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l. INTRODUCTION AND BACKGROUND

The Commission is adoptingle and form amendments that are designeddaire
mutual funds and exchang@ded fundg i E T t sralgmitconcise andisually engaging
annual and serdnnual reportto shareholdersThe wupdat ed aphpreholdec h t o |
reports will highlightkey information that is particularly important for retail investors to
assess and monitor their fund investmér@sher, nore detailed information that currently
appears in funds©6 shar eholawebsitethat® eharehsldewi | | b
report specifiesfiled with the Commissionon EDGAR and delivered to investofiee of
chargen paper or electronicallupon requesiThese final rules are designed to modernize
funds d s har slthesk ponts will leetiservetthe needs of fund investdrs
particularly retail investor§The final ruleswill require a disclosurapproach that emphasizes
clearlyand conciselyheinformation that is particularly useful to a retail audienad,
encourag disclosure techniques that promote effective communicationydincbntinueto
make available information that historically has appeared in shareholdesrepbithat may
bemore relevant to financial professional and other investors who desire rraeptin

information

5 For purposes of this rel ease, -endmanagementinvedtiemtn d o gen ¢
company registered on FormMA or a series thereof, unless otherwise specified. Mutual funds and
most ETFs are opeend management investment companiesteged on Form MLA. An operend
management investment company is an investment company, other than a unit investment trust or face
amount certificate company, that offers for sale or has outstanding any redeemable security of which it
is the issuerSeesections 4 and 5(a)(1) of the Investment Company Act [15 U.S.G4 &dd 80a

5@)(2)]-

6 This release referanthawaflumdhad edhrod Weelr aredpogdmi as i
annual reportso respectivelrepoand.doll ectively as
7 AEDGAROCDBEMt Bei onds EIl ectronic Data, .Gathering, Al



This approach is designed to alleviate concerns that fundirstagitorscurrently may
receive and find difficult to useshareholderaports that are lengthy, complex, and not well
suited to theirneeds. nvest orsé inability to understand
efficiently may impedeheir ability to monitor their investments and leadrieestors
maintaining investments in funds that may not be aligned with their investment goals. The
final rul esdé6 approach for sharehol der report
designed to promote clear and concise disclogureind investors. It responds to the
preferences investors have expressed, over the years and in response to the propdsed rules.
Thisapproach also builds on a similar flayered
provide prospectus information taiétto investord i nf or ma*i onal needs.

In August 2020the Commissiomproposed rule and form amendments that would
require dayereddi scl osur e framewor k thatrssubbstantialls 6 s har e
similar to the framework we are adopting under the final Afl&&e Commission also

proposed t@ddress theneans by which shareholder reports are transmitted to fund investors.

8 SeeTailored Shareholder Reports, Treatment of Annual Prospectus Updates for Existing Investors, and
Improved Fee and Risk Disclosure for Mutual Fuadd Exchangdraded Funds; Fee Information in
Investment Company Advertisements, Investment Company Act Release No. 33963 (Aug. 5, 2020) [85
FR 70716 (Nov. 5, 2020)] (AProposing Released) at

9 See, e.g Enhanced Didosure and New Prospectus Delivery Option for Registered -Bpen
Management Investment Companies, Investment Company Act Release No. 28584 (Jan. 13, 2009) [74
FR 4545 (Jan. 26, 2009)] (iA2009nvSstmenh@mpanyPr ospect u:
Reporing Modernization, Investment Company Act Release No. 32314 (Oct. 13, 2016) [81 FR 81870
( Nov. 18, 2016)] (fAilnvestment Company Reporting M
Relationship Summary; Amendments to Form ADV, Investment Advisers Act ReleaS5@4o(June
5, 2019) [84 FR 33492 (July 12, 2019)]; Updated Disclosure Requirements and Summary Prospectus
for Variable Annuity and Variable Life Insurance Contracts, Investment Company Act Release No.
33814 (Mar. 11, 2020) [ SiableEEetraztsSantnary Rrodpegtusl , 2020) ]
Adopting Releaseo).

10 See, €.9.2009 Summary Prospectus Adopting Releasprafootnote9; see also infrasectionl.A.3.
1 See infrasectionl.A.2.
2 SeeProposing Releassuprafootnote8.



To ensure that all fund investors would experience the anticipated benefits of the proposed
new tailored disclosure framework, the Commisgiooposed to amend the scope of rule-30e
30 the rule that currently permiisvestment companiasso use a fAnotice and
to transmitting shareholder repdtso exclude opefend fundsinstead funds would have to
provide the reports directlp shareholderdn addition to addressing shareholder report
contents and transmission, the Commission al
investment company advertising rutbatwere designed to promote more transparent and
balanced statemendbout investment costs. &lproposal also included a proposed new
alternativeapproach to satisfy prospectus delivery requiremfentsxisting fund investors
(proposechewrule 498B)andpr oposed amendments to fundsdé pr
disclosureequirements

The Commission received comment letters on the profrasala variety of
commenters, including funds and investment advisers, law firms, other fund service providers,
investor advocacy groups, professional and trade associations, and idterdisiduals'®
Many commenters suppedt he proposed use of | ayered disc
reportst* Some recommended enhancements and alternatives to certain areas of the proposed
shareholder reports, with respect to their content as wetlbpe® While many commenters

expressed concern regarding the proposed amendments to R3eddlersupported the

13 The comment letters on the Proposing Release (File NO9&D) are available at
https://lwww.sec.gov/commentstB-20/s70920.htm.

14 Seeeg.Comment Letter of Mutual Fund Directors Forum
Forum Comment Lettero); Comment Letter of SIFMA (I

15 Comments on particular aspect the pmdposedistmrelldeorppors e d r u |

contents, are discussed in detail in sections-B.Below.



Commi ssi onds p¥ oomments on pagoged rale498B.were mixed, with
some commenters expressly supporting the proposal, some supporting it with modifications,
and others directly opposingftComments on the proposed prospectus fee and risk
disclosure amendments were sinmifanixed 8 Finally, while a number of the commenters
that addressed the proposed advertising rule amendments supported them, some stated that the
proposed amendments were not necessary in liginhahcial Industry Regulatouthority
( FINRAO Jules addessing fee and expense information in retail communications or
suggested that the Commissimodify the scope of the proposed amendméhts.
After considering the comments on the propesal as discussed in more detalil
below, we are adopting rule and form amendments that would effectuate the proposed layered
di scl osure approach for funds 6heprbpasee hol der r
reportsod c o lntresporisesto @mndents amderhancelisclosuresffediveness.
We arealsoadopting with targeted clarifying changes, but otherwise substantially as
proposed theproposed amendments to exclude eped funds from the scope of rule 3Be
as well aghe proposed amendments to the investment company advgertites.As
discussed more fully below,enare not adopting proposed rule 498B or the proposed

amendmentt o fundsdé prospectus fee and risk discl

16 See infrasectionll.E. 1.

17 See infrafootnotes68-72 and accompanying text.

18 Seeinfra footnotes76-79 and83-84 and accompanying text.

19 Sednfra sectiondl.G.1-2; footnote534( pr ovi di ng FI NRA rule 22106s defi

communications andorrespondence)



A. Regulatory Context, and Developments and Analysis Informing Final
Rules

1. Fund ShareholderReportsd Regulatory Context

Fund shareholders receishareholder reports on a seamnual basi€® These reports

The Investment Company Ads well asCommissiorrules prescribe the content

nclude detailed informati on -abfdl-yearpeariodf undads

requirements for f2UShatehddersepatcantentslindiee, ammoegp or t s .

other 1 tems: information about fund expenses

financial statements and financial highlights{@h are audited in annual reports),

nformation about a fundbébs board of di

rector

andinstructions on how to acceadditional information, including information regarding the

fundoés pr oxy wbethicsnand quaterly podfglio holdirdECertain of this

information, including fund performance information, is required to appear only in annual

reports.Same funds also supplement this with information that is not required by Commission

rules or fams, suchaap r e s i d e n t gererainazket canmentan? d

20

21

22

23

Seesection 30(e) of the Investment Company Act [15 U.S.C-:2a)]; current and amended rule 30e

1 under the Investment Company Act [17 CFR 270B80& fund or an intermediary may transmit the
shareholder report to an investor. $idund investors hold their fund investments as beneficial owners
through accounts with intermediaries. As a result, intermediaries commonly assume responsibility for

distributing fund shareholder reports to beneficial owrteegOptional Internet Availkility of

Investment Company Shareholder Reports, Investment Company Act Release No. 33115 (June 5, 2018)

[ 83 FR 29158 (June3 2AM,0 p20 Ingg) JRe(l FeRasleed )3 0 ea t

Seesection 30(e) of the Investment Company Aet alsocurrent and amended rule 30gltem 27 of
current Form NLA and Item 27A of amended FormD\ (addressing the contents of opemd fund
shareholder reports).

SeeProposing Releassuprafootnote8, at nn.1417 and accompanying text.

See, e.gid. at n.18 and accompanying text.

10

paragr a



Many mutual funds and ETFs are organized as single registrants with several series
(sometimes referred to as portfoliG8s r om an i nvestoros perspecti
provides thesame general experience as investing in a fund that is not organized in tis way
eachseries has its own investment objectives, policies, and restrictions, and the Federal
securities laws and Commission rules often treat each series as a separ&tgdtias of a
registrant are often marketed separately, wi
name.

In addition, a single fund or series can have multiple share cfiSkare tasses
typically differ based on fee structure, with eaclsslhaving a different sales load and
distributionand/or servicéee. Currently, fund registrants may prepare a single shareholder
report that covers multiple series well agnultiple share classes of each series.

Fund shareholdsrcurrently receive shiaholder reports in paper or electronically

depending otheir preference?’ We understand that shareholders electing electronic delivery

24 Seesections 18(f)) and (2) of the Investment Company Act [15 U.S.C-88)(1) AND (2)]; 17
CFR 270.18#2 (rule 18f2 under the Investment Company Act).
25 See, e.¢.17 CFR 270.22€(c)(2); 17 CFR 270.224(a)(5); General Instruction A to FormMNA
(def i ni n geaiidregistthdt orta separate series of the registrant).
26 Seel7 CFR 270.188 (rule 18£3 under the Investment Company Act).
2 SeeProposing Releassuprafootnote8, at nn.2122 and accompanying textee alsdJse of Electronic
Media for Delivery Purposes, Investment Company Act Release No. 21399 (Oct. 6, 1995) [60 FR
53458 (Oct. 13,Mel®i9ab )9 qFi EReelceasoend)c (providing Con

electronic media to deliver information to investors, with a focus on electronic delivery of prospectuses,

annual reports, and proxy solicitation materials); Use of Electronic Media by Bb@eders, Transfer

Agents, and Investment Advisers for Delivery of Information, Investment Company Act Release No.

21945 (May 9, 1996) [61 FR 24644 (May 15, 1996)]
Electronic Media, Investment Company Act Release2d4d26 (Apr. 28, 2000) [65 FR 25843 (May 4,

2000)] (nElectronic Media 2000 Releaseod).
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of fund disclosure materials typically receive an email that contains a link to where the
materials are available oné.

For those shareholders who have not elected to receive shareholder reports
electronically, finds currently may rely on rule 3@&o satisfy shareholder report
transmission requirement$.a fund chooses to rely dhis rule a shareholdetoes not
receive paper shareholder reports directly, but insteaelves papenotices that a
shareholder report is available at an identified website adtfrBismethelessfunds relying
on rule 30€3 are required to deliver a paper cayfya shareholder repor tiny person
requesting such a copy, and a fund may no longer rely on rui@ @@td respect to any
shareholdewho has notifiedhe fund (or relevant financial intermediary) that the shareholder
wishes to receive paper copiessbfreholdereports.

Thecosts of delivering prospectuses and shareholder reports, including printing and
mailing costs and processing fees, are generally fund expenses borne by shareholders.

2. Developments Supporting Layered Disclosure Approach to Fund
Shareholder Reports.

TheConmi ssi onds proposed | ayered disclosure
builds on decades of experience with layered fund disclosure, as well as the confluence of two

other disclosurgelated developments that we believe support further reliandesarse of

28 Seecurrent rule 306 [17 CFR 270.308]; Rule 30e3 Adopting Releasesuprafootnote20.
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layered disclosufe the growing length and complexity of shareholder reports over time, and

the internetdés increasingly important rol e i
The Commi ssionds rul es per misbdhirecagnizehe use

i nvestorsd preferences for concise and engag

additional information that may be of interest to some investors is available through a layered

approach to disclosuf@These rules generally pait funds to provide summary prospectuses

to investors that i-imendlyjundfoematiorsthatickeaytdanned and u

i nvest ment de detalaednformationthattmiay benaf mterest to some

investors available onlin€.We believe hat these initiatives have benefitted investors, and we

estimate that approximately 92% of funds use summary prospettdgesCommission has

not previously taken comprehensive steps to

shareholder reportg.

Fundsd sharehol der reports generally have
years. This trend has several sources. The C
2 Seesuprafootnotesl0-11 and accompanying texdge alsovariable Contract Summary Prospectus

Adopting Releasesuprafootnote9.

30 See2009 Summary Prospectus Adopting Releasprafootnote9, at section I. The vast majoriof
funds provide: (1) a summary prospectus to investors in connection with their initial investment
decision; and (2) mordetailed information that may be of interest to some investors, which is available
online in the form afmdt Ife afif ®etmaetndt @ofy Apido s p ®@atall s d n

s SeeProposing Releassuprafootnote8, at n.81 and accompanying text. We estimate that as o
December 31, 2021, approximate28 of mutual funds and ETFs use a summary prospectus. This
estimate is based on data on the number of mutual funds and ETFs that filed a summary prospectus in
2021 in EDGAR (10,876) artttes t a f f 6 s e s t humbetogenead fundshireludig & TFa, |
registered on Form A (11,840.

82 SeeProposing Releassyuprafootnote8, at n.83 and accompanyitgxt (noting that the Commission
has, however, adopted rules that permit streamlin:
shareholder reports).
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additional information over the past several decades, and funds commonlakitiyrbvide
additional information beyond that which is required, including information about general
economic conditions, fund performance, and services provided to shareRditeesability
to include multiple series, and multiple share classes of ®tes, in a single report also
i ncreases these reportsdé |l ength and compl exi
report is approximatel§34 pages long, and the average sammual report i4 16 pages
long3* The length can vary substantialhgwever. Staff has observed annual reports ranging
in length from16 pages to more thah000pages. Most reports thatebetweer22 and 45
pages long tend to cover a single seftes.

These trends have been accompanied by internet technology that hagerbtui
evolve, investorsod increased access to the i
recognize the role of the internet in providing disclosure materials and other information to
investors®® For example, in 2021, approximately 95% of householdsroyvmutual funds
had internet access, while only 68% of these households had internet access’{rFaaer
advances in technology, including increasing use of mobile devices to access information, can
make it even easier for funds and intermedianesimmunicate with investors and to provide

interactive or customizable information. We understand that funds continue to explore

33 See idat nn.8486 and accompanying text.

34 These figures are based on a 2020 staff review thatdiedla sample of reports from large, rsided,
and small funds that were available on fund websites.

3% See id.

36 SeeProposing Releassuprafootnote8, at nn.7578 and accompanying text.

87 Seelnvestment Company Institute, 2022 Investment Company Fact Book: A Review of Trends and

Activities in the Investment Company Indus(@022 ( i202 2 | Cdvaildblaatt Booko) ,
https://www.ici.org/syste/files/202205/2022_factbook.pdf, at Figure 7.16.
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additional ways to use technology to communicate with inve&tdgainst this backdrop, the
Commission has recognized thatdemizing the manner in which funds and others make

information available to investors allows them to leverage the benefits of technology and

reduce fund costs while considering the needs and preferences of int&Smmtinued
improvements in presentingn f or mati on el ectronically, as we
growing comfort with the internet and electronic media as a means of accessing fund

information, have been integral in making the use of layered disclosure in the summary

prospectus context astess, and we believe these factors will similarly make layered

di sclosure an effective tool i n the context

3. Evidence of Investor Preferences Regarding Fund Disclosure

The Proposing Release discussed evidémawas availde to the Commission at the
time of the proposahowingthat investors generally prefer concise, layeredidsureThe
proposal considered feedback that the Commission received in response to a June 2018
request for comment seeking feedback onretailenst or s 6 experi ence with
and on ways to improve fund discfmthere (the

proposal, the Commission stated ttet Fund Investor Experience REGCO mme nt er s6 ov e

38 See, e.ginfra footnotes356-358 and accompanying paragraph.
39 SeeProposing Releassuprafootnote8, at n.79 and accompanying text.
40 SeeRequest for Comment on Fund Retail Investor Experience and Disclosure, Investment Company

Act Release No. 33113 (June 5, 2018) [83 FR 26891 (June11820] (Al nvest or Experi e
The comment letters on thevestor Experience RFEile No. S712-18) are available at
https://lwww.sec.gov/comments/42-18/s71218.htmThis feedback generally showed that retail

investors prefer concise, layered disal@sand feel overwhelmed by the volume of information they

currently receive, with some individual investors specifically addressing and supporting a more concise,
summary shareholder repoBeeProposing Releassuprafootnote8, at nn.2830 and accompanying

text.
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preference for summary disclosure is gi@tly consistent with other information the

Commission has receivéahrough investor testingonducted prior to the proposalrveys,

and other informatiomatherin@ that similarly indicates that investors strongly prefer

concise, layered disclosuteThe Comnmission also discussed feedback from investors

responding to the Fund Investor Experience RFC, as well as investors participating in certain
past quantitative and qualitative investor t
expressing preferems for the inclusion of more tables, charts, and graphs in fund disclosure

and supporting the conc éxistmgslareholddr @pgortsiasiteoe st or s
lengthy and complicated.

Feedback on investorsé preferences that t
ProposingReleasgeas consi stent with the Commi ssionods
preferences that the Proposing Release described, with the vast majority of individuals wh
commented on the proposal expressing support for the length, format, and content of the
proposed streamlined annual reg8industry commenters expressed support for the

proposed layered disclosure approcimdustry commentersimilarly supported thase of

4 Sedd. at n.31 and accompanying text.

42 Sedd. at n.3237 and accompanying text.

43 See infrafootnotes47-51 and accompanying text

44 See, e.gComment Letterof C& I nstitute (Dec. 30, 2020) (ACFA In
Comment Letter of Fidelity (J Matual FandDie@o?sFyrum A Fi de |

Comment Letter.
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streamlined shareholder documents and reducing the length and complexity of information
shareholders receive, ultimaté@adingto an improved overall investor experieriée.

Comments from individual investors similarly suggested that the propbaeshslder
report approach was in line with their preferences in terms of the length of material and
content areas that investors find to be useful to monitor fund investrfiertislp market
participants understand the proposed shareholder report, thi€sion published a
hypothetical annual report to illustrate what a more concise, tailored shareholder report could
look like, as well as a feedback flier that investors could use to provide their views on the
hypothetical report® The Commission receivededback flier responsém individual
investors as well as academics. Ofiegpondents who answered the feedback flier question,
AOverall, would the sample sharehol der repor
i nvest thevast mapityesponedpositively?” The vast majorityf respondents who
answered a question in the feedback flier about the length of the hypothetical report responded

that the | ength was fAabout right. o

One comment lettaalsoincluded data thahis commenter had compiled about

i ndi vidual investorsd preferences as express
45 SeeSIFMA Comment Lettersee als6Comment Letter of Teachers Insurance and Annuity Association
of America (Jan. 4, 2021) (ATI AA Comment Lettero)
(AFS I nvest ments Comment Lettero).
46 SeeProposing Releassuprafootnote8, Appendi x A (AHypothetical Strea

available athttps://www.sec.gov/files/final_2020_im_anmsdlareholder%?20report.pdf and Appendix
B hfa®$ ehol der Re p oavailabk atrtpsbBhawwlsec §dv/rules/ptoposed/2026/im
shareholdereportff.html.

47 Commenters also expressed views about the relative usefulness of the different proposed content areas
as illustrated in the hypothetl report, and these comments are described in more detail in section
II.LA.2 infra.
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feedback flier that the Commission publisH&@his commenter engaged a market research
firm to providethe feedback flier to 2,000+ nual fund and/or ETF investors and to collate
responsefrom these investoryhe commenter reported that, based on this analysis, 91% of
respondents said that the hypothetical streamlined annual andusenail reports would be
useful in monitoring theirund investment®’ This analysis found that 78% of respondents
said that the | ength was fAabout right, o wi
saying that the | ength was Atoo short. o

In addition to feedback flier responses, the Commission also received traditional
comment letters from individuals, who similarly expressexhdsupport for the proposed
approach to fund sharehol der reportnuch One
better than wHRSeveraMiewide atatesl that they supported the proposed

streamlined sharehol der report, with one ¢

information and would be more useful to investors than the current aenpabPt @ne 0

48 Comment Letter of Broadridge Financial Solutions, Inc..(Jad , 2021) (fAiBroadridge

49 The Broadridge Comment Letter stated, fHalf of
SECb6s hypothetical streamlined annual sharehol der
semiannualrport . 06 The Commi ssion only published a hypot

not also publish a hypothetical searinual report. The hypothetical seaminual report prototype that
Broadridge included in its comment letter appears to have bedrdi®aBroadridge, based on the
hypothetical annual report that the Commission published.

50 Comment Letter of James J. Angel (Jan. 6, 2021)

51 Comment Letter of Lisa Barker (sdealscComBetletedd@1) ( fiBal

Ryan O6Malley (Dec. 29, 2021) (AO6Malley Comment

sharehol der report.o); Comment Letter of Tom Ri kel

support the streamlined shareholder report propogake alsctComment Letter of Mo Abdullah (Oct.
7, 2022) (AAbdul [ & prdpasedrsleamholder regott ssemd ke the right mix of
informationo ) .
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i ndividual, however, e x ptopashtsganspardntyglain Bngliishr e s h

and brevity?of disclosure. o
The Commi ssion al so recei vedandviewsdback on

through qualitative investanterviewsand astudy on performance benchmathkat the

Co mmi s Office of the Investor Advocate i Ol Al&igied t he A Ol AD Benchm

St u P¥Thejualitativeinterviewsaimed to generate hypotheses atmautain contenéreas

in a fund shareholder report that yrauseconfusion andead toimpediments to investor

understanithg of key informationT hese i nterviews focused in pa

understanding of fund performandisclosureasdisplayed in connection with brodmased
and narrow performance fighmark indexes. The objective of the qualitative interviews was
to provide background for a more extensive quantitative experimental study. In addition,
OIAD recommended additional research devoted to certain other issues that arose during the
qualitativeinterviews, includingexploring ways of explaining share classes to investors,
the extent that share classes are a necessary component of fund distosures.

