap with preparation time.462 We
also note that several commenters also
noted that reporting on the same basis
the fund uses to calculate NAV (which
is generally on a T+1 basis), which the
Form, as adopted, explicitly requires,
will take less time relative to reporting
on a T+0 basis, which is used for
financial reporting.463 For each of these
reasons, we are adopting, as proposed,
our requirement for reports on Form N—
PORT to be filed with the Commission
within 30 days of month-end.464
Several commenters discussed the
need for appropriate data security
practices for the data on Form N—PORT
that will be kept nonpublic.465 In many
cases, these commenters stated that
these data items could be competitively
sensitive and that a breach could result
in harm to the reporting funds. Some
commenters also highlighted the need
for appropriate data security safeguards

461 See infra section II1.B.3.

462 Dreyfus Comment Letter (advocating for bi-
monthly or quarterly reporting, with 45-60 days to
file reports on Form N—PORT).

463 See Schwab Comment Letter (reporting that
converting from T+1 to T+0 accounting would add
approximately 6—10 days to the process of
compiling data for Form N-PORT). Commenters
acknowledged that reporting holdings on a T+1
basis would save time and compiling data for
month-end reporting. Some commenters stated that
45-days would be needed to file reports on Form
N-PORT on a T+0 basis, however they suggested
that 30 days could be sufficient with T+1 reporting.
See Schwab Comment letter (urging the use of T+1
accounting or “alternatively” recommending a
minimum of 45 days); Wells Fargo Comment Letter
(recommending a 45 day reporting period if T+0
reporting is required); Others explicitly
recommended a 45-day filing period even if we
allow filing on T+1 basis. See ICI Comment Letter;
Oppenheimer Comment Letter.

464 See General Instruction A of proposed Form
N-PORT.

465 See CRMC Comment Letter; Dodge & Cox
Comment Letter (recommending that the reporting
requirement be suspended in the event of a data
security breach); IDC Comment Letter; ICI Comment
Letter; MFS Comment Letter; Comment Letter of
Mutual Fund Directors Forum (Aug. 11, 2015)
(“Mutual Fund Directors Forum Comment Letter”)
(recommending that the Commission implement
data security recommendations of the Government
Accountability Office); Oppenheimer Comment
Letter; SIFMA Comment Letter II; Simpson Thacher
Comment Letter; State Street Comment Letter;
Vanguard Comment Letter (recommending that the
compliance period be extended to allow more time
for the Commission to assess the data security of its
systems).

should the Commission determine in
the future to share any of the nonpublic
information with one or more other
regulatory agencies.466 Some of these
commenters believed that, before
requiring nonpublic reports on Form N—
PORT, the Commission should complete
an independent, third-party review and
verification of its data security practices
and recommended that the Commission
revisit its practices on an ongoing
basis.#6” Some commenters suggested
that the Commission provide additional
information about its data security
controls or its protocols for responding
to an identified breach.468 As discussed
above, several commenters requested
that we require quarterly, rather than
monthly, reports on Form N-PORT,
citing to data security concerns.69

The Commission recognizes the
importance of sound data security
practices and protocols for nonpublic
information, including information that
may be competitively sensitive. The
Commission has substantial experience
with the storage and use of nonpublic
information reported on Form PF,
delayed public disclosure of
information on Form N-MFP (although
the Commission no longer delays public
disclosure of reports on Form N-MFP),
as well as other nonpublic information
that the Commission handles in its
course of business. Commission staff is
carefully evaluating the data security
protocols that will apply to nonpublic
data reported on Form N-PORT in light
of the specific recommendations and
concerns raised by commenters.
Drawing on its experience, the staff is
working to design controls and systems
for the use and handling of Form N-
PORT data in a manner that reflects the
sensitivity of the data and is consistent
with the maintenance of its
confidentiality.470 In advance of the

466 See CRMC Comment Letter; ICI Comment
Letter.

467 See IDC Comment Letter (noting recent report
by the Government Accountability Office); ICI
Comment Letter (noting recent reports by the
Government Accountability Office and the
Commission’s Office of Inspector General and
recommending specific data security practices);
MFS Comment Letter; Oppenheimer Comment
Letter (noting recent reports by the Government
Accountability Office and the Commission’s Office
of Inspector General).

