
MEMO# 31274

July 3, 2018

SEC Adopts Liquidity Disclosure
Amendments
[31274]

July 3, 2018 TO: ICI Members
Investment Company Directors SUBJECTS: Compliance
Disclosure
Exchange-Traded Funds (ETFs)
Fund Accounting & Financial Reporting
Fund Governance
Investment Advisers
Operations
Portfolio Oversight
Risk Oversight
Transfer Agency RE: SEC Adopts Liquidity Disclosure Amendments
 

The SEC approved amendments to open-end funds’ liquidity-related disclosures last
week.[1]  The final amendments are similar to those that the SEC proposed in March,[2]
which ICI strongly supported.[3]  Most notably, the amendments: (i) rescind reporting and
public disclosure of aggregated liquidity classification (or bucketing) information, and (ii)
require funds, in their shareholder reports, to discuss in narrative form the operation and
effectiveness of their liquidity risk management programs over the past year. 

Background 
The SEC adopted Rule 22e-4 (the “liquidity rule”) and related reporting requirements in
October 2016.[4]  Since then, ICI has been working with members to implement these
requirements.  ICI also has continued its engagement with the SEC, submitting comment
letters in July and November of 2017.[5]  In February of 2018, the SEC adopted an interim
final rule that extends by six months bucketing-related portions of the liquidity rule and
related reporting requirements.[6]  In March, the SEC proposed liquidity disclosure
amendments, on which ICI provided comments. 

Summary of Amendments to Form N-PORT 
The amendments to Form N-PORT:

Eliminate reporting to the SEC and public disclosure of aggregated bucketing
information;
Permit funds, when reporting investment-specific bucketing information to the SEC, to



“split” an investment among buckets in three specific circumstances; and
Require funds to report their holdings of cash and cash equivalents.

We discuss each below. 

Elimination of Aggregated Bucketing Information 

As adopted in 2016, Item B.8 of Form N-PORT would have required a fund to report the
aggregate percentage of its portfolio investments that fall into each of the four liquidity
buckets.  This monthly reporting item would have been disclosed to the public for the third
month of each fiscal quarter with a 60-day delay. 

The final amendment to Item B.8 eliminates this aggregated bucketing reporting item. 
Funds therefore will not be required to provide bucketing information to the public.  The
SEC still would receive investment-specific bucketing information under Item C.7, which it
presumably could aggregate for its own internal purposes.  The Adopting Release outlines
the concerns that commenters, including ICI, had voiced about public reporting of
bucketing information.[7]  

The SEC also adopted, as proposed, a related change to make non-public (but not
eliminate) the reporting under Item B.8 of Form N-PORT about the percentage(s) of a fund’s
highly liquid investments segregated to cover, or pledged to satisfy margin requirements in
connection with, non-highly liquid derivatives transactions.   

“Splitting” an Investment Among Liquidity Buckets 

As adopted in 2016, Form N-PORT would have required a fund to classify each investment
into a single liquidity bucket in all cases.  The amendments to Item C.7—adopted nearly
identically as proposed— permit (but do not require) a fund to split an investment into
multiple buckets in three specified circumstances: 

if portions of the position have differing liquidity features that justify treating the
portions separately; 

if a fund has multiple sub-advisers with differing liquidity views; or 

if the fund chooses to classify the position through evaluation of how long it would
take to liquidate the entire position (rather than basing it on the sizes it would
reasonably anticipate trading).[8] 

Disclosure of Cash and Cash Equivalents 

As adopted in 2016, Form N-PORT would not have required funds to specifically report the
amount of cash and cash equivalents that they hold.  New Item B.2.f.—adopted as
proposed—will require funds to report “cash and cash equivalents not reported in Parts C
and D.”  The Adopting Release explains that this new disclosure item will “provide more
complete information that will be useful in analyzing a fund’s HLIM [Highly Liquid
Investment Minimum], as well as trends regarding the amount of cash being held, which
also correlates to other activities the fund is experiencing, including net inflows and
outflows.”[9] The Adopting Release looks to US generally accepted accounting principles for
purposes of defining cash equivalents. 