Following the qualitative interviews, OIAD conducted a stodythe impact of fund
performance benchmarks on investor decisi@aking. This research examined market data
and the results of a large behavioral experinsantpling a general populatidio, understand
how fund companies employ benchmarks and malividualsrespond to the presentation of

benchmarks. Th®IAD Benchmark Studywhichis discussed in more det&ielow, analyze

52 Comment Letter of David Marl boro (Dec. 20, 2020)

53 SeeAlycia Chin, Jonathan Cook, Jay Dh&teven Nashand Brian SchollHow Do Consumers
Understand Investment Quality? The Role of Performance Benchr@dfice of the Investor Advocate
Working Pape0220 1 ( fi C h i, available athttpsl//wwav)sec.gov/files/performance
benchmarks202201.pdf

54 See idat AppendixB; see alsaliscussion on fund share classes as setitidri.b infra.
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i ndi v resbanadtodhénchmarkancludinghowindividualsrespond to benchmarks that

outperform and underperform the funddaxamine whether there is a differential impact in

performance graphsd use of broad versus nartr
Each of these avenueffering evidence of investor preferences and behaviors in

response to fund disclosure haspvi ded i mportant context and s

approacho fund shareholder reportStaff will evaluate investor preferences and behaviors as

they evolve in the futurencluding through mechanisms such as investor testing and investor

surveyswhere appropriaté¢aking into accountelevant developments in connection wfitind

practices, investorsod prefer enmoemectionvite f und

any future regulatory initiatives

4. Investment Company Advertisements, andevelopments Affecting
Fund Marketing Practices

Many registered investment companies and business development companies
(ABDCso0) prepare advertising materials, whic
magazines, radio, television, direct mail advertisdsdact sheets, newsletters, and on
various wekbased platforms. These advertising materials are subject to certain requirements
under Commission rules. The primary Commission rules addressing investment company
advertising include rules 482 and 433 unither Securities Act, rule 34b under the
l nvest ment Company Act, and rule 156 wunder t

company advertising rulesod in this release r
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Rule 482 establishes certain content, legend, and fiiggirements for investment

company advertisemertsMany of the rul eds content requir

that include performance data of certain types of funds, including mutual funds, ETFs,

insurance company separate accowegssterecasun i t i nvest mendndtrusts (

money market fund®

Rule 34b1 applies to supplemental sales literatfive, sales literature that is preceded

or accompanied by a prospectbg)any registered opeand company, UIT, or registered

faceamount certificate companiRule 34b1 includes many of the same requirements as rule

482, including the same performanedated requirements,

Rule 156states that Wwether or not a particulaedcription, representation, illustration,

or other statement involving a material fact is misleading depends on evaluation of the context

in which it is madeThe rule discusses several pertinent factors that should be weaighed i

consideringvhether a partular statement involving a materfalct is or might be misleading

in investment company sales literaturecluding rule 482 advertisements and supplemental

sales literaturé® Rule 156 applies to sales literature used by any person to offer to sell or

55

56

57

58

Investment company advertisements typically are prospectuses for purposes of the Securities Act. Rule

482 provides a framework in which investment comp:
prospectuseso that mapsitmanlcedeo fi whoercmatiisomothe ncl
or summary prospectuSeeProposing Releassuprafootnote8, at n.653654 and accompging text.

Instead of relying on rule 482, registered clesed funds and BDCs may use free writing prospectuses

in accordance with rule 433 and certain other Commission rules for advertising pu§eesatat

nn.656676 and accompanying text.

Seeid. at Nnn.655666.

See idat nn.659661 and accompanying text. The Commission adopted ruld 3dlnelp prevent
performance claims in supplemental sales literature from being misleading and to promote
comparability and uniformity among supplementdks literature and rule 482 advertisements.

See idat n.662663 and accompanying text.
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induce the sale of securities of any investment company, including registered investment
companies and BDCs.

Separately, rules issued by FINRA regul at
public provide an important source of advertising requirements addrgeé for investment
companies, as underwriters and/or distributors of investment company shares are commonly
FINRA members$?FINRArule2 210, f@dACommunications with the
general and specific standards for communications with the giblic

In recent years, investment companies increasingly have been marketing themselves
on the basis of cost in an effort to attract investeos.instance, we have observed some
funds cal l i ngxpéesms eelxopeesnisieecoo of un d sheirloowr e mp h as
expense ratios, despite the fact that investorsineay other investment costs Comments
that the Commission received on twposing Releasei mi | ar |l y recogni zed ¥

some funds to market their investment products based onclaime e or ®nho fees. 0

59 FINRA is a selfregulatory organization composed of brokers and dealers registered under the Exchange
Act.

60 Non-money market fund opem n d  fretail dosdnications and correspondence (as defined in
FINRA rule 22105see infrafootnote 515Yhat include performance information also must include fee
and expense information that includes: (1) the f ul
fund operahg expense ratio, gross of any fee waivers or expense reimbursemgmagoing annual
fees). These fundsb6é standardi zed performance i nfol
expense ratio also must be set forth prominently. FINRA2RIO(d)(5).In addition, FINRA rule 2210
applies to the retail communications of BDGgeFINRA Rule 2210 Interpretative Guidance at C.1,
available athttps://www.finra.org/ruleguidance/guidance/fags/advertisiregulation#b2 (responding,
in part, thafirms must file with FINRA retail communications concerning BDCs that are registered
under the Securities Act).

61 A funddbs expense ratio is the figure in its prosp:
operating expenses, expressed aSeealsdrppesingRelease,of t he
suprafootnote8, at section Il.H.1.c (discussing costs that the expense ratio does not reflect).

62 SeeCFA Institute Comment Lettesee alsdComment Letter of the Consumer Federation of Acze
(Jan. 4, 2021) (AConsumer Federation of America

||
accompany funds being Aincreasingly marketed on t|
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Investors may incucertaincosts and feethat despi te providing revent
and its affiliates (or other parties), are dokct costs of investing in a fund and so are not
refl ected i n a,arfdbenctbi@ snaydelgse trassgarent artcleaoto certain
investor*Addi tionally, a fund may appear to be a
waiving fees or reimbursing expenses for a period of time, but the fund will incur fees and
expenses oncedharrangement expires. In these and other cases, we are concerned that,
absent appropriate explanations or limitations, investors may believe incorrectly that there are
no expenses associated with investing in the fund.

While investment compangdvertising rules currently place limits on how a fund may
present its performance to promote comparability and prevent potentially misleading
advertisementghese rules generally do not prescribe the presentations of fees and expenses
in advertisementotaddress similar concerns about comparability or potentially misleading

information®* Addressing fee comparability in fund advertisements is critical both in light of

63 For example, an investor may incur intermediary costs, such as wrap fees thaistor ipays to the
sponsor of a wrap fee program (which may be the f
brokerage services, administrative expenses, or other fees and experSE Division of
Examinations, Observations from Examioas of Investment Advisers Managing Client Accounts
That Participate in Wrap Fee Programs (July 21, 2G28Hjjable athttps://www.sec.gov/files/wrap
feeprogramsrisk-alert_0.pdf All staff statements represent the views of the staff. They are nag,a rul
regulation, or statement of the Commission. The Commission has neither approved nor disapproved
their content. These staff statements, like all staff statements, have no legal force or effect: they do not
alter or amend applicable law, and they createew or additional obligations for any persés.
another example, investment company advertisements that advertise low investment costs, based solely
on a fundbés prospectus fee table, might not refl e
supplementing a traditional managementded/or may affect the returns an investor experiefegs
intermediary costsseeProposing Releassuprafootnote8, at paragraph accompanying n.685.

64 Commission rules require a fund to disclose maximum sales loads in some advertisements, and FINRA

rules also limit how a fund advertisement may describe investment costs in some respects, but these
limitations currently apply only to a subset of fund advertisem&e&Proposing Releassupra
footnote8, at section 11.H.2.
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current trends in fund marketing and because of the significantéomgeffects thatund fees
and expenses can have on investment returns.

B. Overview of the Final Rules
1. Final Rul es6 Principal El ement s

The finalrulesconsist of the following principal elements:

1 Shareholder RepasfTailored to the Needs of Ret&hareholdersUnderthe new
framework, shareholders will receive concise and visually engaging annual and semi
annualreports designed to highlight information that we believe is particularly important
for retail shareholders to assess and monitor their fund investmemsoga@ng basis.
This informationwill included among other things fund expenses, performance, and
portfolio holdings.Funds will have the flexibility to make electronic versions of their
shareholder reports more uggendly and interactiveln addition,funds will be required
to tag the information in their shareholder reports using Inline XBRL structured data
language.

1 Availability of Additional Information on Form48SR and Onlineinformation
that maybemorerelevantto financial professionalsndother investors who desire more
in-depth informatiorwill be made available onlirenddelivered free of charge in paper or
electronically upon requesthis information also will béled on a semannual basis
with the Commission on Form-RSR. This infoemation includs, for example, the
schedule of investments and other financial statement elerSéat®holder reports will
contain cover page legends directing investors to websites containing this information
Accessibilityrelated requirements that weeadopting will help ensure that investors can

easily reach and navigate the information that appears online.
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1 Amendments to Scope of Rule-3Ge Exclude Funds Registered on ForriA
To ensure that all fund investors will experience the anticipateefiteaf the new
tailored shareholder reportsevare amending the scope of rule-30® excludeoperend
funds This amendmergnsures shareholdarsopenrend fundswill directly receive the
new tailored annual and sesmnual reportseither in paper io(if the shareholder has so
elected) electronicall$? This changereflects he Commi ssi onds conti nui n
improve the ways investors receifumd disclosureWe believe that this approach
representsammr e ef fecti ve me an dilitytd acdkesspndosefundg i nves:
information, and of reducing expenses associated with printing and mailing, than
continuing to permit opeend funds to rely on rule 3¢
1 Fee and Expense Informationlimvestment Compardvertisementg=inally, weare
adoping amendments that are designed to respond to developments that we have observed in
investment compangdvertising. Theeamendmentsequire thapresentations of investment
company fees and expenses in advertisements and sales liteeatansistent with relevant
prospectus fee table presentations lamckasonably currenTheseadvertising rule
amendments affect all registered investment compadBDC advertisementhat include
fee and expense figures, and where the investment corppesgnts total annual expense
figures in their prospectuses. The amendments thereforetlimited toopenendfund
advertisementsl’he amendments also address representatidee®iind expensésatcould

bemateriallymisleading.

65 See infrafootnote618and accompanying text (discussing increasedelavery requests since the

beginning of the COVIBL9 pandemic).
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2. Other Aspects of Poposal

After considering comments, vege not taking final action ageveral aspects of the
proposal at this time: (1) proposed new rule 498B, which would have provided a new
alternativeapproach to satisfy prospectus delivery requirements for existimbifivestors;
and(2pr oposed amendment s andresk discloswles 6 pr ospect us

ProposedRule498B

In lieu of providing annual prospectus updates to existing fund investors, proposed
rule 498B would have provided an alternative approach to kesp thvestors informed
about their fund investments and updates to their funds that occur year oVi8eder this
proposed rule, new investors wolldvereceivel a fund prospectus in connection with their
initial investment in a fund, as they currgntlo, but fundsould have opted into an
alternative approach under which they wonitd deliver annual prospectus updates to
investors thereafté’. The proposed layered disclosure framework would indtead relied
on the shareholder rep@mdtimely notifications to shareholdeto keep investors informed
about their fund investments.

While some commenters generally supported proposed rule 498B, most commenters,

even those who supported the proposed rule, suggested fairly significant modifitéions.

66 SeeProposing Releassuprafootnote8, at section Il.F.

67 Seesection 5(b)(2) of the Securities Act [15 U.S.C. 77e(b)(2)] (generally requiring that a fund or
financial intermediary eliver a prospectus to an investor in connectionwjphu r c hase of the f u
securities)Because section 5(b)(2) requires funds to deliver a prospectus to an investor purchasing
shares, including existing shareholders who purchase additional shadssgémerally provide annual
updates of prospectuses to all shareholders.

68 See,e . Comment Letter of T. Rowe Price Associates,
Lettero); Comment Letter of BetteCorvmaarktetlset tlenrca)
(each commenter expressing support for adopting the rule as promesed)so, e.gComment Letter
of the I nvestment Company Institute (Dec. 21, 202
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number of commenters directly opposed the proposed¥8lemeof thesecommenters
expressed concern that existing investors would not continue to receive an updated prospectus
annually’® Many other opposingommenters also expressed concern about tpoped
requirement to deliver notices of material fund chari§&ther commenters suggested that
the proposed new approach to satisfying prospectus delivery obligations could increase the
possibility of shareholder litigation (for example, if failing tandea material change notioe
not correctly tracking existing investarsuld result in prospectus delivery obligations not
being satisfiedy?

| mproving the fund disclosure frameworKk
disclosure continues to be an imgamit priority for the Commission, adoes theconsideation
of how to best help investors make informed investment decisions and monitor their fund
investmentsin light of the comments received, which we believe raise issues that merit

further consideratin, we are not adopting rule 498B at this time.

Letter; Comment Letter of Tomand Mary (Alg2 , 2020) (ATom and Mary Comme

commenter suggesting modifications to the proposed rule).

69 See,e. Comment Letter of Charles Schwab I nvestment
Schwab Comment Lettero); TIAA Comment Letter.
70 See, e.g TIAA Comment Letter; Consumer Federation of America Il Comment Letter; Broadridge

Comment Letter (discussing data this commenter

showing that 88% of surveyddanmuast prosprrefusr dieh

n See,e.yy Comment Letter of Dechert LLP (Jan. 4, 2021)
Letter; Comment Letter of Stradley Ronon Stevens «
Comment Lettertoe)r; odo ninheentValnegguar d Gr oup, Il nc. (Dec
Comment Lettero); SIFMA Comment Letter; Fidelity

72 See,e.. Dechert Comment Letter; Comment Letter of
Austin Comment Lettero); Comment Letter of the

2021) (ACenter for Capital Mar kets Competitivenes:
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Proposed Amendments to Fundsd Prospectus
The Commissii proposed amendments to fundsdé pro
to provide greater clarity and more consistent information regafdintfeesandexpenses.
The proposal would have replaced the existing
statutory prospectuses with a simplified fee summamyg the Commission also proposed to
simplify the fee example that currently appears in fudd p r o s'3eedull, existing fee
table would be moved to the statutory prospectus under the proposal, for use by investors
seeking additional details about fund fé&Binally, the proposal would have replaced certain
terms in the current fee tabhth terms that were designed todmsier to understand by most
investors’®
Commaents on the proposed fee summary, simplified example, and proposed new fee
terminologywere mixed Some agreed that investors could benefit from simplified prospectus
feedisclosures and generally supported the proposed appfo@etieracommenters
howeveropposed the inclusion of the fee summary and noted that having multiple different
fee presentationsould be confusing for investors and would be burdensome for fliAds.

number of commenters opposed many of the proposed new terms, stating that they would not

I SeeProposing Releassuprafootnote8, at sections II.H.14e.

74 See idat sections II.H.14z.

s See idat section II.H.1.f.

76 Comment_etterof Morningstar Inc. (Jan. 4, 2020)f Mor ni ngst ar Comment Lettero
of Consumer Federation of America (Dec 15, 2020) ¢

Letter o).

L See, e.g.SIFMA Comment Letter; Dechert Comment Letter; F&Biments Comment Letter.
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further investor comprehension and could be more confusing than the currenf®oms

commenters also recommended that the Commission should verify the befribfits

proposed approach through additional investor tesfing.

The proposal also included a new approach to disclosing acquired fund fee and

e x penses OCirranByFall egistered investment companies that invest in other

i acqbunds eod i ryBDCsahd pmivate funds that would be investment companies but

for sections 3(c)(1) or 3(c)(7) of the Investment Company distlose AFFEN their

prospectus feetabléSAFFE shows the investifagaidundods prc

expenses of any uadying funds.Under the proposal, a fund that invests less than 10% of the

value of its total fund assets in other funds could disclose AFFE in a footnote to the fee table,

instead of including AFFE as a fee table line item (which is included as a combjpdiiee

f un d o s-linb angotngamnual operating expensése proposed new approach to AFFE

disclosure was designednmaintain the benefits of transparent AFFE disclosure and to

provide more consistent disclosure of information related to indiosts®?

Commenters expressed varying concerns about the propésétapproach. A

number ofcommentersuggested that the proposed approach to AFFE disclosure would

78

79

80

81

82

See, e.g.ICl Comment Letter; SIFMA Comment Letter; CFA Institute Comment Letter; Charles
Schwab Comment Letter; Comment Letter of Dimensi ol
Comment Lettero).

See, e.g.ConsumefFederation of America Il Comment Letter; ICI Comment Letter; Dechert Comment
Letter.

SeeProposing Releassuprafootnote8, at section II.HL.g.
See idat nn.604605 and accompanying text.

See idat nn.608614, and accompanying and following paragraphs.
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decrease tr ans p a® Thesecpmneehtersurgeddne GommiBsoIEto retain

thecurrent approach to provide investors full

expensesSome members of the fund industygnerally supported the changes, although

some requested that the proposal be significantly broadened, including sugdestarme

BDCs out from the defini®ion of fAacquired fu
Helping investors more readily understand fund fees and expsraegnportant

priority of the Commissionn light of the comments received, which we believe raise issues

that meritfurther consideration, we are not adoptinggheposed changes at this time.
Proposed Amendments to Fundsd Prospectus
The Commissin al so proposed amendments to funds

requirements that were designed to help investoossr e readi |l y under st and

risks® These amendments would have adsieecificity to the existing requirement that

funds must disclose principal risks in their prospectuses. The proposed amendments clarified

that a Aprincti pwd wl d iplkades maree tthtean 10% of 1

83 See, e.g.Consumer Federation of America Il Comment Letter; Barker Comment Letter; Morningstar
Comment Letter; Comment Letterdfom Wi | | i ams ( Aug. 6, 2020) (AWl
84 See, e.g.Comment Letter of the Small Business Investor Alliance (Dec. 4, 2020); Comment Letter of

the Coalition for Business Development (Jan. 4, 2021); ICI Comment L sgterlso, e.gFinalReport

on 2018 SEC GovernmeBusiness Forum on Small Business Capital Formation (June 20/&9gble

at https://www.sec.gov/info/smallbus/gbfor37.ddiscussing, among other things, forum

recommendations on BDCs and AFFE. The SEC conducts the GoverBosness Forum on Small

Business Capital Formation annually. The recommendations contained in this report are solely the
responsibility of Forum participants from outside the SEC, who were responsible for developing them.

The recommendations are not erskd or modified by the SEC and do not necessarily reflect the views

of the SEC, its Commissioners or any of the SECO®6s

85 SeeProposing Releassuprafootnote8, at section 11.H.2.
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reasonably |ikely to occur in the future. Th
description of risks be brief and organized in order of importance.

While some commenters supportee proposed approach, most generally opposed
it.86 Commenters expressed concern about the perceived difficulty and subjectivity of
determining which risksurrently or in the futurewilp | ace more than 10% of
assets at risk, as well as orderiigk disclosure, and the potentalincreased liability for
funds associated with thfs.

Hel ping investors more readily understand
priority of the Commission. In light of the comments received, which we beliese issues

that merit further consideratipweare not adopting the proposed risk disclosure amendments

at this time.
. DISCUSSION
A. Annual Reports

In order to effectuate the new streamlined shareholder reports foeaddnnds, e

areadoptingsubstantialf as proposedew Item 27A td=orm N-1A to specify the desigand

86 See, e.g.Consumer Federation of America Il Comment Letter; Comment Letter of NASAA (Jan. 4,
2021) (ANASAA Comment Letter o); CdnRefermEdudaton t er of
Fund (Jan. 4, 2021) (AAFREF Comment Lettero) (eacl
contralCl Comment Letter; Sidley Austin Comment Letter; Dechert Comment Letter; Comment Letter
of John Hancock (Jark. CohmnmeM21l)Le(tftealn Hemcd expr e
opposition).

87 See, e.g.Sidley Austin Comment Letter; Comment Letter of Federated Hermes (Jan. 4, 2021)
(AFederated Her mes Comment Lettero).
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cont ent of andsemdnaudlremmsnWealso aremoving as proposedhe
provisions in ltem 27 ofurrentForm N-1A that relate to annual and searinual report&

The table beloveummarizes theontens that fundswill include in their annual
report® or, alternatively, that they will file oRorm NNCSRS in comparison to current
shareholder report disclosure requirem&hwhile thenewcontent requirements for
sharelblder reports thiaare transmitted in paper wdenerallybe the same as the
requirements for reports thate transmitted electronically (and that appedineror are
accessible through mobile elemtic devices), we are adoptiras proposednstructions that
address electronic presentation and are designed to provide flexibility to enhance the usability
of reports that appear online or on mobile devfes.

TABLEL: ANNUALREPORTCONTENTS

Current Description of Amendments NewRule and Discussed
Annual Form Below In
Shareholder Provisions
Report
Disclosure
(current Form
provision)
- Add new identifying information to thd|Iltem 27A(b) || Section
beginning of the annual report of Form N LA.2.11LA.2.a
1A
Expense examplg] | Retain in annual report i more Item 27A(c) ||Section
(Form N-1A Item || conciseform of Form N ILA.2.11LA.2.b
27(d)(1)) 1A
88 The final rules generally require funds to reorganize the ptats@m of currentlyrequired information.

To the extent that any of the amendments require funds to disclose new information other than is
required in section 30(e3uch changes are appropriate in the public interest for the reasons discussed
more fully in sectios 11.A.2 andll.B.1.