468 See ICI Comment Letter (recommending that
the Commission notify affected funds in the event
of a breach); MFS Comment Letter; SIFMA
Comment Letter II; Simpson Thacher Comment
Letter (recommending that the Commission issue a
release addressing data security and accepting
public comments before adopting new reporting
requirements).

469 See supra footnote 454 and accompanying
text.

470 See Form PF Adopting Release, supra footnote
80. We recognize that there are differences between
the N-PORT reporting requirements and the Form

compliance date, we expect that the
staff will have reviewed the controls
and systems in place for the use and
handling of nonpublic information
reported on Form N-PORT.

4. Disclosure of Information Reported
on Form N-PORT

As discussed above, we proposed that
the information reported on Form N—
PORT for the third month of each fund’s
fiscal quarter be made publicly available
60 days after the end of the Fund’s fiscal
quarter.#”? We also proposed that the
information reported on Form N-PORT
for the first and second months of each
fund’s fiscal quarter, and any
information reported in Part D of the
Form, not be made public.472

Comments were mixed on this aspect
of the proposal. We received a number
of comments objecting to the public
disclosure of any information on Form
N-PORT on a quarterly basis.#73 Others
generally supported, or did not oppose,
quarterly public disclosure of Form N—
PORT, but requested that certain
information items be kept nonpublic.474
In discussing these alternatives, several
commenters noted similarity to the data
that the Commission collects on a
nonpublic basis from private funds on
Form PF.475 Finally, some commenters
called for more frequent public
disclosure of the information on Form
N-PORT, as the information could assist
intermediaries and market professionals
with evaluating whether funds are

PF reporting requirements, such as frequency,
granularity, and registration status, and our
recognition of these differences guides our
evaluation of appropriate measures for preservation
of data security for reported information.

471 See General Instruction F of proposed Form
N-PORT.

472 Id

473 See SIFMA Comment Letter II (“The fund’s
quarterly data could be mined for trading patterns
in order to replicate the portfolio’s underlying
strategy (e.g., the underlying analytics or equations
behind a quantitative strategy.) This could lead to
an attempt to front-run a fund.”); see also SIFMA
Comment Letter I; Schwab Comment Letter; Fidelity
Comment Letter; T. Rowe Price Comment Letter.

474 See, e.g., ICI Comment Letter (portfolio risk
metrics, delta, liquidity determinations, country of
risk and derivatives financing rates should be kept
non-public.); BlackRock Comment Letter (risk
metrics); Invesco Comment Letter (portfolio level
risk metrics, derivatives information, illiquidity
determinations, and securities lending information
should remain non-public); Oppenheimer Comment
Letter (risk metrics, illiquidity determinations,
country of risk determinations, derivatives payment
terms (including financing rates), and securities
lending fees and revenue sharing splits should be
kept non-public) SIFMA Comment Letter II (risk
metrics; illiquidity determinations; country of risk;
and derivative financing rates, custom baskets);
BlackRock Derivatives Comment Letter (derivatives
positions).

475 See, e.g., SIFMA Comment Letter I; ICI
Comment Letter; BlackRock Comment Letter; see
also AIMA Comment Letter; Confluence Comment
Letter.
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consistently executing their stated
portfolio strategies.476 These comments
are addressed below.

Most commenters who addressed this
issue did not support the public
reporting of all Form N-PORT filings
(i.e., public disclosure on a monthly
basis).4?7 Such commenters generally
believed that disclosure of all month-
end Form N-PORT filings could
increase the risk of front-running or
free-riding, ultimately harming
investors.2”8 These commenters noted
that more frequent disclosures would
provide non-investors with free access
to the research and analysis that
investors pay advisers for through
management and other fees.

As discussed further below,
commenters that believed that Form N-
PORT should remain nonpublic, or that
believed certain information items
should remain nonpublic, raised two
concerns. First, some commenters
argued that some of the information on
Form N-PORT could potentially be
proprietary, and lead to harm to the
fund and its investors if publicly
released. For example, for derivatives,
payment terms, including financing
rates, are negotiated rates; as a result,
commenters expressed concern that
public disclosure may harm a fund’s
ability to negotiate favorable terms on
behalf of its investors.479 Similarly
commenters argued that disclosing
detailed information on the components
of nonpublic indexes could violate the
intellectual property rights that index
providers might assert and, as a result,
harm investors who may lose the benefit
of index products that would no longer
be available to them, should an index
provider choose to no longer do
business with a fund, rather than have
its index’s components made publicly
available.