Summary of Amendments to Form N-1A (New Shareholder Report
Disclosure) 
Form N-1A currently requires no liquidity-specific disclosures in funds’ shareholder reports. 
The proposed Form N-1A amendment would have required funds as part of Management’s
Discussion of Fund Performance (MDFP)(an annual report disclosure item), to “[b]riefly
discuss the operation and effectiveness of the Fund’s liquidity risk management program
during the most recently completed fiscal year.”  The Proposing Release presented this as
an alternative to public dissemination of bucketing information.  

As adopted, Item 27(d)(7)(b) of Form N-1A requires the following: “If the board of directors
reviewed the Fund’s liquidity risk management program pursuant to rule 22e-4(b)(2)(iii) … 
during the Fund’s most recent fiscal half-year, briefly discuss the operation and
effectiveness of the Fund’s liquidity risk management program over the past year.”[10] 
While the substance of this disclosure item is similar to the proposal’s, it differs from the
proposal in that (i) it now is outside the MDFP (the Adopting Release notes that the move
would “avoid concerns about unduly focusing investors on liquidity risk and diluting the
MDFP”), and (ii) funds now will have flexibility to cover an annual period that does not
coincide with the fund’s most recently completed fiscal year, and include the disclosure in
an annual or semi-annual report (the Adopting Release explains that doing so “will allow
funds to synchronize the required annual board review of liquidity risk management
programs with the production of this discussion in the shareholder report, reducing costs
and allowing funds to provide more effective disclosure”).[11]  The Adopting Release then
provides guidance regarding how a fund may satisfy this new disclosure requirement.[12] 

The Release also points out that to the extent a liquidity event materially affects a fund’s
performance, this event must be discussed in the MDFP.[13] 

Other Noteworthy Items in Adopting Release 
The Proposing Release requested comment on whether there were advantages to the
Treasury report’s suggestion that the SEC embrace a principles-based approach to
bucketing [14] and, if so, what additional steps should be taken to shift towards such an
approach.[15]  After summarizing the comments received, the Adopting Release states that
“funds that believe they would have to maintain dual liquidity classification programs as
part of their liquidity risk management may choose to seek an

exemption from the Commission from the classification requirements of rule 22e-4 if they
believe that their existing systems would effectively accomplish the Commission’s stated
goals.”[16]  The Adopting Release otherwise does not elaborate on the potential terms and
conditions of this exemptive relief. Furthermore, the Adopting Release states that “the staff
will analyze the extent to which the liquidity classification process and data are achieving
the Commission’s goals and any other feedback provided from interested parties to the
Commission… [and] will then inform the Commission what steps, if any, the staff
recommends in light of this monitoring.”[17]  

This represents an expansion of the staff’s ongoing liquidity work, and the Adopting Release
indicates that the staff’s evaluation will take into account at least one full year’s worth of
bucketing data from large and small entities.  By contrast, the Proposing Release
contemplated only a staff analysis and recommendation to the SEC by June 2020
addressing whether and, if so how, there should be public dissemination of fund-specific
bucketing information.  Also, the Proposing Release indicated that the SEC staff anticipated
publishing “aggregated and anonymized” information about the fund industry’s liquidity



(gathered through Form N-PORT filings), whereas the Adopting Release states that the staff
will consider whether publishing such aggregated and anonymized classification data would
be useful, and include a recommendation as part of its overall liquidity evaluation. 

Compliance Dates 
As with the Form N-PORT and liquidity requirements generally, the SEC is maintaining a
tiered set of compliance dates for “larger entities” and “smaller entities” for these
amendments.[18]  For larger entities, the compliance date for the Form N-PORT
amendments is June 1, 2019 (the first filing date will be July 30, 2019), and the compliance
date for the Form N-1A amendments is December 1, 2019.  For smaller entities, the
compliance date for the Form N-PORT amendments is March 1, 2020 (the first filing date
will be April 30, 2020), and the compliance date for the Form N-1A amendments is June 1,
2020.
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