89 This release separatalyi scusses t he cont entannmua cppoitsbee ime@ant s f or f
sectionll.B.
% See infrasectionll.A.4
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Ma n a g e me ||Retain in annual report i more Item 27A(d) || Section
discussion of conciseform of Form N LA.2.11LA.2.c
fund 1A
performance
(AMDFPO)
(Form N-1A Item
27(b)(7))
- Add new fundstatisticssection to the ||Iltem 27A(e) || Section
annual report of Form N ILA.2.11LA.2.d
1A
Graphical Retain in anualreport ltem 27A(f) || Section
representation of of Form N LA.2.1LA.2.e
holdings 1A
(Form N-1A Item
27(d)(2))
- Add newmaterialfund changes sectiof|ltem 27A(g) || Section
to the annual report of Form N LA.2.11LA.2.f
1A
Changes in and ||Retain in annual report in summary ||Iltem 27A(h) ||Section
disagreements form of Form N ILA.2.11LA.2.g
with accountants 1A
(Form N-1A Item
27(b)(4)) The entirety of the currentisequired Item 8 of
disclosure would move teorm N-CSR || Form NCSR || Section
and would neetb be available online II.C.211.C.1.c
and deliveredin paper or electronic Rule 30e
format)upon request 1(b)(2) and
(b)3)
Statement Includeamore general reference to th| ltem 27A() Section
regarding the availability of additional fund of Form N ILA.2.11.LA.2.h
availability of informationin the annual report 1A

quarterly
portfolio
schedule proxy
voting policies
and procedures,
and proxy voting
record

(Form N-1A Item
27(d)(3)through
%))
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- Add provision allowing funds to Item 27A() Section
optionally disclose in their annual of Form N LA.2.11LA.2.]
reports how shareholders may revokq| 1A
their consent to householditig

Financial Move toForm NCSR Item 7(a) of ||Section
statements, Form NCSR [|II.C.1.1l.C.1.a
including Would needto be available online and
schedule of delivered(in paper or electronic formal| Rule 30e
investments upon request 1(b)(2) and
(Form N-1A Item (b)(3)
27(b)(1))
Financial Retain certain data points, but generg|Iltem 7(b) of ||Section
highlights move to Form NCSR Form NCSR ||Il.C.1C.1.b
(Form N-1A Item
27(b)(2)) Would needo be available online and
delivered(in paper or electronic forma|
upon request Rule30e
1(b)(2) and
(b)3)
Results of any Move toForm NCSR Item 9 of Section
shareholder votes Form N-CSR |[II.C.1ll.C.1.d
during the period || Would needo be available online and
(Rule 30e1(b)) delivered(in paper or electronic forma}|{ Rule 30e
upon request 1(b)(2) and
(b)3)
Remuneration Move toForm NCSR Item 10 of Section
paid to directors, Form N-CSR [|IIl.C.1.1I.C.1.e
officers, and Would needo be available online and
others delivered(in paper or electronic formal| Rule 30e
(Form N-1A Item ||upon request 1(b)(2) and
27(b)(3)) (b)(3)
Statement Move toForm NCSR Item 11 of Section
regarding the Form N-CSR ||II.C.1.1I.C.1.f
basis for the Would needo be available online and
boar dés delivered(in paper or electronic forma}|{ Rule 30e
of investment upon request 1(b)(2) and
advisory contract (b)(3)
ot AHouseholdingo permits funds to deliver a

shareholder report to investors who share the same address and meeditentagquirements in order

to avoid duplication of materials to investors who invest in funds through a variety of individual and

family accounts.
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(Form N-1A Item
27(d)(6)(i))

Management
information and
statement
regarding
availability of
additional
information
about fund
directors

(Form N-1A Item
27(b)(5)and (6))

Remove from shareholder reports, b
informationwould remaimavailable ina
f u n 8Ad which is availablenlineor

delivered upon request

Sectionll.D

Statement
regarding
liquidity risk
management
program

(Form N-1A Item

27(d)(6)(ii))

Remove from shareholder reports

Sectionll.D

Rule 30e3
disclosure, if
applicable
(Form N-1A Item
27(d)(7))

Remove from shareholder reports

Sectionll.E

Funds have
discretion to
provide other
information in
their shareholder
reports (e.g,
presi den

Disclosure in the annual repodre
restrictedto that which igequired or
permitted under Item 27A of Form-N
1A (other materials may accompany f
transmission of the report, so long thg
meet the prominence requirements fg

materials that accompany the report)

Instructiors 1
and 12to
ltem 27A(a)
of Form N
1A

Sectionll.A.1.c

1.

Amendments

a. SeriesScope

Scope ofAnnual Report Disclosure and Registrants Subject to

We are adoptingas proposedhe requirement that fusdnustprepare separate annual

repors for each series @ffund. As a resultunder the final rules fund shareholdewill

receive an annual report that address#g the series in whicthat shareholdes invested.
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Many mutual funds and ETFs are organized as single registrants with several series
(sometimes refertkto as portfoliosy? Currently, fund registrants may prepare a single
shareholder report that covers multiple seresthe Commissiostated in the Proposing
Release, w believe this approach contributes to the length and complexity of shareholder
repots 23 Because the length and complexity associated with +setlies shareholder reports
are inconsistent with our goal of creating concise shareholder report disclosure that
shareholdexcan more easily use to assess and mothitgrongoing fund investnrds, the
final rules willrequire fund registrants to prepare separate annual reports for each series of the
fund 2* We believea shareholder is more likely to read a shareholder report targeted to that
sharehol der 6 s f u nsdriesarsporthap rpay alse dovet aonunaber wfother |
funds.

Most commenters supportedgiproposed requiremengtating thatt would

significantly reduce the length of the report and make it easier for shareholders to rfavigate.

92 SeeProposing Releassuprafootnote8, at nn.108110 and accompanying text (noting that each series
has its own investment objectives, policies and restrictions and that the Federal securities laws and
Commission rules often treat each series aparate fund).

93 SeeProposing Releassyuprafootnote8, at text accompanying n.111 (providing examples of how the
current presentation of multgseries within a single shareholder report may confuse sharehosders);
also supraat text accompanyinfpotnotes8 and?29.

94 Seelnstruction 4 to Item 27A(a)f amended Form NA. As proposed, fund registrants could continue
to include multiple shareholder reports that cover different series in a BioigieN-CSR report filed
on EDGAR under the final rules.

95 See, e.g.CFA Institute Comment Lettekorningstar Comment Letter; NASAA Comment Letter;
Comment Letter of Prof. W lliam A. Jacobson, Cor n¢
School Comment Lett er éepalsdildamehtétatter 6f ®onnetey Einarcialt t er ;
Solutions (Dec.@, 2020) (ADFI N Comment Lettero) (supporti:
the Commission were to allow certain series to be bundled into a single shareholder report, the
Commission should at a minimum require all information for each series appether to eliminate
the need for a shareholder to navigate the entire report to review all the information on a single series).
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Some commenters, however, urged the Commissioaribnue toallow fund complexes to

bundlethe shareholder reports cértaintypesof funds together in one report, in selected

circumstance®® For examplethesecommenters urgethe Commission to allowuhds with

similar investment strategies to be bundled in the same report, such as target date funds, target

risk funds, state tax exempt funds, and money market fllin@ése commenters argued that

shareholders would benefit from seeother investment opns that are available to them

within the complexAdditionally, some of these commenters stated that, because disclosures

related to funds with similar strategies and risk profiledy would be similar, allowing these

funds to be bundled together isiagle report wouldllow fund complexes to organize their

similarly-managed fundsfficiently into a single repot’ Some commenterikewiseargued

that fund complexeshould have further flexibility to bundle series as they see fit to allow

them to orgnize their reports efficientignd reducehe costsassociated with preparing

shareholder reporf8 Finally, somecommenters urged the Commission to allow insurance

companies providing shareholder reportadtders ofvariablecontractso provide combined

reports for thoseeriesavailable as investment options for a particutmiable contract®

These commenters statttht this practice would be consistent with rule 498 under the

Securities Act and arguehdat contract holders wouldhefit from receiving a single

96

97

98

99

See, e.gICI Comment Letter; SIFMA Comment Letter; Fidelity Comment Letter; T. Rowe Price
Comment Letter; Vanguard Conemt Letter; Comment Letter of Capital Research and Management

Company

(Jan.

4 )

2021)

(ACapital

Group

Comment

See, e.g.T. Rowe Price Comment Letter; SIFMA Comment Letter; John Hancock Comment Letter.

See, e.gVanguard Comment Letter; Capital Group Comment Letter; John Hancock Comment Letter.

See, e.gICI Comment Letter; SIFMA Comment Letter; Fidelity Comment Letter; John Hancock

Comment Letter.
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document that contains information regarding all of the investment options availaelethe
variablecontract'®

After considering these commenig continue to believa multiseries report is
inconsistent with our goal of creating concise shareholder report disclosure that shaseholder
can more easily use to assess and mothirongoing fund investmestFor exampleif the
report were to include information aboutiltiple seriesa shareholder that is invested in one
series of the registrant would need to spend more time searching through the report to find
disclosurerelatedtb h at s h anvestmentAddéionallg, even if there may be some
efficiencies gaiedfor fund complexe# bundling the reports of funds with similar
investment strategies, we believe those benefita@rpistifiedby the resulting inconsistency
inwhichsome funds s har ehol dewvouldibeburalled togethemit assingieaoep
while others would have individual shareholder reptts.

Furthermore, we believe that bundling funds with similar strategiek present an
increased risk of shareholder confusion. For instance, if two series included in the same
shareholder report were to have similar naraash as two taexempt fund®r two target
date funds where only the target date in the name difegs@ X YZ Tar get Ret i rem

Fundo versus AXYZ Tar ghete coRlehe a greateraiskthat204 5 Fun

100 SeelCl Comment Letter (stating that, while rule 498 prohibits the bundling of summary prospectuses
for different funds together, it provides an exception from this prohibition for funds that are all available
as investment options for a particular variabletract);seealsoJohn Hancock Comment Letter (also
stating that insurance companies that offer funds as investment options sometimes request that certain
reports be combined rather than separated into multiple reports).

101 See, e.gMorningstar Comment étter (also stating that the costs associated with creating separate
shareholder reports for each fund would not be significant because fund complexes would simply be
required to divide what is currently reported in one document into several smaller dtsxgee also
infra sectionlV.C.2.

38



shareholder would mistakenly review information that does not relatdht@at per sond s
investment.%? Because the shareholder report is desigoedsistexisting shareholdeis
monitoringtheir investmentsn an ongoing basisather than serving as a mechanism for
funds to provide shareholders information about other produetdjsagree with commenters
who suggested that bundling funds witmiéar strategies together in a single report, such as
target date funds, would be useful to invest8ts
Furthermore, wlave similatoncerna b out comment ®pesnit suggest
bundlingshareholder reportsf those funds that are available as innesit options
underlyingvariable contractsalthough this is permitted for summary prospectusethe
context of reports to existing shareholdet® use these reports to monitor their investments
on an ongoing bas{as opposed to prospective investmaking an initial investment
decision andvho are a key audience for summary prospectusessee little benefit to such
contract holders from allowing insurance companies to bundle together all the underlying
series, many of which the shareholders atémested in"° Contract holders seeking to shift
their investments to other available investment options may consgltdghet r act 6 s annu;

prospectus update, or for variable contract registrants that use a summary prospectus, the

102 SeeMorningstar Comment Letter.
103 SeeDFIN Comment Letter (noting that the cost of requiring only omeséo be included in a
sharehol der report is mitigated by the cost savi nq

statements from the shareholder rep@gl alsanfra sectionlV.C.2.

104 SeeVariable Contract Summary Prospectus Adopting Releagmafootnote9 at n. 16 (noting that
investment options offered by variable annuity contracts can be numerous, with some contracts offering
more than 250 investment options).
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appendix of investment tipns/portfolio companies that an updating summary prospectus is
required to includg®®

b. ClassScope

To reduce the complexity of discloswae well ado provide more tailored information
that i1 s specific to a sthafinatrble indeangesromtheyv e st me
from the proposalvill requirethatafund prepare anttansmit tothe shareholdea
shareholder repothatcovessthesingle class of a multiplelass fundn which the
shareholder investéd® We requestedomment a whether a shareholder report should be
limited to a single clas#\fter considering the comments received in response to this request,
among other factorsye believe that this requiremewill make it easier foshareholdesto
navigatethe shareholdeeport disclosure and understand how it applies to theirioterests
in thefund, as shareholdexnly will receive reports applicable to their share cfi$s
Although different share classes of a fund represent interests in the same investment, portfolio

and certain shareholder report disclosure will be the same for all cldssénat rules

105 Seeltem 18 of Form N3 [17 CFR239.17a and 274.11b]; Item 17 of ForrN17 CFR239.17b and
274.11c]; Item 18 of Form 6 [17 CFR239.17c and 274.11d].

106 Seelnstruction 4 to Item 27A(a) of amended ForrlN. To effectuate the requirement to prepare
separate shareholder repddseach share class, we are also adopting changes to: proposed Item
27A(b)(1) and (b)(2) (to identify on the cover page the class and exchange ticker symbol of the class to
which the shareholder report relatgpposed Item 27A(c), Instruction 1.(e) (elete the requirement
that a fund provide a separate line in the expense table for each class); proposed Item 27A(d),
I nstruction 13 (to clarify the requirements for m:
context of multiple class funds); apdoposed Item 27A(e) (to add an instruction providing that if a
fund includes a statistic that is calculated base
the statistic for the class of the fund to which the report relates, and to clatigy filnd may include
performancebased statistics only if the relevant class has at least one year of perforiBaedefra
section 1.A.2.

107 SeeProposing Releassuprafootnote 7, at section 11.B.1.
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recognizethatthere is significant disclosure that varies among share classes, such as expenses

and performance data.

Commenter@support for the proposal todludeallo f a funddsashare
singleshareholder report was mixed. Certaimmenters generally supported the pregobs
approachand stated thathareholders monitoring their investments may benefit from seeing
other cheaper classes that may alablel®® One of those commentersevertheless
suggested that it would be beneficial if a fund were to provide a brief description of share
class availability and investor eligibility requirements for each share'€fBther
commenters, however, sugtgdthat including all share classeghe tailored shareholder
reportcouldresult inlengthy and complegisclosure particularlywith theclassspecific
informationregarding fees and performance détt would be requirednder the proposat®
One commentesuggested that the Commissiauguire that a fundhow classspecific
information, such as information regarding expenses and performance data, for only the
fiprimaryo share clas$t! Anothercommenter observed thedme funds have many classes
many of whichthat are not available to most invest@sd suggested thdte Commission
limit the number of classes a fund may show in the annual régort

After considering thatatements of support as well as tbacerns raised by

commenters, we lva determined to require that a shareholder report cover a single class of a

108 See, e.g CFA Institute Comment Letter; ICl @ament LetterMorningstar Comment Letter.
109 SeeMorningstar Comment Letter.

110 SeeCapital Group Comment Lettesee alséfom and Mary Comment Letter.

11 SeeCapital Group Comment Letter.

112 SeeTom and Mary Comment Letter.
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multiple-class fundWe agreevith commenters thahcluding all share classes afmultiple
class funccouldresult inlengthy and complegisclosure particularly when a fund ka large
number of share class&s The length and complexity thatould result by including all
classes of multiple class funcdbwld make itmoredifficult for a shareholder to identify
information such as fees and performanttetmay differ based othe share class in which
the shareholder investeBurther, such lengthy and complex shareholder repanttd be
inconsistentvith our goal of creating concise shareholder report disclaaskareholdey
can more easily ugbe reportgo assess and mitor their ongoing fund investmesit

Instead of this approach, we considered adopting the approach a consuggested
in whichall share classesouldbe included in a shareholder repibthe fund wereto provide
additionaldisclosure about shareask availability and eligibilityta s si st wi t h a sha
understanding of share clas$&sHowever, this approach would not address the concern that
the inclusion of information about multiple share classes could redaligthy and complex
sharehter reportdisclosureghat would run counter to our goal of creating concise
shareholder report disclosu® Further, we believe that investors may benefit from having
classspecific shareholder reportsit may be difficult for some investors to iddgtor recall
the share class in whit¢hey had mvestedIncluding additional information about share class

eligibility would not necessarily help to addressdéconcers. In addition, providing

113 According to staff revievof filings received by the Commission on Forr¥N [17 CFR 274.101]
through March 14, 2022, the largest number of share classes reported by multiple class fund was 23
share classes.

114 SeeMorningstar Comment Letter.

115 SeeProposing Releassyuprafootnae 8, at 19;see alsdComment Letter of Frank Dalton (Jan. 3, 2021)
(AFrank Dalton Comment Letterodo) (suggesting that
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concise, plairEnglish disclosure about share class elijbcould be particularly
challenging. Based on staff experienoejuding multiple sharelassesn a shareholder
reportmaymake it more difficult for some retail shareholders to efficiently review
information relevant to theghae classeseven thosevith specializedknowledge about
investing in fundg1®

We recognize, however, that shareholdard other market participantsuld benefit
from information about the other share classes offered by a multiple class fund. To assist with
sharehaler®and other market participabtsnalysis of those share classas, final rules
will require website posting of fund documents that will endidse partieso obtain
information about thseother share classessily'!’ Furthet in a change from thgroposal
we are adoptingequirementgor funds to tag the shareholder report contents in a structured,
machinereadable data language, whighl make shareholder report disclosure, including
classspecific disclosure, more readily available and easibessible for aggregation,
comparison, filtering, and other analy$i Accordingly, we believe it is appropriate to limit a
shareholder report to one class of a multiple class $orghareholdersan more easily use

the reports tassess and monittreir ongoing fund investmesit

116 See, e.g., Updated Investor Bulletin: Mutual Fund ClasSES; Office of Investor Education and
Advocacy(updated Feb. 24, 20Pavailable athttps://www.investor.gov/introductien
investing/generatesources/newalerts/alertdulletins/investotbulletins61 (addressing common
guestions about fund share clags8eealso suprafootnote54 and accompanying tegdlescribing
recommendations for future research exploring ways of explaining share classes to investors)

117 Seeamended rule 30&; seealsoinfra section 11.C.2regarding the posting of information that funds
will file as ltems 711 of amended Form4€SR, such as fund financial statements and information
about changes in and disagreements with accountants

118 See infrasection II.H.
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https://www.investor.gov/introduction-investing/general-resources/news-alerts/alerts-bulletins/investor-bulletins-61%20(addressing%20common%20questions%20about%20fund%20share%20classes).%20All%20staff%20statements%20represent%20the%20views%20of%20the%20staff.%20They%20are%20not%20a%20rule,%20regulation,%20or%20statement%20of%20the%20Commission.%20The%20Commission%20has%20neither%20approved%20nor%20disapproved%20their%20content.%20These%20staff%20statements,%20like%20all%20staff%20statements,%20have%20no%20legal%20force%20or%20effect:%20they%20do%20not%20alter%20or%20amend%20applicable%20law,%20and%20they%20create%20no%20new%20or%20additional%20obligations%20for%20any%20person.%20See
https://www.investor.gov/introduction-investing/general-resources/news-alerts/alerts-bulletins/investor-bulletins-61%20(addressing%20common%20questions%20about%20fund%20share%20classes).%20All%20staff%20statements%20represent%20the%20views%20of%20the%20staff.%20They%20are%20not%20a%20rule,%20regulation,%20or%20statement%20of%20the%20Commission.%20The%20Commission%20has%20neither%20approved%20nor%20disapproved%20their%20content.%20These%20staff%20statements,%20like%20all%20staff%20statements,%20have%20no%20legal%20force%20or%20effect:%20they%20do%20not%20alter%20or%20amend%20applicable%20law,%20and%20they%20create%20no%20new%20or%20additional%20obligations%20for%20any%20person.%20See
https://www.investor.gov/introduction-investing/general-resources/news-alerts/alerts-bulletins/investor-bulletins-61%20(addressing%20common%20questions%20about%20fund%20share%20classes).%20All%20staff%20statements%20represent%20the%20views%20of%20the%20staff.%20They%20are%20not%20a%20rule,%20regulation,%20or%20statement%20of%20the%20Commission.%20The%20Commission%20has%20neither%20approved%20nor%20disapproved%20their%20content.%20These%20staff%20statements,%20like%20all%20staff%20statements,%20have%20no%20legal%20force%20or%20effect:%20they%20do%20not%20alter%20or%20amend%20applicable%20law,%20and%20they%20create%20no%20new%20or%20additional%20obligations%20for%20any%20person.%20See

C. Scopeof Content

As proposed, the final rudavill generallyallow a fund to include in its annual report
only the information that Item 27A of Form-MA specifically permits or requirés? We also
are adopting, as proposed, three additional
report. Firsti f a fundds particul ar cisclosuessotbences me
misleadingthefinal rules will allow a fund to add infomation to the report that is necessary
to make the required disclosure items not misleatfihBisclosure in response to this
provisiongenerallyshould be briefSecondas proposedf a required disclose is
inapplicable, the final rukewill permit the fund to omit the disclosurand a fungimilarly
maymodify a required legend or narrative information if the modified language contains
comparable information to what is otherwise requirédrinally, as proposedhe final rules

will not permit a fundo incorporate by reference any information into its annual régort.

119 Seelnstruction 3 to Item 27A(a) aimended-orm N-1A; see alsd’roposing Releassuprafootnote8,
at n.115 (noting that funds would have flexibility with respect to the use of online tools to assist
shareholders in understanding the contents of an annual regtosiptbears online or otherwise is
provided electronically).

120 Seelnstruction 2 to Item 27A aimended-orm N-1A (permitting a fund to include disclosure that is
required under 17 CFR 27020 (rule 8620 under the Investment Company Act)); ruleZburder
the Investment Company A€tpr ovi di ng, A[i]n addition to the inf:
included in a registration statement or report, there shall be added such further information, if any, as
may be necessary to make the required statemaritge light of the circumstances under which they
are made, n cstealstPrepbse@Releasaurgfootnote8, at paragraph accompgang
n.117 @iscussing, for example, that if a fund changed its investment policies or structure during or since
the period shown, the expense, performance, or holdings information that a fund must include in its
annual report may require additional distlire to render those presentations not misleading

121 Seelnstruction 7 to Item 27A(a) aimended-orm N-1A; see alsd’roposing Releassuprafootnote8,
at n.119 (discussing that a goal of this instruction wasdmote bettetailored disclosure).

122 Seelnstruction 5 to Item 27A(a)f amended-orm N-1A; see alsd’roposing Releassuprafootnotes,
at n.120.
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That is, a fund could not refer to information that is located in other disclosure documents in
order to satisfy the content requirements for an annual report.

Commenters generally supped the proposed requirement to limit the information
included in the shareholder repahdtheyagreed that this limitation woultelp focus
shareholder reports on the meatientissues tshareholder$?® One commentegxpressly
supported the proposal to allow funds to omit information from the required items that
inapplicable to the fund, and to modify required legends or narratives so It as
modificationcontains comparable information to what is requiféd.o provide funds with
additional flexibility, cme commentesuggested allowing funds to include supplemental
information reasonably related to the required content or includifigraestricted section of
the reportwherefundscanprovidediscretionary cormnt!?®

Comments on the proposptbhibitionon incorporation by reference in the
shareholder report were mixegbme commenters supported the proposed prohibifoon
example notingt would make it easier for shareholders to understand the refibdut

consulting additional sourcé® By contrastpthersopposed this prohibitiobased on

123 See, e.gICl Comment Letter; Consumer Federation of America Il Comment Letter; Morningstar
Comment Letter; NASAA Commetietter.