Second, some commenters noted that
if certain information items, such as the
proposed risk metrics, monthly return
information, and country of risk are
publicly disclosed, it could potentially
confuse and mislead investors.480 For
example, some commenters argued that
risk metrics are calculated using inputs

476 See Franco Comment Letter (requesting that
all portfolio filings be made public 180 to 360 days
after filing); Morningstar Comment Letter
(requesting public disclosure on a monthly basis
reasoning that many fund complexes currently
make portfolio holdings information public on at
least a monthly basis).

477 See, e.g., Dodge & Cox Comment Letter; ICI
Comment Letter; MFS Comment Letter.

478 See id.

479 See, e.g., Oppenheimer Comment Letter;
SIFMA Comment Letter I.

480 See, e.g., SIFMA Comment Letter I; SIFMA
Comment Letter II; Fidelity Comment Letter; MFS
Comment Letter; ICI Comment Letter.

and assumptions that could make them
subjective and investors could
mistakenly seek to compare risk metrics
across funds or believe that risk metric
data represents a fund’s overall risk.481
Similarly, monthly return data
(including monthly returns attributable
to derivatives) could cause investors to
mistakenly focus on short-term results
or otherwise confuse investors.482
Likewise, commenters noted that the
country of risk determination is
subjective and open to different
determinations among funds and
advisers which may lead to investor
confusion.483 Finally, some commenters
that argued Form N-PORT should
remain completely nonpublic
questioned the utility of the information
in Form N-PORT for investors.484
Subject to discrete information items
discussed further below, the
Commission is adopting as proposed the
public disclosure of funds’ quarter-end
Form N-PORT with a 60-day delay from
the reporting period. We decline to
adopt the suggestion of some
commenters that all reports filed on
Form N-PORT remain nonpublic. The
Commission believes that the public
reporting requirements of Form N—
PORT generally are appropriate given
the filer’s status as a registered
investment company with the
Commission, which is based on the
tenets of disclosure and transparency to
fund investors, and not as a private
fund.#85 Moreover, as we discuss below,
funds currently publicly report holdings
information on a quarterly basis through
Forms N-CSR and N-Q. We also note
that Section 45(a) of the Investment
Company Act requires information in
reports filed with the Commission
pursuant to the Investment Company
Act be made public unless we find that
public disclosure is neither necessary
nor appropriate in the public interest or
for the protection of investors.#86 For

481 See, e.g., ICI Comment Letter; Pioneer
Comment Letter; SIFMA Comment Letter II.

482 See CRMC Comment Letter; SIFMA Comment
Letter I.

483 See, e.g., MFS Comment Letter; Pioneer
Comment Letter; Schwab Comment Letter;
Oppenheimer Comment Letter.

484 See, e.g., SIFMA Comment Letter I; Schwab
Comment Letter; Fidelity Comment Letter.

485 See, e.g., section 45(a) of the Investment
Company Act (requiring information in reports filed
with the Commission pursuant to the Investment
Company Act be made public unless we find that
public disclosure is neither necessary nor
appropriate in the public interest or for the
protection of investors). Regarding those
commenters that compared the information that
Form N-PORT requires to that in Form PF, we note
that Form PF is filed by private funds pursuant to
Advisers Act section 204(b), making such data
subject to the confidentiality protections applicable
to data required to be filed under that section.

486 See id.

the reasons discussed above, we
continue to believe that public
disclosure of information about most of
the items required on Form N—PORT is
appropriate in the public interest, as
well as for the protection of investors.
Although Form N-PORT is not
primarily designed for disclosing
information to individual investors, we
believe that many investors, particularly
institutional investors, as well as
academic researchers, financial analysts,
and economic research firms, could use
the information reported on Form N—
PORT to evaluate fund portfolios and
assess the potential for risks and returns
of a particular fund.48” Accordingly,
whether directly or through third
parties, we believe that the periodic
public disclosure of the information to
be reported on Form N-PORT could
benefit fund investors. Moreover, we
generally believe that investors should
have access to portfolio information in
a structured data format, and be given
the opportunity to make their own
decisions regarding the usefulness of the
data. We have, however, made several
modifications to our proposals,
discussed above, in response to
commenters.

We believe that, on balance, investors
would benefit from the information that
will be reported on Form N-PORT.
Likewise, the Commission continues to
believe that public availability of
information, including the types of
information that will be collected on
Form N-PORT that may not currently be
reported or disclosed by funds, can
benefit investors and other potential
users by assisting them in making more
informed investment decisions.

We continue to recognize, however,
that more frequent portfolio disclosure
than is currently required could
potentially harm fund shareholders by
expanding the opportunities for
professional traders to exploit this
information by engaging in predatory
trading practices, such as trading ahead
of funds, often called ““front-
running.” 488 Similarly, the Commission
is sensitive to concerns that more
frequent portfolio disclosure may
facilitate the ability of non-investors to
“free ride”” on a mutual fund’s
investment research, by allowing those
investors to reverse engineer and

487 See Russ Wermers Comment Letter; see
generally Franco Comment Letter (‘. . . the
Commission [should] adopt a more expansive view
of its disclosure rulemaking mandate and more
specifically a view that considers layered forms of
its disclosure (and disclosure documents) that meet
the needs of different constituent end-users of
disclosure.”).

488 See, e.g., Quarterly Portfolio Holdings
Adopting Release, supra footnote 421, at n. 128 and
accompanying text.
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“copycat” the fund’s investment
strategies and obtain for free the benefits
of fund research and investment
strategies that are paid for by fund
shareholders.489 Both front-running and
copycatting can adversely affect funds
and their shareholders.290 We raised
such concerns in the Proposing Release,
and, many commenters that discussed
public disclosure of portfolio
information agreed with these
concerns.4°1 However, one commenter
argued that such effects were
unlikely.492

We recognize that some free-riding
and front running activity can occur
even with quarterly disclosure, with the
potential for investor harm.493
Conversely, however, and as we noted
in the Proposing Release, we previously
received petitions for quarterly
disclosures, noting numerous benefits
that quarterly disclosure of portfolio
schedules could provide, including
allowing investors to better monitor the
extent to which their funds’ portfolios
overlap, and hence enabling investors to
make more informed asset allocation
decisions, and providing investors with
more information about how a fund is
complying with its stated investment
objective.#9¢ The Commission cited
many of these benefits when it adopted
Form N-Q, and based on staff
experience and outreach, believes that
the current practice of quarterly
portfolio disclosures provides benefits

489 See, e.g., id. at n. 129 and accompanying text.

490 See ICI, The Potential Effects of More Frequent
Portfolio Disclosure on Mutual Fund Performance,
Perspective Vol. 7, No. 3 (June 2001) (‘“Potential
Effects of More Frequent Disclosure”), available at
http://www.ici.org/pdf/per07-03.pdf.

491 See, e.g., ICI Comment Letter (noting the risk
of predatory trading with an increase in frequency
of public disclosure of fund portfolio holdings);
SIFMA Comment Letter I (same); Simpson Thacher
Comment Letter (same); Vanguard Comment Letter
(same); see also Proposing Release, supra footnote
7, at 33613-33614.

492 See Morningstar Comment Letter (arguing that
reverse-engineering concerns are largely
unfounded).

493 See infra section I11.B.3

494 See Quarterly Portfolio Holdings Adopting
Release, supra footnote 421, at n. 32 and
accompanying text (discussing prior investor
petitions for rulemaking). Investors that petitioned
for quarterly disclosure also argued that increasing
the frequency of portfolio disclosure would expose
“style drift” (when the actual portfolio holdings of
a fund deviate from its stated investment objective)
and shed light on and prevent several potential
forms of portfolio manipulation, such as “window
dressing” (buying or selling portfolio securities
shortly before the date as of which a fund’s
holdings are publicly disclosed, in order to convey
an impression that the manager has been investing
in companies that have had exceptional
performance during the reporting period) and
“portfolio pumping” (buying shares of stock the
fund already owns on the last day of the reporting
period, in order to drive up the price of the stocks
and inflate the fund’s performance results).

to investors, notwithstanding the
opportunities for front-running and
reverse engineering it might create.295

We have considered both the benefits
to the Commission, investors, and other
potential users of public portfolio
disclosures, including the reporting of
such disclosures in a structured format
and additional portfolio information
that will be required on Form N-PORT,
as well as the potential costs associated
with making that information available
to the public, which could be ultimately
borne by investors.49¢ Accordingly, in
an attempt to minimize these potential
costs and competitive harms from front-
running and reverse engineering, we are
requiring public disclosure of fund
reports on Form N-PORT once each
quarter, rather than monthly. This
maintains the status quo regarding the
frequency and timing of public portfolio
disclosure, while providing investors
and other potential users with the
benefit of having more detailed portfolio
information in a structured format.