124 SeelCl Comment LetterBut seeMorningstar Comment Letter and Consumer Federation of America Il
Comment Letter (expressing concern that allowing funds to modify legends may lead to obscuring
important information and stressing the importance of maintaining consistency where possible in
section headers so that investors can more readily consume reports since they may receive multiple

reports).
125 SeeSidley Austin Comment Letter.
126 See, e.g.IClI Comment Letter; Morningstar Comment Letter; Consumer Federation of America Il

Comment Lette NASAA Comment Letter.
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concernghat it may lead in increased litigation risk Commentersought reassurance that
information that will now be submitted online on ForrO$R will still beconsidered part of

the fAtotal mix of informationodo asse'$Eed by

c

final rules are not intended to change court

We continue to believe thatlowing only the rquired or permitted information to
appear i n a f wihpgrdnete @msistenaylof infoematmm presented to
shareholders and allow retail shareholders to focus on information particularly helpful in
monitoring their investment in a furtd® As dscussed aboveh¢ final rules provide funds
with some flexibility to tailor the required informationtteeir unique characteristics®
Additionally, inthelimited circumstances in which it may be appropriate for a fund to provide
less omore informatio than whattem 27Arequires opermits, the final rules allow the
fundto omit information that is inapplicable to the fund andidd additional information to
make the required disclosure items not misleadivig believe that expanding the shareholder
report to include supplemental informatjdar examplen anfunrestricted section of the

report could lead to significant increases in the length of the document and would be

127 See, e.gCapital Group Comment LetteBtradley Ronon Comment Letter; Vanguard Comment Letter;
Dechert Comment Letter.

128 See, e.glCl Comment LetterDechert Comment Lette

129 SeeProposing Releassuprafootnote8, at text following n.116 (noting that this approach would also
encourage more impartial information by preventing funds from adding informatiomonly used in
marketing materials).

130 Sedd. at n.116 (noting that many of the instructions to each requirement in the shareholder report
provide some flexibility so that a fund can tailor its presentation of information to match how the fund
invests.For instance, a fund has the ability to select the categories that are reasonably designed to depict
clearly the types of a fundédés investments when
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inconsistent with our goal of focusing the report on the most salient information for
shareholders.
Although the final rulesvill only permit the inclusion of certain informationthe
annual reporand prohibit incorporation by referendendswill berequired tarefer
shareholders to the availability of certain additional website information near the end of the
report!3 Thefinal rules howeverwill 8 as proposedl permit fundso provide additional
information to shareholders in the same transmissdheshareholdereport so long ashe
shareholder reporis given greater prominence thanyother materialéncluded in the same
transmissionexcept for certain specified disclosure matefi#he disclosure materials that
are excepteahsrtpr dmi s eificde Summargpuospectuses, n t
statutory prospectuses, notices of the online availability of proxy materials, and other
shareholder report¥herefore, we believe that the final rules appropriately balance providing
fundswitht he fl exi bility to provide sharehol ders
unique characteristics, while maintaining a concise shareholder report that highlights the most
relevant information for shareholders and promotes comparability across funds.
Somecommenters suggestaddingcontentareago the shareholder reporthich

theysuggesteavould be useful for investors in monitoring their investmgéfitgirst, tvo

131 Seeltem 27A(i) ofamended=orm N-1A.

132 Seelnstruction 12 to Item 27A(a) olhmended~orm N-1A; see alsdProposing Releassuprafootnote
8, at text accompanying n.125 (explaining that@uenmission would consider a fund to satisfy the
figreater prominenceo requirement if, for exampl e,
documents that are provided together or, in the case of an electronic transmission, the email or other
message includes a direct link to the report or provides the report in full in the body of the message).

133 Seee.g, ICI Comment Letter; Federated Hermes Comment Letter; Comment Letter of the Independent
Trustees of the Morningstar Funds Trust (Oct. 2@, 20) ( AMor ni ngstar Trustees C
CFA Institute Comment Letter; Morningstar Comment Letter.
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commenters requested that funds be allowed to continue to include informationtcetated

tax character of distributions in the shareholder report to comply with certain IRS

requirements$3* These commenteessertedhat, absent relief from the IRS, funds would

have to make a separate mailing to shareholders disclosing teddted hformation:.

135

Severakcommenters also suggested that funds should be required to provide additienal risk

related informatiort®® Finally, one commenter suggested that funds should be required to

disclose how much the fund manager invests in the ¥/nd.

After considering commenter suggestions, we do not believe it is necessary to permit

or require any additionaonent areas ithe shareholder reparhder the final ruledirst, we

believe that this disclosure, unlike the other required content ardaes sifeamlined

sharehol der report,

fundds operat.i

and

not

as

perfor mance

directly

over t he

length and complexity to the shareholder repadditiondly, we do not believe it is

necessary tpermit funds to descrilte tax character of distributions in the shareholder

report because a fund could distill such+##kated disclosure in a manner that would meet

134

135

136

137

IClI Comment Letter; Federated Hermes Comment Letter.

IClI Comment Letter (explaining that the Internal Revenue Code requires regulated investment
companies, including funds, to report the tax character of certain distributions paid in written statements
delivered to shareholders. Although this requirement is satisfied through delivery of the Form 1099

DIV, certain shareholders do not receive thisrfol herefore, funds frequently choose to include this
disclosure in the shareholder report as a means of ensuring compliance with the reporting requirement).

Morningstar Comment Letter; Morningstar Trustees Comment Letter (urging the Commission to
shoten liquidity risk discussion and requizelditionaldiscussion of other risks if relevant, such as
derivatives risks and concentration risk); Angel Comment Letter (suggesting that a fund be required to

disclose its historical standard deviation of retems mp ar e d
returns as a uniform guantitative risk measure).

Morningstar Comment Letter.
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the final r ul e s 0 tatisgecgouif arfumdrdetarmiges thad such amformationd s
is relevant to the MDFRhe fund could consider including the relevant disclosure in the fund
statistics or MDFP sections of the shareholder report under the finatitidso, asthe final

rules do not alter the requirements for deliveangual prospectus updategjich include

i nformation about wede nofbelieve hialsomecessargto necquite r i s ks
funds to include additional ristelated informatiorn their shareholder reports® Similarly,

we do not believe it is necessary to require funds to include information regarding how much
the fund manager invests in the fund in the shareholder report because such information is
already di scl o saeddnaybe availdbke orf fund vaebsgasd SvA believe

that thisdisclosure would ndbe particularly salient teetail investos monitoring their
investmentg*°

d. Scope With Respect to Other Registrants

As proposed, the final annual repdigclosure rulesvill apply only to shareholder
reports for investment companies registered on ForbAN* Theamendments do not extend

to other investment companies such as clesetlfundsUITs, or operendmanaged

138 See infrasectionll.A.2.c.i (discussing the narrative MDFP disclosure requirements) and text
accompanyingnfra footnote263 (discussing the requirements fbe disclosing additional fund
statistics).

139 See suprdootnote67.

140 Seeltem 20(c) ofcurrent and amenddebrm N-1A; see alsaule 498(e) (requirements tnake certain

material® i ncl udi n g 0 avaifahlenod &veebsBeAfdr funds that use summary prospectuses in
reliance on rule 498)

141 These funds represent the vast majority of investment company assets under man&geniaink
sectionlV.B.1.
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investment companies not registered on ForbAN(.e., issuers of variable annuity contracts
registered on Form 18).

Several commenters suggested that the Commission should reevaluate consistency of
disclosure across all different fund typesy(,closedend funds antlITs, as well as open
end funds) beause the shareholders across fund types have similar informational needs and
would likely all benefit from a similar layered approach to disclostfre.

We agredhat disclosure consistency, and continuing to consider consistency in
informational needs amgrshareholderm different typesof investment companieare
important policy matters, and topics that the Commission and staff will continue to evaluate
In the past several yearegtCommissiomdopted changes to the disclosure framework for
closedked funds and variable contracts tailored
characteristics* Beforeconsideringany additionabr differentdisclosure amendmerfisr
closedend funds and variable contracts, we believe itis necessarmtd er st and f unds.
investor so etkeperew disslosare framewbskor closedend funds and variable
contractsand assed$eirimpact.

Some commenters also suggestet funds offered exclusively to other funds or
offered only b institutional investorbe exempt from the obligation to prepare shareholder
reportst** These commenteesgued that, because the shareholder report is oriented towards

retail shareholders, there is little benefit in requiring funds that are sold exclusitiedséo

142 Tom and Mary Comment Letter; Dechert Comment Letter; CFA Institute Comment Letter; Comment
Letter from Donald (Att oomnmeen)t (LCecttt.erld?),. 2020) ( AD¢
143 SeeVariable Contract Summary Prospectus Adopting Releageafootnote9; Securities Offering

Reform for CloseeEnd Invesinent Companies, Investment Company Act Release No. 33836 (Apr. 8,
2020) [ 85 FR 33290 -EndinFurnd Q@fof2dr)iljng ARCd fosred Adopt i

144 ICI Comment Letter; Fidelity Comment Letter; T. Rowe Price Comment Letter.
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investors tgreparetransmit and filethese reportsThese commenters suggested thath
fundsinsteadcould rely on the financial statements and other For@9IR requirementiled
with the Commissiomo keep institutional investors informed about their fund stivents

We do not believe that such an exemption is necessagpropriateCurrently
registeredunds offered exclusiVg to other fundsor only to institutional investorsransmit
complete annual and semnnual reports to their shareholders. Urttle final rules, these
funds will now be required to provide shareholders with a significantly shorter document.
While shareholder reports under the final rules include content that is designed to be
particularly salient to retail investors, these repartlude core fund information that all
investors can use to monitor fund investments, and that supplements information that
i nvestors could gl ean f Additionally, tdé therextentsafuhd nanci a
limits its investor base to institomal investorandis able to qualify for the exclusions from
the investment company definition in sections 3(c)(1) or 3(c)(7) dhtrestment Company
Act, the fund can operate as a private fund under those exclusions and will not be subject to
the sharbolder report requirements of section 30 of the Act.

2. Contentsof the Annual Report

Thefollowing talde outlines the information the finalle will generally require funds

to include in their annual reports.

TABLE2: OUTLINE ORNNUAL REPORT

Item ofCurrent
e Item ofAmended Form NlA
Description Form N-1A Containing
Similar
Requirements
Cover Fund/Class Name Item 27A(b) --
Page or || Ticker Symbol ltem 27A(b) —~
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Beginning|| Principal U.S. Market(s) for Item 27A(b) -

of Report || ETFs
Statement Identifying as Item 27A(b) -
AANNuUal Shareh
Legend Item 27A(b) -
Statement oMaterial Fund Item 27A(b)
Changes in the Report
Expense Example Item 27A(c) Item 27(d)(1)
Management 6s Djltem27A(9 Item 27(b)(7)
FundPerformance
FundStatistics Item 27A(e) -
Graphical Representation of ltem 27A(f) Item 27(d)(2)
Holdings

Content || paterialFund Changes ltem 27A(g) -
Changes in and Disagreements|| Item 27A(h) Item 27(b)(4)
with Accountants
Availability of Additional Item 27A() Item 27(d)(3)
Information through(5)
Householding Disclosure Item 27A() ¥
(optional)

* Rule 30e1(f)(3) currently requires a fund to explain, at least once a year, how sharsmadgerevoke

their consent to householding.h i s

explanati on

As proposed, we are not requiring it in the annual report.

i s

not currently

As proposed, the annual report withit be subject to page or word limitsder the

final rules Commenters agreed with this approach and one commenter stated that adopting a

page limit may have the unintended effect of producing dense, visually unappealing

disclosures when funds try to squeeze necessary information into a limited‘Spausther

145 Consumer Federatiosf America Il Comment Letter.

52

req



conmenter said that the Commi ssionés proposed

flexibility to provide explanatory or qualifying information to the extent they believe it is

necessary or appropriat®.We believethatthe proposedestrictionson the corgnts of these

reports woulchaturallylimit their length, which would support our goal of concise, readable

disclosurewithout the need for further restrictions on page length or word ééunt.

a. Cover Pager Beginning of the Report

Thefinal amendments to Form-lA will requireafund to provide the following

information on the cover page or at the beginning of the annual féport:

T
T

As proposed iename of the fun@ndtheclass to which the annual report relates;

As proposedite exchange ticker symbol of the fu
theclass adjacent to the class name;

As proposedfi t he fund is an ETF, the principal
shares are traded;

As proposed, atatement identifying theoadc u ment as an Aannual sh
Substantially aproposedthe followinglegend A Thi s annual shareho

contains important information about [the Fund] for the period of [beginning date] to

146

147

148

149

NASAA Comment Letter.

See, e.ginfra at text followingfootnote271 (stating that, in the fund statistiosction of the

shareholder report, funds have the flexibility to include additional statistics that the fund believes would

help shareholders better understand the fundébés act
cautioning that funds shoutdhrefully consider the inclusion of any statistic that requires extensive

narrative explanation).

Seeltem 27A(b) ofamended-orm N-1A.

In a change from the proposal, the final rules will require that a shareholder report cover a single class
of a multipleclass fundSeelnstruction 4 to Item 27A(a)f amended Form N A; see also supra
footnotel06and accompanying text.
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[end date]. You can find additional informai about the Fund at [Fund website
address]. You can also request this information by contacting us dtgtbelephone
number angas applicable, email addre$$}% and
1 In addition to the proposed cover page elemeavgsare also adopting a requirement
thatif the shareholder repadescribesnaterialfund changesa fund will have to
includethefollowing prominent statement, arsimilar clear and understandable
statement,inboll ace type: 0Th iaggestodghe Bundthatoecsred i b e s
during the r®porting period. o
Commenters generally supported the proposed cover page infornaaitzome
recommendedertainenhancement$? One commenter suggested that the Commission
require funds to include a brief aegption of investor eligibility requirements for each share
class so that shareholders understand if there is an opportunity to move to a more appropriate
class'®3 Anothercommenter requested that funds disclose their investment objectives on the
cover pag.1** Onecommentealsorequested that material fund changes should be disclosed

on the cover page® Finally, onecommenter suggested that the Commission should adopt an

150 In a change from the proposal, the |l egend under t
certain changes t o t hevebsfthergduire@entluhdershe finbdlrulesste i s dup
include a separate legend highlighting that a shareholder report describes material fund changes, if
applicable Seeltem 27A(b)4) of amended Form NA.

151 Seeltem 27A(b) ofamended=orm N-1A. Thereference o t he fibegi nningo of an ar
designed to address circumstances in which there is not a physical page that would precede the report,
for example, when the report appears online or on a mobile dSdeeinfra sction 11.A.4.

152 See, e.glCl Comment Letter; Capital Group Comment Letter.

153 Morningstar Comment Letter.

154 Capital Group Comment Letter.

155 Comment Letter of Dominic Rosa (Sept. 16, 2020) (I
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instruction to the required legensimilar toa currentinstruction inForm N-1A related to
prospectuses$p provide flexibility for underlying funds used as investment options for
variable contracts to modify the legend in a manner that is consistariheir structure>®
As discussed above, the final rules will requiva a shareholder report cover a single
class of a multiplelass fund®’ Therefore, we do not believe it is necessary to include
additional information regarding share class eligihil8ymilarly, because shareholders will
continue to receive annual prospes updates under the final rules, we do not believe it is
necessary to require or permit f(whchdlso to i ncl
appears in the prospectuisn t he sharehol der report. We bel.
investment objectie would be duplicative andh light of this, unnecessarily increase the
length of the shareholder report.
The final rulesalsowill not require a fund talescribanaterialchanges on the cover
page of the shareholder report. Because the shareholder report will be a relatively short
documentwe anticipate investors wougethis information within a few pages following
the cover page or beginning of the repbidwever, weagree with commenters that it may be
useful for shareholders to be alertedraterid changeshatoccurred during the reporting
period. Thereforan a change from the propostila shareholder report includes a discussion

of materid fund changeghefinal rules will requirehe cover page of the repaeotinclude a

156 Sel CI Comment Letter (nodiing tthheatp htrhaes & efrcnmo mituasc toi m
legend, could be read to refer to the fund. However, for funds that serve as investment options for
variable contracts, shareholder reports are delivered to contract holders. The record holders of
underlyingfunds are the insurance company separate accounts, and underlying funds have no visibility
or access to contract holdersge alsaGeneral Instruction C.3.(d) of current FormlX.

157 Seelnstruction 4 of Item 27A(b) aimendedcorm N-1A.
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prominent statement, in bofdce type, explaining that tlieport describesertainchanges to
thefund that occurred during the reporting periGé

Finally, we do not believe it is necesg to adopt an instruction to the required legend
specifically allowing fundshat serve as thenderlyinginvestment options forariable
contractdo modifythe legend in a manner that is consistent their strucsreliscussed
above, Instruction 7 them 27A already allows funds to modiyrequired legend or narrative
informationso long ashe modified language contains comparable informafibA. more
specific instructiorfor funds that serve as the underlying investment optiongafitable
contracts is umecessary.

b. Fund Expenses

The final rules willrequire a simplified expense presentation in the annual report,
modified from the proposed presentation to take into account concerns raised by commenters.
Under the final rules, a fund will bequired to provida table showinghe expenses
associated with a hypothetical $10,000 investment in the fund during the preceding reporting
period in two formats: (1) as a fieyexpenset of a
ratio), and (2)as a dollar amounin a change from the proposal, the expense presentation
under the final rules will not requitbe table also to include information abbuh e f und d s

total return during the peridd® Additionally, the final rulesdo not include th@roposed

158 Item 27A(b)of amended-orm N-1A.

159 See supraext accompanyinfpotnotel21

160 SeeProposing Releassuprafootnote8, at n.142. The proposed expense presentation would have
required a fund to show a beginning account value
total return duringthepei od bef ore costs were paid, and the eni

net asset value retur8ee idat nn.154155 and accompanying text. Under the proposal, ETFs were
required to include the ending value of the account based on market valneSetuidat n.159 and
accompanying text.

56



requirement foa fund to include an explanation, in a footnote to the expense example, that
expense information does not reflect shareholder transaction costs associated with purchasing
or selling fund shares.

Simplified Expense Table

The final ruks include aimplified expense tablthatwill replace thecurrentexpense
example in the shareholder report, which consists of two different tables, along with the
currentlyrequired narrative preambl&t Commenters generally supported simplifying the
expense presentation in the shareholder reporéleméhating the narrativereamble to the
table'®? In addition, the expense table under the final rules is more simplifiedrttan
proposed presentation arsddesigned to provide shareholders with a basis for comparing the
level of current period expenses of different funds (as percentages are comparable), as well as

to permit shareholders to estimate the costs, in dollars, that they incurred over thegeporti

161 SeeProposing Releassyuprafootnote8, at text accompanying nn.1436 (explaining that the current
expense presentation requires funds present two tables: the first showing the actual cost in dollars for a
$1,000 investment in the fund over the priorsignth period based on the actual return of the fund,
and the second showing the cost in dollarsféd,000 investment in the fund over the priorrainth
period based on a hypothetical 5% annual retses;idat n.162 and accompanying text (discussing
the currentlyrequired narrative preamble).

162 Seee.g, ICI Comment Letter; AFREF Comment Latt]lASAA Comment Letter; CFA Institute
Comment LetterAbdullah Comment LetteBut seeConsumer Federation of America Il Comment
Letter (suggestinthat the Commission conduct investor testing to determine if investors would prefer
the current presentatid.
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period.The expense presentation will appear as follows, and the individual aspects of the

example are described in more detail below.

What were the Fund cossfor the last [year/six morths]?
(based on a hypothetical $10,000 investnmjent

[Fund or Class
Name]

Costs of a $10,000
investment

Costs paid as a percentageacd$10,000
investment

$

%

As proposed, the final rules requadundto provide the expenses associated with a

hypothetical $10,000 investment in the fund during the preceding reppetiiagl Currently,

funds are required to show expenses associated with a $1,000 inve3inee@bmmission

proposed an increased dollar value in order to presaotra realistic investment amount for

an individual shareholder toda$? Comnenters supporteithe higher $10,008ssumed

investment amourt* One commenter, howevestatedthat funds with a higher minimum

investment should be required to shilnathigher investment amount in the expense

presentatiort®® As this would undermineompaing different funds, wearenot requimg

funds with higher minimum investment amounts to stimavhigher amount.

In addition to the cost in dollars of a $10,000 investment and the expenstheatio,

proposedxpensdablealsowould haverequired a fund to shoveturnsinformation, which

was designed to facilitah ar ehol der sé understanding

their ending account valueSome comments, including retail investors, requestédt the

163 SeeProposing Releassuprafootnote8, at n.151 and accompanying text.
164 Seee.g, Consumer Federation of America Il Comment Letter; Morningstar Comment Letter.
165 ICI Comment Letter.
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expense example exclude retimformation, and praide only costs®® These commenters

stated that presenting retsinformation in the expense table might be confusing for

shareholders and repetitive of the performance information that appears later in the document.
Additionally, one commenter supportad approach that includesturns information in the

expense table, but stressed the importance of highlighting the costs paid in dollars and

expense ratio tables through text features, such addm#dype, to emphasize the importance

of those two datpoints!®’ Af t er consi der i ngthepesenaiontofdund 6 ¢ on
expenses under the final rules will not include fund returns information bevausgree that

presenting retusinformation in the expense example is duplicative of the return

information that is presented in the MDFP section of the report@ridadd unnecessary
complexityand confusioro the expense presentatiéior exampleb ecause a fundads
return would r el at iacluding return mforfnatiowdutd sesuftins c al y e a
differentfunds presenting substantially different returns bgsedarily on whether given

fundos fintlwledatime yeaod wittaberranmarket performancéVe also believe

thatthe simplifiedpresentatio@ presenting justhe costsin dollars and the expense réatio

would help to focugnvestorson this key informatiof®®

166 See, e.gComment Letter of SandraDeqn ( Aug. 25, 2020) (ASandra Degan
Comment Letter of Ubiquity (Sept. 14, 2020) (AUbi
Tom and Mary Comment Letter; Barker Comment Letter. Additionally,d@mmenter®bjected to the
ETFspecfic requirement to show the ending account value based on both NAV and market value
return, and stated that ETFs should only be required to show Na&Ubiquity Comment Letter, Tom
and Mary Comment Letter.