As commenters pointed out, we
recognize that we are requiring
additional data points in Form N-PORT,
as well as requiring the data to be
structured, which represents a change
regarding the scope of information
available to the public. As discussed
above, however, we believe that
generally this additional information
can benefit investors. Additionally,
while we recognize that an increase in
the amount of publicly available
information has the potential to
facilitate predatory trading, as discussed
in section II1.B.3 below, we do not
believe that quarterly public disclosure
with a 60-day lag will have a significant,
additional competitive impact. We
discuss commenters’ concerns about
specific data items below.

Funds are currently required to
disclose their portfolio investments
quarterly, via public filings with the
Commission and semi-annual reports
distributed to shareholders, with the
exception of “miscellaneous securities”
which funds are not required to disclose
pursuant to Regulation S-X.
Consequently, the Commission will not
make public the information reported
for the first and second months of each
fund’s fiscal quarter on Form N-PORT,
nor any ‘“‘miscellaneous securities”

495 See id.

496 In doing so, we also considered the various
comment letters that we received regarding our
proposal to make the third month’s report public,
and the costs and benefits of doing so. See, e.g.,
SIFMA Comment Letter II; SIFMA Comment Letter
I; Schwab Comment Letter; Fidelity Comment
Letter; T. Rowe Price Comment Letter; see also
Franco Comment Letter; Morningstar Comment
Letter.

reported for the third month of each
fund’s fiscal quarter.497 Only
information reported for the third
month of each fund’s fiscal quarter on
Form N-PORT will be made publicly
available, and such information will not
be made public until 60 days after the
end of the third month of the fund’s
fiscal quarter.498

We continue to believe that
maintaining the status quo with regard
to the frequency and the time lag of
portfolio reporting will allow the
Commission, the fund industry, and the
marketplace to assess the impact of the
structured and more detailed data
reported on Form N-PORT on the mix
of information available to the public,
and the extent to which these changes
might affect the potential for predatory
trading, before determining whether
more frequent or more timely public
disclosure would be beneficial to
investors in funds.499 For the reasons
discussed above, we find that it is
neither necessary nor appropriate in the
public interest or for the protection of
investors to make information reported
for the first and second months of each
fund’s fiscal quarter on Form N-PORT
or “miscellaneous securities” reported
for the third month of each fund’s fiscal
quarter publicly available.500

As noted above, some commenters,
while generally supporting quarterly

497 See General Instruction F of Form N-PORT.

498 We are maintaining the status quo of public
disclosure of quarterly information based upon each
fund’s fiscal quarters, rather than calendar quarters,
to ensure that public disclosure of information filed
on Form N-PORT will be concurrent with the
public portfolio disclosures reported on a semi-
annual fiscal year basis on Form N-CSR. We believe
that such overlap will minimize the risks of
predatory trading, because otherwise funds with
fiscal year-ends that fall other than on a calendar
quarter- or year-end will have their portfolios
publicly available more frequently than funds with
fiscal year-ends that fall on a calendar quarter- or
year-end, thus increasing the risks to those funds
discussed above related to potential front-running
or reverse engineering.

499 See also supra footnote 360 and
accompanying text (non-public indexes and custom
baskets); supra footnotes 395-399 and
accompanying text (derivatives financing rates);
supra footnote 203 and accompanying text
(securities lending counterparties); supra footnote
281 and accompanying text (repurchase and reverse
repurchase agreements).

500 See section 45(a) of the Investment Company
Act. Form N-PORT has also been modified from the
proposal to clarify that the Commission does not
intend to make public the information reported on
Form N-PORT for the first and second months of
each fund’s fiscal quarter that that is identifiable to
any particular fund or adviser or any information
reported with regards to country of risk and
economic exposure, delta, or miscellaneous
securities, or explanatory notes related to any of
those topics that is identifiable to any particular
fund or adviser. See General Instruction F of Form
N-PORT. However, the SEC may use information
reported on Form N-PORT in its regulatory
programs, including examinations, investigations,
and enforcement actions.


http://www.ici.org/pdf/per07-03.pdf

Federal Register/Vol. 81, No. 223/Friday, November 18, 2016/Rules and Regulations

81911

disclosure on Form N-PORT, believed
that certain information items should
remain nonpublic. Some commenters
believed that some of the information in
Form N-PORT could contain potentially
proprietary information, and lead to
harm to the fund and its investors if
publicly released. For example,
commenters expressed concern that
public disclosure of negotiated payment
terms for derivatives, such as financing
rates, could harm a fund’s ability to
negotiate favorable terms.591 However,
as we discussed above in section
II.A.2.g.iv, we designed Form N-PORT
to provide information sufficient to
allow our staff, investors, and other
potential users to better understand the
investments held in a fund’s portfolio.
This necessarily involves disclosing the
payment terms for derivative
instruments a fund invests in. Without
such information, valuing the risks and
rewards of such an investment could be
difficult for investors and other
potential users. We therefore do not
believe that it would be necessary or
appropriate in the public interest for the
benefit of investors to mask such
information for all reports on Form N-
PORT.

Similarly, as discussed above,
commenters noted that disclosing
detailed information on the components
of nonpublic indexes could violate the
intellectual property rights that index
providers might assert. This could result
in harm to investors who may lose the
benefit of index products that would no
longer be available to them, should an
index provider choose to no longer do
business with a fund, rather than have
its index’s components made public and
open the index to front-running and
reverse engineering.592 As we discussed
more fully above in section II.A.2.g.iv,
we continue to believe that it is
important for the Commission,
investors, and other potential users to
have transparency into a fund’s
exposures to assets, regardless of
whether the fund directly holds
investments in those assets or chooses
to create those exposures through a
derivatives contract.503

Commenters also objected to the
public disclosure of securities lending
information, such as the identity of
borrowers and the aggregate value of
securities on loan to a counterparty, as
such disclosures could cause securities
lending counterparties, in an attempt to
keep their securities lending exposures
private, to be less willing to borrow

501 See, e.g., Oppenheimer Comment Letter;
SIFMA Comment Letter I.

502 See supra section IL.A.2.g.iv.
503 See id.

securities from funds.5°¢ However, as
we stated in section II.A.2.g.v, above,
public disclosure of this information
will improve the ability of Commission
staff, as well as investors, brokers,
dealers, and other market participants to
better understand the collateral received
by funds and associated potential
liquidity and market risks, as well as
identify those instruments that one or
more funds might have to sell in the
event of default by borrowers. For
similar reasons, one commenter
requested that the identity of
counterparties to repurchase and reverse
repurchase agreements be kept
nonpublic.595 However, as indicated
above in section II.A.2.g.iii, such
information is routinely publicly
disclosed in other contexts, and we are
unaware of any evidence that such
disclosures have resulted in competitive
disadvantages to the entities required to
make such disclosures.

As we discussed in section II.A.2.g.ii,
one commenter noted that public
disclosure on default, arrears, or
deferred coupon payments raises
competitive concerns when a debt
security relates to an issuer that is a
private company, as private borrowers
may avoid registered funds in order to
avoid public disclosure if the company
becomes distressed. However, as we
noted in that section, we believe that it
is important that a fund’s investors have
access to this information so that they
can make fully informed decisions
regarding their investment.

Finally, some commenters believed
that certain items could be
misinterpreted by investors, resulting in
investors being misled or confused.
Specifically, some commenters believed
that monthly return data (including
monthly returns attributable to
derivatives) could cause investors to
mistakenly focus on short-term results
or otherwise confuse investors.>06 We
disagree. As discussed in section
II.A.2.e above, we agree with another
commenter that believed such
disclosures could improve information
to investors, and noted that many funds
already disclose monthly returns.507

Several commenters also believed that
investors would be unduly confused by
the disclosure of the portfolio-level and
position-level risk metrics.508 We
decline to make the portfolio-level risk

504 See, e.g., SIFMA Comment Letter I; BlackRock
Comment Letter; SIFMA Comment Letter II; see also
supra section IL.A.2.g.v.