167 CFA Institute Comment Letter.
168 Because thénal rules will not include fund return information in the expense example, the expense
tabl e wil| not include the proposed fiending value

including the proposed instructions requiring the presentatiorpafnse information as a mathematical
expression and the requirement to give more p
percentage of your investmentdé columns than t

romi |
he of
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Additional Aspects of the Sharehol der Rep
Somecommenters suggestadditionalmodifications to the proposexkpense
presentation. Firstye proposed aaxpense table tittdi Wh at wer e your Fund c
period? (based on a hypothetical $10,000 invesimeidditionally, under the proposathe
column in the table thatouldi ncl ude t he f wasenbs | edpéneetsapic
percentage f y our i n vcersnenteeragquestade nbdify these two headers to
remove the r ef er eniovestrnigbtreAsprahiyrinderptetahese useseof a
the possessive pronoas actually reflecting thatvne s t o rpérsonabewperiencdé® We
agreet hat t he wuse of headerdo the tablerandittggeoofitheexpense t h e
ratio columncouldconfuse investorgandwe havechangedhese two header® clarify that
theexpenses presented in thable area reflection of a hypothetical $10,000 investment.
Additionally, the final rulesvi | | replace the proposed head
with a morespecific reference to eithért he past year 0 oependlihgoe past
whetherthe report is an annual or searinual report. We believe this maeecific heading
reference to theelevantperiod will help shareholders better appreciate thatigiees in the
semtannual reporéxpense tableeflecta shorter period than the annogport(and thus these
figures will likely be smaller than the parallel figures in the annual report)
The proposal alsvould haveincludedanew footnote to the expense presentatiat

would have required fund toinclude a footnotdriefly explainng, in plain English, that the

concerns regarding the disslre related to EFBpecific requirement to show the ending account value
based on both NAV and market value retaramoot.

169 NASAA Comment Letter.
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expense information does not reflect shareholder transaction costs associated with purchasing
or selling fund share€® Thiswas designed timform investorghat there may be additional
costs not reflected in the expense eghanif applicableSome retail investorstatecthatthe
proposed footnotis of limited value andecommended streamiitg it.1’* After considering
commenter concerns, we agthes footnotewould provide limited informatioto investors
particularlysinceit would not havencludedquantitative information regarding these costs
and these costs may vary based on distribution chamaé&ing it difficult to present this
information concisely in the footnote or otherwiBg merely alerting investore the
possibility of additional costs, the proposed footnote could make the table less readable
without providing investors information they could use effectively in evaluating the expense
presentationWe thereforearenot adopting that proposed footnote.

We are adoptingas proposedn instruction thatwild i r ect funds to cal
of a $10,000 investmemt by mul ti plying the figurae in the
$10,0000 nvest ment 0o column by the avedomapge account

investment of $10,000 at the beginning of the petiéd.he f i gure i n the @ACO:

170 The proposal would have also required a fund to include a footnote to the proposed returns amformati
that would be included in the expense presentati ol
tot al return if material to the fund. Because the

returnsrelated information, we are not adimg this footnote requiremerseeProposing Release,
suprafootnote 7, at n.164.

17 Williams Comment Letter; Tom and Mary Comment Letter.

172 Seelnstruction 2(a) to Item 27A(c) agfmended-orm N-1A. As proposed, the computation instructions
will also requre funds to assume reinvestment of all dividends and distribus@@nstruction 2(b) to
Item 27A(c) ofamendedrorm N-1A.
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percentage of your iwillwesttmhentfu naddlsumx,p einrs et u

in the fundds most r ecentciahhigdightséd fi nanci al
Additionally, as proposed, we are retainitngeecurrent instructions that we believe

continue to provide important information to shareholdé&Birst, if a fund incurred any

Afextraordi nar y e gringpesod, shéundinaybriefty glesdribegin ar e p

footnote to the expense table, what the actual expenses would have been if these extraordinary

expenses were not incurr€d The Commissiomeceived no comments on thistruction

Secondif a fund isa feeder fund, theand mustreflect the aggregate expenses of the feeder

fund and the master fund in the expense table and include a footnote stating that the expense

table reflects the expenses of both the feeder and masterfli@ise commenter supported

continuing topermitfunds to report aggregated fees with the relfdethote, and noted that

allowing reporting in this manner allows investors to more easily understand the total

expenses they are payitd.No commenters opposed the instructiri. na | | y , i f a fu

sharehter report covers a period of time that is less than a full repgeérigd thefund

173 Seelnstruction 2(c) to Item 27A(c) afmendedcorm N-1A. Inthesema nnual report, the f
expense ratio will be calcukd in the manner required by Instruction 4(b) to Item 13(ajpEnt and
amendedcormN1 A, using the expenses feyearllhe fundds most

174 SeeProposing Releassuprafootnote 7, at paragraph following n.171.

175 Seelnstruction 1(d) to Item 27A(c) aimendedformN1 A (def i ning Aextraordinar.
ffexpenses that are distinguished by their unusual
Unusual nature means the expense has a high degree of abtyoanthis clearly unrelated to, or only
incidentally related to, the ordinary and typical activities of the Fund, taking into account the
environment in which the Fund operates. Infrequency of occurrence means the expense is not
reasonably expected to redn the foreseeable future, taking into consideration the environment in
which the Fund operates. The environment of a Fund includes such factors as the characteristics of the
industry or industries in which it operates, the geographical location gfétations, and the nature and
extent of government regulationo).

176 Seelnstruction 1(b) to Item 27A(c) afmended=orm N-1A.

L7 Morningstar Comment Letter.
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mustinclude a footnote to the table noting this and explaining that expenses for a full

reporting period would be higher than the figures sht#We received no comments on this

instruction:

179

Feedback on Including Additional or Different Information About Fund Costs

Some commenters also responded bno t he

differences in the expense presentations in the annuat eebprospectu$? These

presentationsurrently differ in that the shareholder report expense example is derived from a

f u n abditedfinancial statements and therefore reflects actual historical expenses that a

shareholder incurred over the past year, backwarddooking expenses). The prospectes

table and expengxample, on the other hand, reflect hypothetical future expereses (

forward-looking expensesf! Some commenters argued that the expense presentations of the

prospectus and annuapat should be alignet¥? Similarly, one commenter suggested that

the shareholder report expense example should disclose the prospectus expense ratio and

178

179

181

182

Seelnstruction 1(c) to Item 27A(c) aimended-orm N-1A. This would generally apply to newly
formed funds that are required to file an annual or semual report for a pericghorterthan the

reporting period.

While the proposal included an instruction that would have required a separate expense table, or a
separate line item in the expenable, for each class of as multigliass fund, this instruction is moot

in |ight of the final r ul es 6 onlye ginglé dassmofeamtiltiple h a t
class fundSeelnstruction 4 to Item 27A(a)f amended Form NA; see alsdootnotel06and
accompanying texsee alsd’roposing Releassuprafootnote 7, at n.174 and accompanying text.

SeeProposing Releassuprafootnote8, at text following n.600see alsoe.g.,Dominic Rosa
Comment Letter; Barker Comment Letter; Tom and Mary Comment Letter; Capitgd Gmument
Letter; Morningstar Comment Letter.

Currently, the prospectus fee table also reflects sales loads that an investor would pay and AFFE,

whereas the shareholder report expense presentation does not, because these elements are not reflected

in the fundods
text.

$eePnopasicgiRaldse septatodtnetadean rt. 148 and accompanying

Dominic Rosa Comment Letter; Barker Comment Letter; Tom and Mary Comment Letter; Capital

Group Comment Letter.
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explain any differences in a footndf& Furthermore, some commenters suggested that the
expense preseamionin the shareholder repahould include additional transaction costs,
beyond commissions, including costs paid from fund assets for investment research and
payments made to affiliated securities lending agéftSonverselypne commentenrged
the G@mmission to exclude interest expenses and dividends paid on short sales from the
current expense ratio, on the basis that these adjustments would make expense information
more comparable across funidsFinally, other commenters also argued that the Cosiaris
should require funds to disclasen fund websites or in the prospectus, as a complement to
shareholder report disclosdrdest execution policies reflectiiigfforts to ensure that fund
transaction costs, including commission dollars generated byr@ flirectly benefit
shareholder&®®

Because the prospectus and shareholder report differ in the time peridtisyhat
reflectGe, t he prospectus is Aforward | ookingo wh
| oo ki ngngthe experiseé pgesentatgin these documenizresents significant
challengesAdditionally, we believe that it would be confusing to investors to be given two
expense ratios in the shareholder report (one backi@wkig, derived from the audited

finandal statements, and the otifesm the forwardlooking prospectus). Furthermore,

183 Morningstar Comment Letter.
184 Dimensional Comment Letter; AFREF Comment Letter.
185 SeeMorningstar Comment Letter (arguing that removing interest and dividend expenses from the

expense ratio gives investors a better sense for avhand company is charging them for the cost of
running the fund and allows funds with different types of investments to present their expenses in a
comparable way. Morningstar has adjustsanethodology for calculating fund expense ratios in their
data to exclude interest and dividend expenses).

186 Comment Letter of Healthy Markets Association (No:
Comment $ee adlstCE&A las)ityte Comment Letter
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because the shareholder report is designed to provide shareholders with a summary of the key

i nformation provided i n t hwecdninoedododevedhatdi t ed f
the types of costs reflected in the shareholder report expense examplebghderived from

those that are included i n Asdiseussediahodte) s audi t e
however, helping investors more readily understand fund fekexgrenses is an important

priority of the Commissiomand we believe thdhe generalopic of fund fee disclosure

effectivenessin light of comments received, mexitirther consideratiat’

C. Management 6s Discussion of Fund

Substantially aproposed, the final rules will largely maintain the current requirements
for the MDFP section of the annual report, with several targeted chBAgesgarticular, we
are adopting amendments to therentMDFP requirements to make the disclosure more
concise. Additionally, the final rules include additional performarelated information that
is available in fund prospectuses, including certain performance information and comparative
information showing the average annual total returns of one or moramelenchmarks,
modi fied from the proposal to take into acco
shareholder report to cover a single class of a multilles fund. We also are amendiag

proposedthe definition of an appropriate broddsed secures market index toequirethat

187 See supraext following footnotes4.

188 SeeProposing Releassuprafootnote 7, at text following n.176 (explaining that the current MDFP
disclosure generally includes: a narrative discussion ofttef or s t hat materially af i
performance; a performance | ine graph; a tabl e shi¢
discussion of the effect of any policy or practice of maintaining a specified level of distributions to
shareholdes on t he fundés investment strategies and per
which the fundds distribution policy resulted in

certain premium or discount information on their wedssia table showing the number of days the fund
shares traded at a premium or discount to net asset value).
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all funds compare their performance to the overall applicable securities market, for purposes
of both fund annual reports and prospectuses.

i Narrative MDFP Disclosure

As proposedthe final rules retain the current requirentforf unds 6 antoual r e
include a narrative discussion of factors that materially affexted n d 6 s per f or manc e
the most recent fiscal year, with minor modificatiémesn the current requiremerits
encourage concise disclosdfIn partialar, the final rules amend the current requirement to
specify the disclosure must Abriefly summar.
funddés performance during the | ast fiscal ye
theinvestmen str at egi es and techni quesAsprgpesdd, by t he
the final rulegnstructfunds notto include lengthy, generic, or overly broad discussions of
thesefactors!®® Theinstruction as proposedlso direcs funds to use graphics or text
feature® such as bullet lists or tabigo present the key factors, as approprigteally, as
proposed, the final rules will not allow funds to include any additional infornéatsuch as
fund presi den tdérs intendewws vath portfalio nsahagegandraimarket
commentary, and other similar informatéin the shareholder repoft

Commenters supported the proposed amendments to the narrative MDFPas®ttion

stated tht the proposed approach appropriatelg i nt ai ns a fundds fl exib

189 Seeltem 27A(d)(1) ofamended-orm N-1A.
190 Seelnstruction 1 to Item 27A(d)(1) cfmended~orm N-1A.

191 See supraext accompanying footnotE31 Additional information could, however, accompany the
shareholder report provided that it meets the prominence requirements for materiasdahgeany the
report.Seelnstruction 12 to Item 27A(a) of amended ForriAl.
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information that is most salient to investors, while requiring such information to be presented
in a visually engaging and accessible forfiatn addition, sirvey data submitted by a
commenter indicated that agtinvestors, and older investors in particular, expressed that the
new presentation would help them better understand fund perforifance.

We are adopting the narrative MDFP section as proposed because we continue to
believe providing shareholders withmare streamlined and visually engaging presentation of
the key factors affecting fund performance will allow shareholders to focus on the most
salient fund informatiofi® Our approach balances the need for funds to have flexibility in
determining what infonation is saliengivenaf unddés wuni que strategy
encouraging funds to present that information in a manner that is most effective for
shareholders. Thereforegwdo not believe it is necessary to further limit the narrative MDFP
disclosure

il. Performance Line GrapdmdGuidance orJse of
Market Indexes in Performance Disclosure

Substantially a proposed, the final rules will retain the requirements for the
performance line graph currently included in annual reports, with caramdments
designed to improve the current presentadind toreflectthat a shareholder repavill cover
a single class of a multipiglass fund® The shareholder report must include a performance

line graph thashows the performance of a $10,000 inwesnt in the fund and in an

192 See, e.gConsumer Federation of America Il Comment Letter; ICI Comment Letter; Fidelity Comment
Letter.

193 Broadridge Comment Letter.

194 SeeProposing Releassuprafootnae 7, at text following n.180.

195 Seeltem 27A(d)(2) ofamended~orm N-1A and related instructions.
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appropriate broathased securities market index over ayg@r period-®® In addition, a fund
has the option to compare its performance to other indexes, including more narrowly based
indexes that reflect the market sectors inchtthe fund investaVe continue to believe the
line graph presentation helps shareholders understand how the fund has performed-over a 10
year time horizon compared to an appropriate bimsskd securities market index and other
relevant indexes, as apgible!®’

We areadoping theinstructions relatetb the line graptargely as proposedvith
some conforming changes to reflect other aspects of the final Filss h a change from the
proposal, the final rules include an instruction that requifand to present performance
informationfor the clascovered in theshareholdereport Secondas proposedhe final
rules remove the current instruction that allows the line graph to cover periods longer than the
past 10 fiscal years. Thirds proposa the final rules include an instruction thikgfinesa
i b r -basat indexasone that represents the overall applicable domestic or international

equity or debmarkets, as appropriat® And as proposed, thmstructionsunder the final

rules will continue topermita fund to include narrower indexes that reflect the market

196 An Tfiappr opraisetde skercauad ti es market indexo is admini
affiliated person of the fund, its investment &@v, or principal underwriter, unless the index is widely
recognized and use8eelnstruction 6 to Item 27A(d)(2) cimended~orm N-1A.

197 SeeProposing Releassuprafootnote 7, at nn.19193 and accompanying text.

198 The amendments to the definitiohan appropriate brodslased securities market index would affect
performance presentations in fund prospectuses, as well as fund annual reports.
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segments in which the fund invests in its performance presentatioig withthe required

appropriate broathased securities market index.

Commenters generally supportee thtentionof theperformancdine graph as well as

the prohibition on showing more than 10 years of perform#{&ome commenters

requested enhancements to the line graph. For example, one commenter suggested the line

graph should include percentage \esw@long with dollar amounts to facilitate comparis@hs.

Additionally, one commenter suggested allowing funds to add labels at each significant point

in the line graph to enhance comprehension of risk and imphewser experienc®? Two

commenters suggesl fundsshouldbe required to include a bar chart of returns, similar to

what is currently included in the prospectus, along with the line gPaph.

We continue to believas discussed more fully in the Proposing Relghsé)imiting

the performance line graph to 10 years is importaattid unrealistic investoperformance

relatedexpectationgnd allow investors to easily identify volatilit)} We also believe adding

199

200

201

202

203

204

Seelnstruction 7 to Item 27A(d)(2) acfmended-orm N-1A. This release sometimes refers to the
appropriate broat ased securities mar ket index as the Aprim
fisecondary index(es). o

Seee.g.,Consumer Federation of America Il Comment Letter; Cornell Law ScBomiment Letter;
Morningstar Comment Letter; Morningstar Trustees Comment Letter; CFA Institute Comment Letter.
But sedCl Comment Letter (objecting to the prohibition showing performance beyond 10 years).

Cornell Law School Comment Letter.
Morningsar Comment Letter.
Morningstar Trustees Comment Letter; CFA Institute Comment Letter.

SeeProposing Releassuprafootnote 7, at text following.196 (discussing, for example, that for funds
that have been iexistence for a long period of time.¢, 40 years), a line graph that shows the
performance of a $10,000 investment at the outset of the fund may not be particularly relevant for the
average shareholder, who likely has not been invested in the fund for such an extended peridd of time
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labels at significant points on the line graph rolyter the presentation and hinder an
i nvestorodos ability to understand the infor ma
Further we continue tdbelieve the line grapis more useful for investors in the
shareholder report than a bar charike a bar chart, hne graph helpdlustrate the variability
of a fund@gs whettthremrs t(he fundds returns have b
from year to year)But given the other benefits of the line grdpbarticularly that it presents
performance in dollar terms thatajbe easier for some shareholders to adstesfinal
rules we are adopting maintaime line graph presentatié? Moreover, the line graph
presentation may help investors understand the general benefits-oélonmvestments
(e.g, compound interest).
Comments oBroad-Based Securitielarket Index
Commenter reactions to tipeoposediefinition of an appropriate brodzhsed
securitieanarket index were mixedome commenters supported teeention of the
requirement to present performance relativa broaebased index, as well as theoposed
definition.?°® One ®mmenter stated that the requirement to compare performance to the
overall applicable securities markets would be useful to investors, as it makes the information
more comparable acrossfunds and shoul d fAal so help prevent

comparison a narrow index designed to make their own performance look artificially

205 This complements the percentdugesed presentation in the average annual total returns $aigle.
Proposing Releassuprafootnote8, at n.193.

206 See, e.gComment Letteofl ndex | ndustry Association (Jan. 4, 2(
Comment Letterodo); Consumer Federation of America |

Tom and Mary Comment Letter; Ubiquity Comment Letter.
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s t r 3°hAmather, supporting the proposed requirement, stated that the requirement would

i e n ghatringestors hara simple, readibaccessible window into the performance of a
specific investment fund against the broader performance of the securities Réf@tsne

commenterssked for additional guidandeor example, one commenter suggestedttieat

definition incorporate more specific criteria regarding index methoddfSgynother

commenter requested the Commisgmprovideadditional clarity orindexeshat would

satisfy the proposed definitipauch as countrgpecific indexes, ES@dexes andindexesof

particular capitalization$® Further, another commentsmnggestd thathe Commission

publish a list of permissibli@dexes?*!

In contrastmany industry commenters objected topgtheposed definitio*? These

commenters argued that, fmvmefund strategies like mutasset funds and alternative

strategy funds, a comparison to an index reprasgtite entire market would Hess useful

and could benisleading to investors because these fund strategiestadesigned to invest

in, nor provde the performance associated with, any partiaverall marketCommenters

also questioned the default requirement to include alvoacs e d i nde x |

207

208

209

210

211

212

a func

SeeCorsumer Federation of America Il Comment Lete alsdndex Industry Association Comment
Letter (comparing fund performance against a bioasked market index in fund reporting materials

Aipromotes

transparency and

h);esée@lscAbduliah €emment d e r s

Letter (stating that it is problematic that funds include narrow indexes as theirtiasad index).

SeeNASAA C
Id.

omment Letter.

Tom and Mary Comment Letter.

Ubiquity Com
See,eqgl, ClI

ment Letter.

Comment Letter

(suggests changing

i ndex

Comment Letter; Morningstar Comment Letter; Fidelity Comment Letter; Capital Group Comment

Letter; John Hancock Comment Letter; TIAA Comment Letter; Comment Letter diiatiit (Jan. 4,

2021)

(Al HS Mar kit

Comment
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performance line graptlthough the proposal allows funds to show a secondary index that is

more tailored to the f unntlddngasytbroadiased marketc o mme nt

index would be confusing to investanscertain circumstances® For example, one

commenter argued thatvestor confusion could result if the Commission wenetpiire an

index fund that seeks to track a narrow indea& psncipalinvestment strategy to compare

itself to a differentbroadbased index* Furthermore, some commenters argued the

proposedroadbased indexequirementvould impose additional licensing fees funds?'®

Similarly, onecommenter arguecttainingt h e ¢ ur r ecognizéthndusee stapdard

for using an affil i at edsadvantdgexsmaller fuads,fvhosed 6 s pr

affiliated indexes would be less likely to meet this standadiforwhichthe expense of

| i censi ngecognizéthnduse®| y ndex may bé*® more signific
Some commenters suggested alternatives designed to alleviate investor confusion

concerns and to enhance benchmapieksomendexesd i

commenters urged the Commission to consider requiring labeling the primary index as a

213 Id

214 Suppl emental Comment Letter of the Investment Com
Letter on the Ol ABts&gbdullah @ammént Lette{fiSthge @0% of fund assets
are index funds, it would be interesting to see whether the performance [of] an index that lines up quite
closely with an index fund is useful to investors. | hypothesize that such a presentation provides no
benefit to an investor and so should notbemert t ed as t he. sol e benchmar k. 0

215 ICI Comment Letter; SIFMA Comment Letter; Vanguard Comment Letter; Dimensional Comment
Letter; Fidelity Comment Letter; T. Rowe Price Comment Lettee also infrparagraph
accompanying footnoté&b1-752( di scussing potent i ddngeetbthestermh s of t he
flapproprhasedbseadri ties mar ket indexo0 on the cost
costs to funds in the form of inddixensing fees, and stating that the amount of these costs will depend,
among other things, on matkeompetition among index provid@r8ut sedndex Industry Association
Comment Letter (stating fees charged by brbasged index providers are small and costs to funds
would be minimal).

216 ICI Comment Letter.
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Afgener al m(er sitkilantto clanfychewxaa investor should use the information it

present$!’ Other commenters suggested the primary index shouldédthat is specifically

tailored to the fundébés strategy and the seco

overall market*® Some of these commenters also suggested that funds be permitted to

provide additional information about more narrowly taitborei ndexes, such as t|

underlying components and their weight$and an explanation of why the fund believes that

the chosen index is an appropg?®iate indicator
After considering commentnd the findings of th®IAD Benchmark Studywe are

adopting theoroposedd e f i n i apprapnatdbooddba$edsecurities markahdexo and

retaining thecurrentrequirement that a fund must include such an index in its performance

line graph We continue to believall funds shou compare their performance to the overall

marketand that including a broashsed index in performance disclosure gives investors

readily-accessible contextual information about market perform#Zithile performance

disclosure that includes an index bdsa& a narrow segment of the market may be useful for

comparison purposes, this does not substitute for the inclusion of an index that provides

information about the performance of the fund against the broader market. For exiaimple,

Commission were tpermitan index fund that seeks to track a narrow index as a principal

217 Fidelity Comment Letter; CFA Instituomment Letter.

218 Morningstar Comment Letter; Federated Hermes Comment Letter; John Hancock Comment Letter; IHS
Markit Comment Letter; T. Rowe Price Comment Letter.

219 T. Rowe Price Comment Letter.

220 IHS Markit Comment Letter.

221 See suprdootnotes206-208 and accompanying text.
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investment strategy to shamly the performance of the narroimdexit seeks to trackand
the performance of the fund and the index were very similar (as they would be to the extent
that the fund tracks the index closely), such a performance presematithshowthe extent
to whichthefund tracks the indelut would be leskelpful to investorso providebroader
performance contexf? As another exampléhe inclusion of a broatlasedndex helps an
investorinasectes peci fic fund determine not only how
thatofitspeer s, but how the fundbs pdatvEtothenance r e
market as a whol&herefore, investors in suchrfds would benefit from additional
contextual information regarding the performance of the overall m&rket.

The final ristslippostaiin partbythediradinds of the OIAD Benchmark
Study, which observed theenchmarks can hetppntextualizeaf und 6és per f or manc e
informationfor investorsandthatsome investorase this information to make investment
decisiong’?* The study alséoundthat investors o¥arying levels of sophisticatio@port

prefering performance disclosure that includes batbel and narrow benchmarks.

222 See suprdootnote214.

223 See,egCFA Institute Comment Letter (fAEven if a fund
consolation if the strategy itself performs poorly against the rharkerefore, the investor should also
compare a fundds returns against the market as a

224 SeeOIAD Benchmark Studysuprafootnote53; see alsdCl Comment Letter on the OlABenchmark
Study(noting the importance of performance benchmarks to investors).

225 OIAD Benchmark Studysuprafootnote53 at fiFigure 9.Prefee nc es f or Ilbthensectiomsar ks . 0
of the OIAD Benchmark Study that analyze benchmarks that currently exist in the mutual fund industry,
the study i de rAasedbenehinarksdirat dysidentifipimgaatadirom the Morningstar
Directopere nd fund database that capture fAprimaryo and
reclassifying these indexes as broad and narrow benchmarks based on the correlation of each index with
the S&P 500 Index. Commenters objected to the use of the S&P &% i n t he studydés me
arguing that the Commi ssi on s hbasedimdexmastor shduklf i ne or
have certain corr el a&StcAmulahtComment lectteBeg &HsdGlCOMMENt d e X . 0
Letter on the OIADBenchmak Study( s t a t ide fgctoBECandorsement of certain indexes would
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Furthermorewhile commenters suggested that narrower benchmarks could provide more
useful comparative informatiothe OIAD Benchmark Studgoncludedhati nve st or s 6
decisionmakingwas generally driven by the positioning bétfundd s p e r fretativelta n ¢ e
the benchmark presentede(, whether the fund underperformedaniperformed the

benchmark), irrespective of whether the benchmark presented is narosadf>®

Therefore, as we continue to believe a comparison to the overall market is important
contextual information for investors, the evidence that the study prbuinies not, in our

view, support changing the proposed approach or adopting an alternativemsentifor

example, requiring the inclusion of an fAappr
broadbasedd benchmar k) . I n addition, the study
significantly | ess attracti vepedérrmancea perform

accompanied by a single benchmark that outperforms the fund. Therefore, to the extent that it
could be easier for a fund to find a narrow benchmark that underperforms the fund than a

broad benchmarkve do not see a reasondiscontinuethe current requirement timcludea

create market distortionsand ligel i ncr ease fund | icensing costso). T
including its methodology and findings, does not reffaatings or conclusionby the Commission as

to what constitutes a brodmhsed index under the final rul&ee infraext accompanying footnotes
230-233(providing general guidance and examples of the indexes that would qualify ashbsead

indexes under the rule).

226 SeeOIAD Benchmark Studysuprafootnote53; see alsdCl Comment Letter on the OIAD Benchmark
Study (stating that fithe underlying results do not
broad benchmarkislaet t er r ef er ence poi ntAdiffereat acaderhiestudyar r ow b e
al so examines fund performance benchmar ks, but wi
performance benchmarks that they select, how benchmark changes affecetteagppn ce of f unds o
benchmarkadjusted performance, as well as fund flows that result from changes in performance
benchmarksSeeKevin Mullally and Andrea RossMoving the Goalposts? Mutual Fund Benchmark
Changes and Performance Manipulati@une 24, 2022gvailable atMullally, Kevin and Rossi,
Andrea, Moving the Goalposts? Mutual Fund Benchmark Changes and Performance Manipulation
(June 24, 20223vailable athttps://ssrn.com/abstract=4145883
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broad benchmark, as the requirement to include only a narrower benduoukkead to
gaming behaviorTwo commenters specifically addressed the OIAD Benchmark Study and
raised concerns regarding the methodology usedébsgttily and the impact such
met hodol ogy had on ?tHoveevestheeldnyedtsof thtedDAD| usi ons .
Benchmark Study that support the approach under the final rules are not impacted by the
methodology concerns that commenters raféed.

We recognizehatthere is a broad diversity of investment strategies that funds
employ, andhatcertainfunds, such asnulti-asset and alternative strategy furdis not
invest within a single overall market or attempt to provide returns that are related to the
returrs of any singleverall marketHowever,comparinghe performance dhese types of
funds against an overall market index will provide shareholders with valuable information
regardinghow their investments might have performed had their money been mhdesietly
in the holdings included in the indeikurther,as discussed abowee continue tabelieve that
such a presentatianaybe usefuto investorsAnd investors may continue to prefer such a
presentation, atié OIAD Benchmark Study did not find evidence supporting the notion that

study participants believe that a narrow benchmark is a better reference point than a broad

221 SeeAbdullah Comment Lettereg alsdCl Comment Letter on the OIAD Benchmark Study

228 Those concerns chiefly focused on the sections of the OIAD Benchmark Study that analyze benchmarks
that currently exist in the mutual fund industry |
Requiremet s, 0 Section 7, AAnal ysis of Benchmark Perfo
Di scussionod). These concerns f awvbhichbenchmasknnat he met h o«

fundds di sc | easedbenchinak thathiseequireddoeagpear jreittormance disclosure.
Thediscussion of the OIAD Benchmark Study included in this section of the retaatiee other hand,
relatesto the results of the large behavioral experiment that the study describes, as well as the
qualitative pilot stugl.
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benchmark?® Additionally, the final rules will allow fundso includenarrower indexes

reflecting the market segments in which thumd invests in the performanceresentation

This flexibility will allow funds with unique investmestrategieso show the performance of

an index that is more closely aligned with t
A foddb asmdext hat Arepresents the overall aprg

not necessarily include every security in a given makatherevised definition is designed

to ensure that a fusl broadbased index is one thegasonablyepresents thapplicable

market To assist funds in their selection of indexes aneproviding some general guidance

and examples of the types of indexes that would satisfy the final rules. For example, for a fund

that investgprimarily in the equity securities of amdJ.S. country, an index representing the

overall equity market ahenonU.S.countrywoulds at i sfy the fir&lh rul eb

contrastan appropriate benchmark farfund thainvests primarily irthe equity securities of

a subset of the).S.market, such as healthcarempaniesshouldshow its performance

against the overall.S. equities market, rather than a benchmark consistioglgfhealthcare

companiesSuch a fund could also show its performance agamatiditional more narrowly

tailored healthcare inde®? We similarly do not believe that indexes that include

characteristics suchooas fiogmdic\atpbpresenttheavdralle , 0

market, and therefore these indexes would not be appropriatetimsad securgs market

indexes under the final rules.

229 See suprgparagraph accompanying footn@e2, see alsad.

230 ICI Comment Letter (stating thatihen selecting an index, funds will have to make judgementswn ho
broad an index should pe

231 SeeDisclosure of Mutual Fund Performance and Portfolio Managers, Investment Company Act Release
No. 19382 (Apr. 6, 1993) [58 FR 19050 (Apr. 12, 19938}]n.21 and accompanying paragraph.

232 Seelnstruction 7to Item 27A(d)(2) of amendedrorm N-1A.
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Anfiappr opr tbaseédesecuribes maakdt index that a fund seteaisinclude
components thato notdirectlyoverlapwi t h t he fundds i nvestments,
components share similar economic charasteri cs t o t he fundds invest
provide an appropriate point of comparison. For exanfiitels such as mulasset and
alternative strategy fundbatdo not invest within a single overaébt or equitynarketcould
select a indexthat shaes other economic characteristics with the fisuth as an index that
has similar volatility to the fundAdditionally, asthe Commissiomstated in the Proposing
Releasea fund that invests in both equity and debt securities could include more than one
appropriate broattased securities market ind&X Such a fund could also includékended
indexd one that combines the performance of more than one index, such asaadudigbt
indexe® as an additional index to supplement the appropriate Hrased sedaities market
index(es) that the fund includes.

Furthermorebecause the indexes that are available for fundsléztchange over
time, we are notpublishinga list of permissibléndexes Wealsoare noffurther restriding
permissible indexelsy incoporating more specificriteria regarding index methodologs
maintaining more specific criteria that are evergreen would be challeindigpt of
devel opments in fundsd investment strategies
time. We al® are not adopting commenter suggestions to label indexes or to allow funds to

provide additional contextual information regarding indexes because we think the name of the

233 Proposing Releassyprafootnote8, at text accompanying n.202.
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index itself is sufficient for investor understanding and will give investors theramity to
seek further information on the indexes chosen by the#tind.

While we appreciate commentéincerns regardingdexlicensing feeswe
continue to believe comparative performance disclosure provides contextual information
investors need inrder to make informed investment decisiohfser considering suggestions
that smaller funds could more readily use affiliated indexes if the Commission were to amend
the current requirement feuch indersto befi wi drexdggized and usgdwve are retaining
the current requiremerithis is an important protection against potential conflicts of interest
including the potential ability of an affiliated index provider to manipulate an underlying
index to the benefit of the fund

iii. Performance able

Substantially as proposed, the final rules willretaihe cur rent requirem
annual reports include a table presenting average annual total returns for the3paand
10-year periodswith certain amendments designedédfectthat a shareholder reponill
cover a single class of a multipttass fund® Specifically,as proposedhefinal rules will

require the tabléo includeseveraladditional pieces of informatiof(l) the average annual

234 SeeOIAD Benchmark Studysuprafootnote53 (finding no evidence to support the claim that textual
clarifications of benchmarkés i mproved investor c
decisions)ButseeAbdullah Comment Letter (stating that the final rules should require funds to provide
textual clarifications of indexes where the index
is not otherwise well known to investorgunds that wish to pwide further information regarding the
fundds performance as it compares to the indexes |
the release to the extent that such disclosure meets the requirements of that section.

235 Seeltem 27A(d)(2) ofamendedForm N-1A and related instructions.
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total returns of an appropriate brebased securities market ind€®and( 2) t he fundos
average annual total returns without sales charges (in addition to current disclosuing show
returns reflecting applicable sales chargéghile the proposal would have required average
annualtotal retun information for all available share classes, the final rules require this
information only for the share class to which the report relatestherefore the final rules
will not include thisproposed requirement
Additionally, as proposed, the finalles simplify the statement that currently
accompanies the line graph and ta3leAlso as proposedunds will be requiredb use text
features to make this statement noticeable and prominent through, for example, graphics,
larger font size, or differemolors or font styles-urthermoresubstantiallyas proposedhe
final rulesincludea new instruction allowing funds to add brief additional disclosure that
would contextualize the line graph and average annual returns table. Specificaitatéral
change occurred to the fund during the relevant performance period, such as a change in
i nvest ment adviser or a change to the fundds
brief legend or footnote to describe the change and when it océéftFédaly, as proposed,

the final rules requiréunds that provide updated performance information through widely

236 As proposed, the final rules also will permit funds to include returns information for one or more other
relevant indexes, such as a more narrowly based index that reflects the market sectors in which the fund
invests.SeeProposing Releassuprafootnote 7, at n.215 and accompanying text.

237 Under the final rules, funds will be required to |
performance is not a good predictor of how the fund will perform in the future. The final rules also
make a conforming change to similar language thagtrappear in the prospect&eeltem 4(b)(2) of
amendedrorm N-1A.

238 Fundswill have discretion to determine when to disclose information about arpatarialchange to a
fund in connection with its performance presentation. However, a fund willtoebsiclose information
about such a change i f, absent that disclosure, t|
misleading SeeProposing Releassuprafootnote 7, at nn.22229 and accompanying text.
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accessible mechanisms, such as fund websites, to include a statement in the shareholder report
directing shareholders to where yrean find this inbrmation?3°

Commenters generally supported the proposed changesaweettage annual total
returnstable noting that the changes will better alidpis table in the shareholder report with
the returns reported in the prospectfOne commenter suggestdtfundsshouldbe
required to show the-@ear period of returns, in addition to the proposed-land 10year
periods?*! This commentestatecthat an additional intermediate time horizon is especially
important for funds with less than 10 years of performaBeeause funds with less than 10
years of performance will be required to show performance for the life of the fund, we do not
believe thaan additional intermediate period of returns would benefit investors, particularly
since the performance table already shows two other intermediate periods that are relatively
close in timei(e., 1- and 5 year periods§*?

V. Other MDFP Amendments

As proposed, the final rules simplify the currantual reportequirementor a fund

to discuss the effect of any policy or practice of maintaining a specified level of distribution to

239 If a fund were to include such atgment, it alsevould be required to provide a means of facilitating
access to the updated performance information, including, for example, a hyperlink to where the
information may be found if the shareholder report is provided electronically or a URésadd QR
code if the shareholder report is delivered in paper format.

240 Seee.g.,ICI Comment Letter; Morningstar Comment Letter; Consumer Federation of America Il
Comment Letter; Capital Group Comment Letter (also suggested changing the ordes @f iteport
to showtheaverage annual total returns table before fund expenses). We are maintaining the ordering of
the items in the shareholder report as proposed because we believe that expense information should be
highlighted first for shareholders.

241 Morningstar Comment Letter.

242 Additionally, shareholders interested in reviewing performance during periods not shown in the
performance table can find this information in the performance line gésgehsupraext accompanying
footnote196.

81



sharehol ders (a fAstabl e di s ttstratbégies andpershae!| i cy o
net asset value during the |l ast fiscal year,
policy resulted in distributions of capit@pecifically, under the final rulea fund that has a
stable distribution policy ahwas unable to maintain the specified level during the past fiscal
year would need to disclose thfS.As proposed, the final rules alsmintain disclosure
concerning distributions that resulted in returns of cafital,h e f i n al rul esdé reg
whichd as proposedl modify current requirementsy focusingon circumstances when a
fund was unable to meet the specified level of distribution in its stable distribution policy or
had distributions that resulted in returns of capded designed to provide neomeaningful
disclosure to shareholdet® No commenters discuss#tese requirements
The final ruleslike current annual report requirements nad require money market
funds to include MDFPTwo commentersupported maintaining the curreaypproactfor
money market fund¥'® Onerequested that the Commission clatliat money market funds
arepermitted but not required, to providdDFP in their shareholdeeports,andare allowed
to includesome, but not all the required MDFP disclosidfé3he final ruleppermitmoney

market fundgo retain the current option of including MDFP discussion in their shareholder

243 Sedltem 27A(d)(3) ofamendedrorm N-1A.
244 Seed.

245 The Commission recently adopted amendments to limit the requirement that ETFs provide premium and
discount information in their annual reports to only those ETFs that do not provide premium and
discount disclosure on their websites in accordance with 17 CFR 27D [eavestment Company Act
rule 6¢11]. SeeExchangeTraded Funds, Investment Company Actdase No. 33646 (Sept. 25, 2019)

[84 FR 57162 (Oct. 24, 2019)]. As proposed, the final rules do not amend this annual report requirement
beyond a technical amendment to clarify that it only applies to ETFs.

246 ICI Comment Letter; Fidelity Comment Letter.

241 ICI Comment Letter.
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reports anctlarify that they are permitted but not required to disclose some or all of the
information required in the MDFP so longths information they choose to include meets the
requirements of the relevant item, and related instructions on the form, and is not incomplete,
inaccurate, or misleadirrg®

d. FundStatistics

Substantially aproposed, the final rulegquire a fund to dclose certain fund

statistics in its annual report, including

holdings, (3)or funds other than money market fungertfolio turnover rateand(4) the
total advisory fees paid by theridduringthe reporting period*® As proposed, the final rules
alsopermit a fund to disclose any additional statistics that the fund believes would help
sharehol ders better under s sdunndtherdpertingedadd 6 s
Theseprovisionsare designed to provide succinct fund information, in a-irserdly format
that encourage investors to focus on certain significant factors in evaltreingdd s
operationsaand performance

The final rules include sevenalatedinstructions?®°First, in a change from the
proposalwhich did not include such an instructjpanderthe final rules theequiredfund
statistics must precede any additiopafmittedstatistics the fund chooses to include. We

believe that disclosing the reqed statistics first will enhance comparability of the required

248 Seeltem 27A(d) ofamended=orm N-1A.

249 Seeltem 27A(e) ofamended-orm N-1A. In a change from the proposal, the final rules include a new
statistic related to the disclosure of the total advisory fees the fund paid. Addjtiamal change from
the proposal, which would have required all funds to disclose their portfolio turnover rate, the final rules
exclude money market funds from the requirement to disclose portfolio turnove3eatmfrafootnote
260and accompanying text.

250 Seelnstructions to Item 27A(e) afmendedrorm N-1A.
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fund statistics across fundsext, as proposedf a fund provides a statistalso required
underForm N-1A, the fund mustfollow Form N-1A instructionsdescribing the calculation
method for the relevant statistiédditionally, as proposedhe final rules includan
instruction that encouraga fund to use tables, bullet lists, or other graphics or text features
to presenthe fund statistics.

As propsedjfast ati stic is included in, or could
statements or financial highlightbe final rulesequire a fund to use or derive such statistic
from the fundds most recent f Bubstamtiallyasl st at em
proposedthe final rulegpermita fund to describe briefly the significance or limitations of any
disclosed statistian a parentheticadr similar presentatiol.he proposed instruction also
would have permitted a footnote explaining sigmificance or limitation of any disclosed
statistic.In a change fromthe proposaind consi st ent wi t hthedimmment e
rules do not permit a footnote presentation because we believe that footnotes in this context
would detract from theoncise nature of the statistic disclosure, therefore diminishing the
effectiveness of disclosed information that may be important to shareholders, and that such a
presentation is inconsistent with the Commi s
discbsur e in f unds 8'Asdiianally, ina thdnge from thegppooposas the
instructions tahe final rulesncludemultiplec | ass funds6 requirements
statistics based on the f und®6 ss fpgeireheatthatance o

shareholder report cover a single class of a muitifelss fund>? Finally, as proposedhe

251 See, e.g.Jom and Mary Comment Letter; Williams Comment Letter.

252 This instruction specifies #, if a fund is a multipkelass fund, and the fund provides a statistic that is
calculated based on t bg vidldontdadkisg epoe),rthie fumdmashshavther f e e
statistic for the class of the fund to which the report relates.
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final rulesstate thatinyadditional statisticthat a fund chooses to includee tobe
reasonably relatedtoh e f undés | nGolediteiy ¢hsdinstmdtionadree g y .
designed to enhance comparability of shareholder reports across funds and prevent disclosure
icr &@p. o

Commenters generally supported greposed requirements to include cerfaimd
statisticsin the shareholder repc¥* Some commentergquestedhatcertainadditional
statistics be required expresslypermitted.For example, one commenter sugge$tewls
Awith a -etatprptdedSGnvVv bealtowedtaihcorgotate pelvamtgSGo
statistcs f t hey wish, and fAmake reference to sup|
appropriat@?>® Another commenter urged the Commission to require atimdisclosets
unrealized capital gains per shaewellt h e fhistoridabstandardeviation of returns
compared to its benchma r2?¥Additiosallyaonedcanmmmented e vi at i
requestedve expressly permibther optional statistcse | at ed t o t he fundos
portfolio relative tasichasaveragé mankdt@apitallzationc h mar k i

average price/earnings ratamdaverage earnings growth ragenong other$’ Finally, one

253 See supraext accompanying footno8( not i ng t hat fundsd® sharehol der
longer and more complex over the years).

254 See, e.gMorningstar Comment Letter; ICI Comment Letter; Comment Letter of Purcell
Communications (Nov. 11, 2020) (APurcell Communi c
Letter.

25 Purcell Communications Comment Letter (addressing funds with environmental, sadighvernance
(AESGO) investment practices).

256 Angel Comment Letter.

257 ICI Comment Letter.
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commenter suggested that money market funds be exempt from the requirement to disclose
portfolio turnover raté>8

The final rulesdo not requireany ofthe additional statisticthat commenters
suggestedWe continueto believe that required statistics shoblkl limited to those that are
generally applicable to all funds and provide useful contexdtfegrrequiredinformation
elsewhere in thehareholdereport.Because funds will be required to provide a graphical
presentation of hol di n gvil alovkansbavehotder totagpreciateu n d 6 s
better the impact of each holding on the overall performahtee fund?® Similarly, we
continue taoelieve that, together with the graphical holdings information and net assets,
knowing the number of a fstondasdleolsdiamgs beodotl
diversification, which could inturnpromd i nsi ght i nto the fundés s
fluctuations.

Additionally, because a higher portfolio turnover rate generally indicates higher
transaction costs and may result in higher taxes, we continue to belietisthaging the
f u n pbidfalio turnover rate providsshareholders with a more complete view of the costs
associated with investing in the fund. However, we agreetiitbommenteis suggestion to

exclude money market funds from the requirement to disclose portfolio turasveQst

258 Id. This commenter noted that money market funds are not required to calculate and disclose portfolio
turnover as part of the financial highlights table, and excluding them from this fund statistic requirement
would be consistent with this approa8eelnstriction 4(c) to Item 13 ocdmended-orm N-1A (mis-
numbered as Instruction 4(b) to Item 13 of current FordA)l

259 Because the measure of a fundds net assets is incl
fund will be requiredtouse orderigeuch st ati stic from the fundds aud
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money market fundssecurities mature in one year or lessl haveefleciedthis changen
the final rules?®°

We arenot requiring a fund tdiscloseits unrealized capital gains per shase
suggested by one commentaithough a fund could inatle this information at its option in
addition to the required statistid&/'e recognize that capital gains distributions can have
significant tax consequences for investors holding fund shares in taxable accounts,
particularly if these distributions are expectedHowever, ve do not believe that most retalil
shareholders would appreciate the tax implications of unrealized capital gains without
additional explanatory disclosynehich would add length and complexity to the shareholder
report?%! Additionally, becauselisclosure ofinrealized capital gains per shareuld notbe
relevant to all fund types, such as ETFs, we do not believe it is necessary to require the
disclosure of a statistic that is not relevant acrdasge percentagef funds.