505 See SIFMA Comment Letter I.

506 See CRMC Comment Letter; SIFMA Comment
Letter I.

507 See Morningstar Comment Letter.

508 See, e.g., SIFMA Comment Letter I; Dechert
Comment Letter; Invesco Comment Letter.

metrics (DV01/DV100 and SDV01/
SDV100) nonpublic but have
determined to keep the position-level
risk metrics (delta) nonpublic for all N—
PORT filings.509 We agree with
commenters that the calculation of delta
can require a number of inputs and
assumptions.510 As a result, reported
deltas for the same or similar
investment products could vary because
of complex differences in methodologies
and assumptions that are not reported
on the form nor easily explained to
investors. Moreover, the disclosure of
delta could, for some investors, imply a
false sense of precision about how a
particular investment’s valuation will
change in volatile market conditions.
However, we continue to believe that
such information is useful for the
Commission’s monitoring purposes, as
the Commission has the ability to
contact funds directly, when necessary,
to better understand a fund’s
methodologies and assumptions. Thus,
upon consideration of the comments,
we find that it is neither necessary nor
appropriate in the public interest or for
the protection of investors to make delta
publicly available at this time.511 We
recognize that, like delta, inputs and
assumptions are used for calculating
DV01, DV100, and SDV01. We believe,
however, that the fact that these metrics
will not be reported at the position-level
sufficiently mitigates the potential risks
discussed above. Because these
measures will not be reported by
position-level, investors and other
potential users will not be comparing
different risk metrics for the same
investment in different funds. Similarly,
we believe that portfolio level risk
metrics are less likely to imply a false
sense of precision for some investors
because such measures are, by design,
the aggregation of each investment’s
assumptions and projections.512

For similar reasons, we intend to keep
information reported for country of risk
and economic exposure nonpublic.513
We are persuaded by commenters that
this information is evaluated by funds
using multiple factors, making it
subjective, and acknowledge that, while
useful to the Commission in terms of
understanding the country-specific
risks, may convey a false level of

509 See, e.g., ICI Comment Letter.

510 See id.

511 See section 45(a) of the Investment Company
Act which requires information in investment
company forms to be made available to the public,
unless we find that public disclosure is neither
necessary nor appropriate in the public interest or
for the protection of investors.

512 See also supra footnotes 173-178 and
accompanying text.

513 See supra footnote 287 and accompanying and
following text.
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precision.>14 We also acknowledge
arguments by commenters that
disclosure of such information could
stifle divergences in determinations and
incentivize funds to seek homogenized
determinations from third party firms,
potentially rendering the information
less useful to Commission staff than if
it were not publicly disclosed.515 For
these reasons, we find that it is neither
necessary nor appropriate in the public
interest or for the protection of investors
to make information reported for
country of risk and economic exposure
publicly available at this time.516
Lastly, as discussed above, we
recognize that explanatory notes related
to nonpublic items should be nonpublic
as well.517 As a result, we find that it
is neither necessary nor appropriate in
the public interest or for the protection
of investors to make explanatory notes
reported for delta or country of risk and
economic exposure publicly available at
this time.518 However, explanatory
notes related to other items on Form N—
PORT will be publicly available.

B. Rescission of Form N-Q and
Amendments to Certification
Requirements of Form N-CSR

1. Rescission of Form N-Q

Along with our adoption of new Form
N—-PORT, we are also rescinding Form
N—-Q, as we proposed. Management
companies other than SBICs are
currently required to report their
complete portfolio holdings as of the
end of their first and third fiscal
quarters on Form N-Q. Because the data
reported on Form N-PORT will include
the portfolio holdings information
contained in reports on Form N-Q, we
believe that Form N-PORT will render
reports on Form N-Q unnecessarily
duplicative. Therefore, we believe it is
appropriate to rescind Form N-Q rather
than require funds to report similar
information to the Commission on two
separate forms.

514 See, e.g., ICI Comment Letter; Pioneer
Comment Letter; Schwab Comment Letter; MFS
Comment Letter; SIFMA Comment Letter II;
Morningstar Comment Letter (commenting on the
usefulness of this information to investors, but not
offering an opinion as to whether this information
should be publicly disclosed).

515 See, e.g., ICI Comment Letter; Oppenheimer
Comment Letter.

516 See section 45(a) of the Investment Company
Act. We note that we are, for similar reasons,
determining not to require disclosure of a fund’s
determination of the liquidity classification
assigned to each investment as required to be
reported on Form N-PORT. Liquidity Adopting
Release, supra footnote 9.