Similarly, weare not adopting n ot her ¢ o mme n tmandadedisclesurg ge st i o
of historical standard deviation of returns comparea tof ubnednécsh mar k6 s st andar
deviation of returngecausave do not believé would be useful to most retail investors
without additional disclosure explaining how they should consider such information in their

investment decision proce€€.The Commission has considered whether funds should be

260 Seeltem 27A(e) ofamended~orm N-1A.

261 See, e.gAngel Comment Letter. While this commenter urged the Commission to require unrealized
capital gains as a fund statistic, the commenterdsthgd the value of such disclosure to retail investors
is |I'imited to alerting investors that #@Athis is an
it.o

262 See, e.gid. (stating that, in addition to the historical deviation of the faowelr the last 1, 5, and 10 year
periods, funds should be required to include the |
investors to be able to appreciate how much risk their fund has taken over the last 1, 5, and 10 year
periods as comparedtoe b enchmar kés standard deviation) .
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required to disclose uniform risk mies in the past, and as fund strategies continue to
diversify and increase in complexity, we will continue to consider wheithditional risk
related disclosure or reportiigyappropriate and can be disclosed in a manner that is salient to
retail investos 253

Finally, we do not believe it is necessaryptescribe specific statistics that a fund is
permitted, but not required, to includauch an approaatouldlead fundgo include all of
these additionastatisticsdue to the perception that the Comriggss encouraging these
specific statistics, regardless of whether they would be salient t he f undds share
talsomay | ead to di scl oassgnifieantliflongeeaadmorecamplgx r e s ul t
shareholder repagrtontrary to our stateobjectives.

We are however in a change from the proposalopting the requirement for funtis
disclose an additional statistic regarding the total amouadviory fees paidlo calculate
the totaladvisory feegaid, the fund will be required tdisclosethe amount of investment
advisory fees that are payable to the invest

of operationg®* This statistic provides investors the aggregate amouattafl advisory fees,

in dollarspaid?®® This aggregated fund experiséormationcomplemerg theinformation in

263 Seelmproving Descriptions of Risk by Mutual Funds and Other Investment Compamniestment
Company Act Release N20974 (Mar 29, 1995) [60 FR 17172 (Ap4, 1995)].Funds currently report
certain portfolie andpositiortlevel risk metrics on Form f#ORT.Seeltems B.3, C.9.f.v, C.11.c.vii,
and C.11.g.iv of Form NPORT.

264 Seeparagraph 2(a) of rule-®87 of Regulation X [17 CFR 210.607]. The total amount of advisory
fees should be disclosed on a net basischviill require the calculation of this amount to include any
reductions or reimbursements of such fees that were in effect during the reporting period.

265 The rules generallgrovide that, when multiple class fund shos\statistics that are calculatedsea on
thefund 6s per f o,surhaarduaodkmust show tiee estatisiidy for the share class that the
report coversSeelnstruction 7 tdtem 27A(e) ofamended-orm N-1A. However the total amount of
advisory fees paid, as disclosed in the funtdsiies section of the shareholder repshouldnot be
disclosed on a clasgpecific basis, and must instead be disclosed for the fund as a whole, consistent
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theex pense table and provides fund sharehol der
expenses in a concise manner.

In the Proposing ReleasbetCommission sought feedback on tilee other data
elements from the financial statements should be included in the shareholder reports and
whether there are ways to enhance transparency of fund exp&ieqsarticular, the
Commission sought feedback regarding whether, and if so how, donttsprovide investors
with additional i nformation regarding how a
compensation from the fund in order to better understand fund costs and potential conflicts of
interest?®” Commenters suggested a variety of wa@yamend the shareholder report expense
table to provide shareholders with a more complete view of the fees charged by t#é fund.
After considering these comments, we belimauiringfunds to disclose, in dollars, the total
amount ofadvisory feepaid & a single statistic in the shareholder report will give an
additional tool to investors to understand the aggregate fees that investors pay for fund
management andill complement the fund expense table, which provides the amount of fees
paid on a hypotheal $10,000 investmenthe fees paid on a hypothetical $10,000
investmenwill help investas approximateheirown expenses, while the aggregate fees paid

to the adviser Vit help contextualize that information by allowing investimrconsidertheir

with rule 607 of Regulation &X. We believe that it is important for investors to hawmmplete view

of the total amount of income an adviser receives from the fund in order to appreciate fully the amounts
paid to the adviser and to ensure that this number is comparable across shareholder reports of other
funds, irrespective of the class tiaport covers.

266 Proposing Releassyprafootnote8, attext accompanying n.411.
267 Id. at text accompanying n.593 (also requesting feedbackrnang other things, whether funds should
di sclose any revenue paid to the funddbsemdvi ser ol
outside of the management fee), as a percent of f
268 See suprdootnotes180-186 and @companying text.
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own expensegelative to the totahmount of advisory fegsaid We also believe that this

simplified presentation of the more complex and detailed expense disclosure included in the

fundds financial statements widcdoncifewisctosuer t he
that will hel p sharehol ders better understan
statements.

Some commenters suggested certain enhancemmahisdditional guidance on the
proposed statistics requirements. For exangiecommentesuggested thaif a fund
statistic changed significantly during the most recent fiscal year, the fund should be permitted
to briefly describe the factors that contributed to the ch&ifgenother commenter suggested
funds that choose to changstatistic be required to maintain the prior statistic for an
additional year, to avoid cherpicking2’® Additionally, one commenter suggested that, if a
fund uses a statistic not otherwise included
shouldbe required to direct shareholders to where they can find information on the
methodology the fund used to calculate the stafistic.

Aside fromthe changediscussed above,enare not adopting any other changes to the
proposed instruction§Ve do not bebve it is necessary to allow funds to desctitefactors
that contributed to any significant changes to disclosed statistics that occurred during the most
recent fiscal yeaiSuch & explanation could require potentially technical, narrative disclosure
that would make the statistics disclosure less comeiddess salientf a fund believes that

such contextual information would be usefultoinvestors under st anding the

269 IClI Comment Letter.
270 Ubiquity Comment Letter.
271 Morningstar Comment Letter.

90



performance over the relevant peritiae fund can provide such narrativgknation in the

MDFP section of the repoitVe believe it is important to limit any narrative disclosure in the

fund statistics section in order to maintain the usefulness of such disclosures to investors.

Relatedly while the final rules will allow funsito describe any significance or limitations of

any disclosed statistiés a parenthetical or similar presentatifumds should carefully

consider the inclusion of any statistic that requires extensive narrative explaAation

proposed, any statistibat the fund opts to include in the shareholder report must be one that

i's reasonably related t o t htheffindIpeliedeswoulth ve st me

hel p sharehol ders better understand rnghe fund

period A statistic that requires extensive explanation l&ygonfusingo retail investors and

therefore may not help them to better wunders
For similar reasons we are not adoptiga mme nt er 6 thatfandshbeg e st i on

requiredto continueto disclose a permitted statistic for an additional year before remiving

because we believe that such a requirement would unnecessarily increase the length and

complexity of the shareholder repdrnt.additionifacraenge i n the fundés i nv

during the reporting period caused a statistic to be less relevant, requiring a fund to disclose

such a statistifor an additional yeawvould be confusing to investorfsurthermore, we are not

adoptingthe suggesterkquirement for fundso direct shareholders to where they can find

information on the methodolgghe fund used to calculate a permitstatistic because we

believe that such a requiremeatuld significantly increase the length of the shareholder

repot.

e. Graphical Representation of Holdings

Substantially as proposed but with certain changes designed to address commenters

feedbackthe final rules retaithe current requirement®lated tahe graphical representation
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of holdingsthat fundsnclude n their shareholder reports)cludingcertainrevisions
designed to improve the curratisclosure Funds will be required to disclos@e or more
tables, charts, or graphs depicting the
thereporting period, as they do tod&yAs proposedhe final rules specify that fund must
disclose its graphical representation of holdings using categortéesjiima basis of
presentationthat are reasonably designed to depict clearly the typeseadtments made by
the fund, given its investment objectiviédThe purpose ahe graphical representation of

holdings disclosure requiremadatto illustrate, in a concise and u$gendly format, the

fund

all ocation of a f und o0 stegorieswokirvdstments{sschaassei S s p a

classes)Commenersindicaiedthat investors view ik data as important to understanding
their fund investment&* We continue to believe that a layered approach to the disclosure of
portfolio holdings, where a grajglal representation of holdings continues to appear in the
annual report, and more detailed and current portfolio holdings informatidwich currently
appears in the sharehol der r e@psavailablaosling h e

and upon regest, helps shareholders understand how the fund invested its?4a5sets.

272 The categories that funds may depict in the graphical representation of holdings may include, for
example, type of security, industry sector, geogi@apdgion, credit quality, or maturity.

273 Fundsé graphical representation of holdings d
under Item 27(d)(2) of current FormMNA. No commenter addressed these requirements.

274 Responses to the Investeeedback Flier generally indicated that the respondents found the graphical
representation of holdings information useful in monitoring their investmatessuprdootnote47
and accompanying text. Additionally, survey data that one commenter provided similarly found a
majority of investors said that this presentation is useful to tBem suprdootnote48 and
accompanying text.

275 Proposing Releassuprafootnote8, at text accompanyingnn.262 6 2 ( di scussing th
understanding of investorsd preferences with
schedule of portfolio holdings will be available online and upon request on at least a quarierydeas
rule 30el1(b)(2). We discuss the availability of the schedule of investmeméransections 11.C.1.a and
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We are adoptingeveralkchanges to the current graphical representation of holdings
requirementsFirst, substantially as proposede are newly permitting fund to shovits
holdings lased on total exposure to particular categories of investntamids will be
permitted to use this presentation methodddition toonescurrently available to them,
namely,showing holdings based on the percentage of net asset value or total investment
attributable to each categoty.We also, as proposeaieadopting minor revisions to the
current instructions with respect to funds that depict portfolio holdings according to credit
quality. These revisionare designed to keep related disclosured brid concise. Finally, in
a change from the proposal and in consideration of comments redbe&dal rules
explicitly permit a fund to includealong with the graphical representation of holdiagsst
of its largest 1(ortfolio holdings and thegrcentag@ f t he fundds net asset
investments, or total exposure attributable to et holding

Presentation Based on Total Exposure

The final rulesnclude flexibility, as proposed, fdunds to base the tabular or graphic
representati on o fotalexpbsdré to padidarcategariebseof f und 6 s
investment$’” However, in a change from the proposal, the final rules will not allow funds to
base this presentatiamlyo n t h enetéxpaswte@csparticular categories of investments.

The final rules allow funds to show net exposure in addition to the required total exposure

I1.C.2.a.See alsaule 6¢11 under the Investment Company Act, which requires daily portfolio holdings
for ETFs relying on the rule.

276 Sedltem 27(d)(2) of current Form-NA.
21t Sedltem 27A(f) ofamendedorm N-1A.
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presentatiort’® One commentespecificallysupported the proposal to all@uch anet
presentatiorasuseful br funds that have significant derivatives investméfit€onversely,
another commentexdvised thaproviding total, rather than net, exposprevides investors a
true sense of ¥he fundbés exposures.

We continue to believe that expanding the permisgitdsentations to allow a fund to
show its holdings based dmeir investment exposumgill provide a more meaningful
presentation for funds that use derivatives to obtain investment exposure as part of their
investment strategieklpon furtherconsideration of comments receiyege are persuaded
thatshowing only anet exposure presentation of holdings maybe representative of a
fundos  eartruaslyfor ceriain funds that hold both long and short positieos.
example, allowing tese funds to shoanly a net exposure presentation could lead investors
to believe that the fundds exposutmaeprotided a par
by the fund®s investments

For these reasons, under the final rules, a toatdhdds both long and short positions

and chooses to use total exposure as a basis
278 Id.
279 ICI Comment Letter (also stating that this presentation is particularly beneficial to funds that hold both

long and short positions because, under the proposalwhiglg be allowed present the long and short
positions separately.¢., total exposure) or show the combined effect of both positiansret
exposure)).

280 Morningstar Comment Letter (arguing that funds should be required to show long arekglostires
by asset class, rather than only the net allocation to better represent the exposures of th§ portfolio

281 As an example, if a fund had a 5% long position in XYZ Automotive Co. and a 4% short position in
QRS Automotive Inc., a total exposure presentation would require the fund to show the 5% long
position in the automotive industry and separately show a 4% pbsition. A net exposure
presentation would only show a position of 1% in the automotive industry, however, based on the
assumption that the two investments would be inversely correlated. But any assumed correlation may
not hold under all circumstances.
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of holdings mustlepictthe long and shogxposures to each category of investments
separatelyThis approach is consistentwi h t he definition of dAderiwv
Commission adopted in rule 1882 We also believe that this approach is consistent with the
final rule requirenent thafundsdisclose holdings categories aathasis of presentatiom a
mannerthat s fireasonably designed to depict clearly the types of investments made by the
Fund, given its investment objectiveé\s proposed, und that usetotal exposure as a basis
for representing its holdings will also be permitted to include a brief explanation of this
presentatiort®® Such a fund also will be permitted, but not requitedshow a net exposure
presentation.

FundsDepicing Portfolio HoldingsAccording toCredit Quality

For funds that choose to depict portfolio holdings according to credit qualigreve
adopting as proposed an amendment instructing these funds to keep the required disclosures
related to this presentation brief and coné®ée\ fund that depicts its portfolio holdings
according to credit quality is currently required to describe how the credit quality of its
holdings was determined and, if credit ratings are used, the fund must explain why it selected

a particular credit rating® The length of this disclosure currently varies among fuadd

282 SeeUse of Derivatives by Registered Investment Companies and Business Development Companies
Investment Company Act Release No. 34084 (Nov. 2, 2020) [85 FR 83162 (Dec. 21, 2020)]
( Derivatives Adopting Releadefrequiring derivatives exposure caldula ons t o be based on
notional amounts, rather than a figure based on calculations that net long and short positions).

283 Seeltem 27A(f) ofamended-orm N-1A. No commenters addressed this permitted explanation.
284 See id.

285 Sedltem 27(d)(2) ofcurrent Form NLA.
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thisamendmenis designed to keep narrative disclosures in the annual reportTinef

Commission received no commentstba proposed amendment

Permitted Disclosure of Top 10 Portfolio Hiatgs

In a change from the proposal, the final rules will allow a furdigclose in a table or

chart that appears near t he ftheluddlagegOaphi c al

portfolio holdings?®® A fund that choses to includghis presentation alsmayshowthe

percentage of the funddés net asset valwue, to

each such holding

Two commentersuggestedhat the Commission shoutdquireor permitfunds to

include a list of top @ or 25 holdings and the percentage of these hold#@ne of these

commenters stated that it i s sughunfotmatiofaedmmo n O

that such lists are informative to shareholders and do not add significantly to the lethgth of

report?®8 The otherrommenter stated that this additional information wdudghlight fund

concentration risk8°

We agree that allowing a fund to include a list of its largest 10 holdings and the

percentageft h e fnet asdebvalue, totalvestments, or total exposutreateach such

holding represestwould compkement theotherinformation provided in the graphical

representation of holdingsd be informative to shareholdevéhen combined with required

disclosure othe number of portfolio holdings, this disclosure will provide shareholders with

287

288

289

Seeltem 27A(f) ofamended-orm N-1A.
ICI Comment Letter; Morningstar Comment Letter.
ICI Comment Letter.

Morningstar Comment Letter. This commenter stated
would indicate potersl concentration risk better than the proposed requirement for all funds to disclose
the number of portfolio holdings as part of their disclosures on fund statistics.
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addi tional i nformati on ab o uHowexer, fvelbelteveshatp ot e n't
allowing funds to show a larger number of individual holdings, such as thetlasgksd
holdings,would unnecessarily increase the length of the report with little added benefit to
shareholderse ar e permi tting discl osur,@thesthana f und:¢
requiring it, because this disclosure may not be as usefokrtain types of funds (for
example, a fund with hundreds of holdings, each representing a very small fraction of the
fundds net asset value) as it is for others.
Other Comments on Graphical Representation of Holdings
Additionally, one commenter sugsted requiring fund of funds to show its asset
allocation based on the underlying holdingshaf acquiredunds?®° We are not adopting
such a requiremenBecause the fiscal year end abg-level fund may differ from that of its
underlying fundsthetop-level fund may not have access to current underlying fund holdings
informationas of the date of thep-levelfundd shareholder reporA top-level fund would
be permitted to show its asset allocation based on the underlying holdings of the acquired
funds, however, provided that the presentation otherwise meets the requirements for the
graphical representation of holdings disclosure we are adopting.
The same&ommenter suggested that the Commission should require funds to
standardizéhe format for slowing exposures such that all funds use the same terminology
and asset classes to enhance comparabiibyle we appreciate the comparative value such
an approach would provide, wentinue tdbelieve that funds shoulthveflexibility to tailor

disclosure to their specific holdings and investment strategies in a manner that best

290 Id
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communicates this information to sharehold®taintainingan evergreerrule-based
compendium of the terminology that funds could incladelld be challenginggiven the
diversity of fund strategies and portfolio investmeifitse presentation requirements in the
final r u | geaphicdl representatiordo$ hdldingdisclosurebalance these
considerations with our interest in clear and salient portfolio hgddilisclosure

f. MaterialFund Changes

The final rules will require a funid describenaterialchanges to the fund the
annual reporf® We are adopting this requirement substantially as prop@sgttcertain
modifications to address commenter concerns

Specifically, a fundwill be required to describenaaterialchangesince the beginning

of the reporting periotriefly with respect to any of the following items:

T A change in the fundbés mbFwmenN{A;s descri bed
1 Achangeit he fundds investment objectives or
N-1A);
T Achange n t he f wpedtihgexmpmeshaeholdefees, or maximum
account fee (as described in Item 3 of Forra A, including theterminationor
introductionof an expense reimbursement or fee waiver arrangements
T A change in the fundbés principal i nvest me

Form N-1A);292

291 Seeltem 27A(g) ofamended=orm N-1A.

292 SeeProposing Releassyuprafootnok 8, at n.273 (discussing the requirements of rule B5ithe
finames rule, 0 and discussing how ditsentktategies e o f
could serve as a notice of a change to an investment policy as required under the names rule).
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1 A change in the principal risks of investing in the fund (as described in Item 4(b) of
Form N-1A); and
T Achange in the fundoés i niadviser(sh@ndescribetdni s er (
Item 5(a) of Form NLA).2%3
Additionally, as proposed fundmaydescribeothermaterialfund changsthat it would like
to disclose to its shareholde&fé In a change im the proposal, the final rules also permit a
fund to describe otherhanges t hat may be hel pful for inv
operations and/or performance over the reporting péffoll fund alsomay disclosenaterial
plannedchanges irtonnectiorwith updating its prospectus for the current fiscal yadund
will have to provide a concise description of each change that provides enough detail to allow
shareholders to understand the change and how it may affect sharefiélders
The purpse of theerequiremergis to highlightandconsolidate disclosure of
materialchanges in a way that increasiee salience of this disclosure. Currently, fund
shareholders typically receive information about these changes in: (1) annual prospectus

updages; or (2) other prospectus updates they may receive throughout the year (which can take

293 As proposed, the final rules will not require a fund to disclose a change iraalgigbr where Item 5 of
Form N-1A would not require theuhd to disclose the name of the sadwviser in its prospectuSee
Instructions 1 and 2 to Item 5 ofirrent and amenddebrm N-1A.

294 Seeltem 27A(g) ofamended=orm N-1A.

295 In a change from the pr op o orchangeshdt may beihelgul forr ul es i n
investors to understand the fundo6s opoeriant itohniss and/
provision.Seeltem 27A(g) ofamended-orm N-1A. For example, a fund could disclose plans to
liquidate or merge the fund, even ifpiously disclosed to shareholders.

2% As proposed, this section of the shareholder report must include a legend to the effect of the following:
AThis is a summary of certain changes [and pl anne
complete informai on, you may review the Fundds next prosp
[date] at [website address] or upon request at-fte# telephone number and, as applicable, email
address] . o
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the form of a prospectus fs prospektegsMearer an upd
concerned, however, thataterialchanges may not always be readily appareat to
shareholder. For example, changethe annual prospectus updatay not be easy for an
average shareholder to identff/.There is no requirement for a fund to identify or highlight
changes to the fund in its prospecttidVe also understand that théseliversity of practices
among fundsegardingwhat changes result in a prospectus stickervarether to transmit
the sticker to shareholderBhe categories of fund changes that we are requiring funds to
disclose in their annual reports are meant piwe the types ahaterialchangest@a f und 6 s
operationghat we believe are important to fund shareholders, that may influence their
investment decisions, and that are more likely to occur.

The proposal would havedded a new section to the annual refiat would have
required funds to describe briefly any material change in an enumerated list of items (as well
as any other material change that the fund chooses to disclose) that has occurred since the
beginning of the reporting period or that the fymans tomake in connection with its annual

prospectus updaté® Commenter responses tasproposedequirement were mixed. Some

297 This also may be the case when a fund delivetgcker, though a sticker typically would identify a
change more explicitly.

298 Some other types of registered investment companies currently are required to identify certain changes
in their shareholder disclosure materi&@eeVariable Contract Summary Prospex Adopting Release,
suprafootnote9 (requiring updating summary prospectuses for variable contracts, which provide a brief
description of anymportant changes with respect to the contract that occurred within the prior year to
allow investors to better focus their attention on new or updated information relating to the contract);
rule 816(b) under the Investment Company Act (requiring ceregiistered closednd funds to
identify specific types of material changes in their annual reports).

299 SeeProposing Releassyuprafootnote8, atn.271272 and accompanying text. The proposed
enumerated list of items varied from the enumerated list under the final rules by requiring a fund to
disclose aiincrease r at her than a change, in the fundébés ong
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commenters supported this requirem@Andditionally, survey data submitted by one

commenter indicated that a majority of retail investors fahigdisclosure usefui®! Other

commenters objected this disclosure’®> These commenters argued that providing a list of

material changes, without the benefit of taxt from the prospectus, is not useful to investors.
Additionally, several commenters took issue with the propappdoach of providing

anenumerated list of material changes that would necessitate disclosure, arg@sgoo

prescriptive’®® These comentersecommendethat the Commission adopt a more

principlesbased approachvith one stating this approach would address concerns that one

fund may reasonably view a particular type of change as material while another may not,

given differencesinfurel6 r espective investment objective

profile.2% One commenter stated that, if the Commission adolgs it should provide

addi tional guidance to assist funds in deter

for anyenumerated topit®® In contrast, one commenterged the Commission to limit

maximumaccount fee (as described in Item 3 of Forra A as well as requiring a fund to disclose a
change in the fundés portfolio maA)ager (s) (as des

300 Seee.g.,Morningstar Comment Letter; NASAA Comment Letter; Fidelity Comnhieatter; Consumer
Federation of America || Comment Letter.

so1 Broadridge Comment Letter (also stating that surveyed investors identified certain changes in particular
as important, including changes to investment objectives, risks, strategies, fusgbmeant, and
changes that impact fund performance).