517 See supra footnote 435 and accompanying
text.

518 See section 45(a) of the Investment Company
Act.

However, as noted earlier, we believe
that individual investors and other
potential users might prefer that
portfolio holdings schedules for the first
and third quarters continue to be
presented using the form and content
specified by Regulation S—X, which
investors are accustomed to viewing in
reports on Form N-Q and in
shareholder reports. Therefore, and as
proposed, we are requiring that, for
reports on Form N-PORT for the first
and third quarters of a fund’s fiscal year,
the fund will attach its complete
portfolio holdings for that fiscal quarter,
presented in accordance with the
schedules set forth in §§210.12-12 to
12-14 of Regulation S—X [17 CFR
210.12-12—12-14].

We requested comments on our
proposed rescission of Form N-Q. One
commenter supported our proposed
rescission of Form N-Q.519 Other
commenters recommended maintaining
Form N—Q, noting that Form N-PORT
might not serve the interests of
investors, while Form N-Q is an
established channel through which
funds currently provide pertinent
information to shareholders.520 We
understand these concerns, but as noted
above because the data reported on
Form N-PORT will include the portfolio
holdings information that would be
contained in reports on Form N-Q, we
believe that Form N-PORT will render
reports on Form N—-Q unnecessarily
duplicative. We are also concerned
about the possibility of investor
confusion that may arise in the event of
simultaneous public disclosure of
portfolio reporting information for the
same reporting periods on Form N—
PORT as well as on Form N-Q. For
these reasons, we are rescinding Form

N-Q.
2. Amendments to Certification
Requirements of Form N-CSR

In connection with the Commission’s
implementation of the Sarbanes-Oxley
Act of 2002, Form N-Q and Form N—
CSR currently require the principal
executive and financial officers of the
fund to make quarterly certifications
relating to (1) the accuracy of
information reported to the
Commission, and (2) disclosure controls
and procedures and internal control
over financial reporting.521 Rescission of

519 See Schnase Comment Letter.

520 See Schwab Comment Letter; Fidelity
Comment Letter; SIFMA Comment Letter I.

521 See Item 3 of Form N-Q (certification
requirement); Form N-Q Adopting Release, supra
footnote 421; Item 12 of Form N—CSR (certification
requirement); Certification of Management
Investment Company Shareholder Reports and
Designation of Certified Shareholder Reports as

Form N-Q will eliminate certifications
as to the accuracy of the portfolio
schedules reported for the first and third
fiscal quarters.

Under today’s amendments, and as
we proposed, the certifications as to the
accuracy of the portfolio schedules
reported for the second and fourth fiscal
quarters on Form N-CSR will remain.
However, and as we proposed, we are
amending the form of certification in
Form N—-CSR to require each certifying
officer to state that he or she has
disclosed in the report any change in
the registrant’s internal control over
financial reporting that occurred during
the most recent fiscal half-year, rather
than the registrant’s most recent fiscal
quarter as currently required by the
form.522 Lengthening the look-back of
this certification to six months, so that
the certifications on Form N-CSR for
the semi-annual and annual reports will
cover the first and second fiscal quarters
and third and fourth fiscal quarters,
respectively, will fill the gap in
certification coverage regarding the
registrant’s internal control over
financial reporting that will otherwise
occur once Form N-Q is rescinded. To
the extent that certifications improve
the accuracy of the data reported,
removing such certifications could have
negative effects on the quality of the
data reported. Likewise, if the reduced
frequency of the certifications affects the
process by which controls and
procedures are assessed, requiring such
certifications semi-annually rather than
quarterly could reduce the effectiveness
of the fund’s disclosure controls and
procedures and internal control over
financial reporting. However, we expect
such effects, if any, to be minimal
because certifying officers will continue
to certify portfolio holdings for the
fund’s second and fourth fiscal quarters
and will further provide semi-annual
certifications concerning disclosure
controls and procedures and internal
control over financial reporting that
would cover the entire year.

Commenters generally agreed with
our proposed approach, although
several commenters suggested
maintaining Form N-Q on the grounds
that Form N-PORT may not serve the
interests of investors or because of their
assertions that reports on Form N-PORT

Exchange Act Periodic Reporting Forms; Disclosure
Required by Sections 406 and 407 of the Sarbanes-
Oxley Act of 2002, Investment Company Act
Release No. 24914 (Jan. 27, 2003) [68 FR 5348 (Feb.
3, 2003)] (adopting release for Form N-CSR).

522 Amended Item 11(b) of Form N-CSR;