802 See, e.g.Stradley Ronon Comment Letter; TIAA Comment Letter; Tom and Mary Comment Letter
(recommending instead adding the proposed list of material changes to the beginning of the prospectus).

303 See, e.glClI Comment Letter; Vanguard Comment Letter; Capital Group Comment Letter; SIFMA
Comment Letter (supporting the proposed disclosure in principle but objecting to the list approach);
John Hancock Comment Letteuggesting replacing list with naxhaustive list of examples as
guidance in the adopting release).

304 SeelCl Comment Letter
805 SIFMA Comment Letter (providing a list of suggested factors funds could consider, incl(idimghat
is the nature of the change and does it reflect a chartge way the fund is currently being managed
and/ or does it reflect a material change in the f.
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material changes to those included inlttieandstated thatunds should not be givehe
flexibility to disclose additional items in order to limit the length ofshareholdereport3°®
Some commenters suggested alternative approaches. For example ssegEsted
defining material changes as those that would requdiradto file an amendment to the
fundodés registration s)unaértherSecutitiodpt.tincantmastt t o r u
some commenterstatedthat the use of theterfnmat er i al O raises questions sect i ¢
with respect to the impact of this requirementtom concept of materialitsmbedded in the
requirements of rule 485(apder the Securities A% One commenter suggested that a
material change should be defined as one that triggens @ p | e nsicked filing.£%° i
Commenters also raised concerns regarding certain topics included in the proposed list
of material changes. For example, many ownters argued that portfolio manager changes
should not be included in the lisecaus¢hesechanges arenmaterial in many

circumstances!® Additionally, several commenters opposedudingplanned changes in

does the change i mpact; (3) how I|likely would the
continue to invest in the fund; and (4) what is the length of time before existing shareholders will have
fflaccess o t o etghiretheieveft the amenges willbe gimply folded into the annual

prospectus update that will be accessible to sharehe r s on t he funddés website).

306 Fidelity Comment Letter.
807 See, e.glCI Comment Letter; Vanguard Comment Letter; Federated Hermes Comment Letter.
308 SeeSIFMA Comment Letter; John Hancock Comment Letter (requesting the Commission clarify that

changeghe fund experiences in the list of topics do not necessarily mandate a 485(g)démg)so

rule 485(a) and (b) under the Securities Act [17 CFR 230.485]-gffesttive amendments to

registration statements filed under rule 485(b) may be filed fbaioespecified purposes, including

Aimaki ng-manyrnan changes which the registrant deem

309 Capital Group Comment LetteBut sedCl Comment Letter; SIFMA Comment Letter (each opposing
defining material changes as those that triggerle 497 sticker filing, given the diversity of practices
among funds on when to sticker and whether to transmit the sticker to shareholders).

810 See, e.g SIFMA Comment Letter; Dechert Comment Letter; ICI Comment Letter (arguing that changes
in portfolio managers are particularly irrelevant for index funds), Fidelity (arguing that only changes in
the Il ead portfolio manager, or a fundds single pol
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connection witht h e  famnnatipdospectugpdate, arguing funds should only discastial

changes because planned changes may not be fin3itZdtese commenters also argued that

requiring disclosure of future changes may create certain operational challenges fétfunds.
Commenters also requested additional guidance and clarification regarding the list of

material fund changebany related tdees. One commenter requested the Commission

clarify that material increases in fees should only be disclosed if the increasedstih of a

material increase in contractual fee rates, rather than the result of a loss in a breakpoint or a

change in performaneelated expenses$® Another commenter suggested that, instead of

requiring discl osur e o fongoiagtaenual feek, transactiondeass e s |

or maximum account fee, it would be more protective for investors to mandate that any new

fees be highlighted as well, irrespective of

ma g n i t4Thisesamie commenter requested that the Commissiotoddd listany

change in the f undodMAmotherconimentemsauggestdr Ilstealsoc h ma r k .

should include a decrease in fund fees and expenses, as well as an Merease.

811 See, e.glClI Comment Letter; SIFMA Comment Letter; Nguard Comment Letter; Fidelity Comment
Letter; Dechert Comment Letter; Stradley Ronon Comment Letter.

s12 See, e.gFederated Hermes Comment Letter; Dechert Comment Letter (stating that, if funds are
required to disclose changes that are anticipated tor after the close of the reporting period, there
will be an increased administrative burden on funds to monitor and track changes that have not yet been
reported to shareholders and suggesting that funds could be permitted, rather than requiredsdo disclo
future changes).

313 ICI Comment Letter.
314 NASAA Comment Letter.

815 Charles Schwab Comment Letter.
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Commenters also requed guidance about the level of detail that would appear in the
required disclosurédne commenter suggested that funds be allowed to provide a narrative
explanation of the reasons for the material chaktje.

After considering these comments, we are adgjhiis requiremensubstantiallyas
proposed, with some modifications to address commenter condéerare retaining list-
based approacwherea fund must briefly describe anyaterialchange with respect to any
listeditem that has occurred since theginning of the reporting period. We continue to
believe that this approach will provide more certainty to funds about the types of changes they
must disclose and enhance consistency of annual report disclosure acrosg/&inds.
appreciatehe concern thaifferent funds may reasonably view different types of changes as
material. We have therefore incorporated an addition tb then a | prowigioh #aivduld
permit funds to include material changes regarding topics that do not appear on the
enumeratedist. The additiorto this proposed provisionlarifies that funds also are permitted
to describe changes that may be hel pful for
and/or performance over the reporting period.

We are not, however, defining aaterial change for this purpose as a chahge
would require a fund to file an uvadereued ment t o
485(a) under the Securities Amcause we do not believe linkingsthew disclosure

requirement to that rule is necessdarye concept of materiality is a bedrock feature of the

816 CFA Institute Comment Lettesee alsaVlorningstar Comment Letter (suggests requiring funds
disclose where shareholders can find more informatiorrdegamaterial changes).
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federal securities laws, and funds have extensive knowledge and experience in applying this
standard in a wide array of contexts.

While afund should base the determination of whether a change is material on the
facts and circumstances of the fund and the specific chamgare providing general
guidance on the factors that furmsuld consider in making that determinatidractors funds
may wishto consider include the nature of the change, whether it reflectdeaialchange in
the way the fund is currently being managed, whether it refleutarialchange in the
fundodés risk profile, which seé%dhow(ikelytheof t he
change would be to influence a shar &rol der 6s
example, if a change to the fundds principal
managed, such a change would likely be considemaat@rialchange. By contrast, if a fund
that invests heavily in a foreign country changes its description of that foreign country risk as
a result of changes in the countryés politic
constitute anaterialchange.

The list of topicaunderthe final rules differs iseveralWways from the proposed list.
First, we agree witthecommentersvho suggestethat the list should not include changes in
portfolio managers. Under many circumstanatgreholders may not cader portfolio

manager changestobwteriai n t heir ability to understand

817 Seee.g, Basic v. Levinsom85 U.S. 224, 231 (1988)Biasic v. Levinsah )see alsdelective
Disclosure and Insider TradinBelease No. 337881(Aug. 15, 2000) [65 FR 51715 (Aug. 24, 2000)
(citing Basic v. Levinsoand stating that materiality has been defined by existing case law).

318 A change that affects the summary prospectus is more likely to rise to the leveatdralchange
than one that would only affect the statutory prospectus.
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performance over the past year, and may not consider these toaberalfactor in deciding
whether to buy, sell, or hold fund shares. If a fund @®rsia portfolio manager change to be
amaterialchange that should be disclosedyduld be permittedo disclose this change under
the final rulesas the final rules include flexibility to disclose changes about topics that do not
appear on the list®

Secongwe agree with certain commenters that a fund should have to diadlpse
materialchange in fund fees, even those that do not result in fee incréésedso agree with
commenters who suggested that that fee movements of any kind, and irvespiglatiw the
fees are characterizeide(, regardless oivhether they are the result of a change in the
contractual feesr a change in performancelated fees)are the type ofmaterialinformation
that we believe retail investors would find to be intpot in their decisions to continue to
hold shares of the funid’ Because the terminatiar introductionof an expense
reimbursement or fee waiver arrangement can affect the fees that a shareholdergpays,
change from the propostile final rules clarif that these are changes that should be

disclosed?!

819 For example, if th fund has a single portfolio manager who is skelbwn in the industry and
prominently identified in fund advertisements, such a fund might consider a change in its portfolio
manager to be materialchange that would warrant disclosure in the sharehodgbent.

320 See supraectionl.A.3.

I d have required disclosure
transaction fees,ormarium account fee. 0 The terms fAongoing ant
reflect the terms that the Commission proposed to
operating expenses, 0 and #fAshar eh odptohgetne ploppsed , 0 r e s p ¢
new terms, the proposed requirements in the final rules for disclositerialfund changes include the

terms fiannual fund operating expenseso and fAsharel

321 The proposed rules wou
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Additionally, because a c¢ mdexwglbe higmightediethefMDRRd 6 s
section of the shareholder report, we do not believe it is necessarydbaadpbgo theindex
in the enumerated ligtf materialfund change$??

The final rules do not require discios of changes the fund plans to make in
connection with its next annual prospectus update. We agree with commenters that this
requirement could create certain operational challengesridsbhecause of the increased
administrative burdens funds will incur if they have to monitor changes occur after the end of
the reporting periodA fund, howeverwill be permitted to include suetthange in its annual
reportif it is a materialchange®®®

g. Changes in anBisagreements with Accountants

As proposed, the final rulesquire funds to include a concise discussion of certain
disagreements with accountants in the annual reppecifically, when a fund has a material
disagreement with an accoant that has resigned or been dismissedijiagrules will
requirethe fund to include in its annual report: (1) a statement of whether the former
accountant resigned, declined to stand fegleetion, or was dismissed and the date thereof;
and (2) a bef, plain English description of disagreement(s) with the former accountant during
the fundds two most recent fiscal years and
discloses on FormILSR324 As proposed, this required information is a highel summary

ofmoredet ai l ed i nformation that currently is re&€

822 Seelnstruction8 to Item 27A(d}2) of amended~orm N-1A.

823 Seeltem 27A(g) ofamended-orm N-1A. The final rules also clarify as the proposal didthat a fund
will not be required to disclosemaaterialchange that it already disclosed in its last annual report.

824 Sedltem 27A(h) ofamended=orm N-1A.
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reports®2® Funds will be required to filthe currentlyrequiredmoredetailed information, as

proposed, ofrorm N-CSR.Fundswill not be required to disclose thbsence of

disagreemets inresponsetb he f i nal r ul edis€loswerequirenient! der r ep
Commenters overwhelmingly supported these changes, explaining that accounting or

auditingrelated disagreements with accountants are particularly sigrificaurrences that

should bgrominentlydisclosed to shareholdet¥.We agree with commenterand we

believet hat retaining this disclosure in fundsé

to be important because this woeldhance the prominenoéthis disclosure anput

investors on notice of the dismissal or resignation of an accountant and the existence of a

material disagreement with that accountsivie continue tabelieve this shareholder report

disclosure could discourage funfdsm engagigina u d i t

h. Availability of Additional Information

ifopi &% on

We areadopting, as proposed, the requirement for fuadsclude abrief, plain

Englishstatemenin theshareholdereport that informs investors abardrtainadditional

information that is available n  t h e f uRdrésstatenemnsstiricledeplain

325

327

328

SeeProposing Releasesuprafootnote8, at text accompanying nn.293 and 294. The current disclosure

requirement, like the requirement we are adopting,fislap c ab |l e

only if a fund6s

or was dismissed. In this case, the fund has to disclose the information that 17 CFR 229.304 [Item 304

of Regulation K] requires, concerning
dismissabr resignation, whether in

t he
t he

circumstances

fundods

accountingrelated disagreements with the former accountant, and other related information.

IClI Comment Letter; CFA Institute Comment Letter; Consumer Federatiomefiéa || Comment

Letter.

SeeProposing Releassuprafootnote8, at text accompanying nn.2287 (discussing audit opinion

shopping).

Seeltem 27A(i)) ofamended-orm N-1 A . Under the fi
statement is placed in brackets
website, or another website belonging to, for examplefutie sponsor.
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Englishr ef er ences to, as applicable, the fundads
and proxy voting informatiof?° In addition,and as proposed,the shareholder repo
appearsoa f undds we b &provided electroaitally ehre Wundsneist provide a
means ofmmediately accessing this additiomaformation(such as a hyperlink or QR
code)33°

As proposegdthe final rules willprovide a fund with the flexibility to refer to other
information available othis website, if it reasonably believes that shareholders would likely
view the information as importaft: This additional information referred to in the annual
report would hag the same status under the Federal securities laws as any other website or
other electronic content thatetfiund produces or disseminatés

Two commentersupporedthe abilityof funds to refer to other important information
avail abl e o site¥*We ard adoptohhis requikerbenas proposedie
continue to believe thdtrecognizeshe importance ahereferencednformation to some

investors Highlighting the availability and location of additional informatioransistent

829 Currently, a fund is required to include statemen:
portfolio schedule, (2) proxy voting policies and procedures, and (3) proxy voting r8eeadirrent
Items 27(d)(3) through (5f Form N-1A. The final rule consolidates the currentgquired statements
about the availability of this information in a single statement that covers this same information, along
with information about the availability of the prospectus and finandiatrimation.

330 Seelnstruction 9 to Item 27A(a) afmendedrorm N-1A.

331 SeeProposing Releassuprafootnote8, at text following n.313providing examples of information to
which a fund may wish to refer investors, such as a document describing the benefits of certain types of
investments, a description of credit ratings, additional performance presentations, or additional
commentary abdthow the fund performed).

332 Sedd. at text accompanying n.315 (noting that the fact that a shareholder report references other
information available on a website does not change the legal status of the referenced inforseation);
alsodiscussion ainfra section 11.A.4.

333 ICI Comment Letter; Morningstar Comment Letter (also discussing the format of information presented
online, which we discuss below in section 11.C.2.b).
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with a layeredapproach to fund disclosure that makes rd#tiled or technical information
available to those investors who find the information valuadeitionally, we believethe
flexibility for funds to refer to other informatian the required statemeistappropriate
because funds may wish to provide additional information to investors moredadlior
relevant to a given fundVe alsocontinue tdoelieve this flexibility is appropriate given the
content limitations imposed on tehareholderepot.33*

I Householding

As proposed, the final rulestain thecurrentprovision that permits funds to explam
their annual repotiow to revoke consent to the householding of the annual rEpame
commenteexpresslysupported the proposed requirement, stetivat funds havexperience
applying the Commi ssi onfowmdthiofmamewdrictdbei ng r ul es
effective33°

Rule 30el currently permits, and ofinal ruleswill continue to pernj the
householding of fund shareholder reports if, in &ddito the other conditions set forth in the
rule, the fund has obtained from each investor written or implied consent to the householding
of shareholder reports at such addrééSherule will continue torequirefunds that wish to
household shareholdezports based on implied consent to send a notice to each investor
stating, among other things, that the investors in the household will receive one report in the

future unless the investors provide contrary instructions. In addition, at least once a year,

334 As proposed, the annual report may only include information that ItemofP@mended-orm N-1A
specifically permits or requireSednstruction 3 to Item 27A(a) aimended~orm N-1A.

335 Seecurrent rule 30€.(f); amendedule 30el(e) and Item 27A(j) olamended-orm N-1A.
336 ICI Comment Letter.

337 Seecurrentrule 30e1(f).
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funds relying on the householding provision must explain to investors who have provided
written or implied consent how they can revoke their consamg.way to satisfy thiannual
noticerequirement is to include a statement in the annual réepuefinal rulescontinueto
permitfunds to include this statement in the annual report.

3. Format and Presentation of Annual Report

We are adoptingsubstantially as proposegeneral instructions related to the format
and presentation of shareholder repatésigned to improve and simplifiyeir presentation
and encourage funds to use pi&inglish, investoifriendly principles when drafting their
reports338

First,as proposedhe final rules includan instruction specifying that the information
in annualreportsmust be appear in the same order asdsiired under the amendments to

Form N-1A. Consistent with the proposal, theal rules also includeequirements that funds

Y

use Aplain Englisho principles fonualthe organ

report3*°In addition as proposedhe instructiongncourage funds to consider using, as
appropriate, questieandanswer format, charts, graphs, tables, bullet lists, and other graphics

or text features as a way to help provide context for thenrd@bon presentedkinally, the

338 See generallynstructions to Item 27A(a) amendedrorm N-1A.
339 The proposal included a similar plain English re
taking into consideration Fun 8ecausedunds arefandliarr s 6 |
with the plain English requirements of rule 421
sharehol dersé | evel of financial experience may

fund), we are adopting limited rddications to the proposed requirement. Therefore, the provision in

the final rules specifies that the plain English requirements of rule 421 apply to shareholder reports, and
di sclosure in fundsd sharehol der rrulesd4pléd). Thesemust be
modifications are designed to enhance consistency with the plain English requirements of other aspects
of the Federal securities laws.
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instructionswill include legibility requirements for the body of every printed shareholder

report and other tabular dat&.

Commenters generally supported the fararad presentation requirements.

Additionally, according to survey results submitted by one commenmtiai| investors

indicated theseequirements would be helpful in monitoring their investméfttg/hile no

commenters objected to the proposed format and presentation requiremart, s1ggested

that more standardization than the proposal would result in investor protection benefits. One

commenter suggested tB®@mmission consider requiring standardifanguage to help

investors identify key information, and that tiemmission could improve readbty by

requiring funds to use standardized language for their benchmarking discfidéves.

different commenter, however, supported the flexibility that the Commission provided to

modify information that otherwise would be required to appear in certapoped headings

and legends, if this information would not be applicable to a particularftAcother

comment er

report, fAas it has

enable investors

340

341

342

343

344

345

In a shareholder report posted on a website or otherwise provided electronically, the instprotiae
that a fund may satisfy legibility requirements applicable to printed documents by presenting all

recommended

t hat

t o 3Mmor e

t he

easi

y

Commi ssi

compar e

on es

w h e structuresfifinbsdike iForng NMFR,ftoo r ma t i

f und

required information in a format that promotes effective communication as described in Instruction 8 to

Iltem 27A(a)of amended Form NA.

See, g., Consumer Federation of America Il Comment Letter; Broadridge Comment Letter; Sidley

Austin Comment Letter; TIAA Comment Letter.

Broadridge Comment Letter.

Comment Letter of Christina Zhu, Assistant Professor of Accounting, The Wharton Schivel;sily

of Pennsyl vani a

(Sept .

29,

2020)

(AWharton

SeelCl Comment Lettersee alsaliscussion at footnoté24 and accompanying text.

Morningstar Comment Letter.
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We continue to believe th#te proposedequirements foshareholder rep@atdé f or ma't
and presentatiowill help promote effective communication between the fund and its
investas, and thereforare adoptinghese requirementsor examplerequiring that
information appear in a specific ordeill promote consistency and comparison across funds
and allow shareholders to review the most salient informatiseh agsund expensesdirst.
Additionally,i pl ai n Engli sho and |l egibility requirer
instructionswill help ensure that shareholder reports are easily readable by inVa&aee
not adopting additi onal yseadpasirag@rimeadditisnalf or r ep
standardi zed | anguage, because we believe th
goals of promoting comparability, readability, and conciseness, with the variety ofdiuehds
strategieghat will be subjecttd he f i nal r uWeadsd arernendful thang me nt s .
further restrictions on the format and presentation of shareholder repoldsprevenbur
requirements from e mai ni ng A e votavalvingiteehmalogyana indreiasgd
complexity of furls and strategieddditionally, this approach takes into account the
differences in format and function between a reporting form that is required to support the
Commi ssionbs examination andlri &gu lfatnadrsyd msrhag

repotsd whose primary audience is retail investéffs.

346 See, e.gMoney Market Funds Reform, Investment Company Act Release No. 29132 (Feb. 23, 2010)
[75 FR 10060 (Mar. 4, 2010)], at textliowing n.320( i MMF R e(hoting that whjle the
information reported to the Commission on ForaMRP is not primarily designed for individual
investors, the Commission anticipated that many investors, as well as academic researchers, financial
analyss, and economic research firms, would use this information to study money market fund holdings
and evaluate their risk).

113



4. Electronic Annual Reports

Fund shareholders may access their annual reports online, rather than (or in addition
to) reviewingthe reports in paper form#t’ We recognizehat the use of electronic channels,
and the overlay of electronic tools onto required regulatory documents, may present both
practical and legal questions for fund registrants and other market particiiatis are
adopting as proposednstructionsdesigned to clarify requiremerftsr electonic annual
reportsand topromote the use of interactive, useendly electronic design featuréBhese
instructions include(1) ordering and presentation requirementgdéportsthat appear on a
website orareotherwise provided electronicallg?) instructions providingdditional
flexibility for funds to add tools and features to reports that ajgomeawebsiteor are
othemise providecelectronially; and (3) required links or other means for immediately
accessing information referenced in rep@vailable onlind®Coupl ed with invest
increasing comfort with interndtased disclosure, we believe the instructions we are adopting
will promoteelectronicdisclosure thahasthe potential teenhance the information that
printed paper documengsd static electronic documents (such as those in PDF format)
provide At the same time, we are conscious of the need tisghum standards so that
these improvements do not detract from the usefulneb® streamlined shareholder report

and ensure thatll investors have access to the sdmaseline level oinformation.

347 See suprdootnote140.
348 SeePropsing Releasesuprafootnote8, at section I1.B.4.
349 See generallynstructions to Item 27A(a) of amended ForrilA.
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First we are adopting as proposed clarifications that disclosure requiremehts for t
annual r epor t datsobfiec oavpeprl ipcaagoel 0e wiol It PEThidi® e gi nni
desgned to reflect tht electronic reports may not have a physical page at their beginning.
Similarly, and as proposethefinal iteminstructionthatwill provide an ordering requirement
for the contents of an annual report also includes a provisionrioiahreports that appear on
a website or are otherwise provided electronic&fy.

We are also adopting, as proposedtructionsthatwill provide flexibility for funds to
add tools and features to annual reports that appear on a website or are otherwisaé provide
electronically®>? The instructions encourage funds to use online tools designed to enhance an
i nvestor 6s un datinthe aanual repor§Ss Whén using interactive graphics
or tools, funds are permitted to include instructions on their use and interprefagon.
general instructions alsiatethat any explanatory or supplemental information that funds
provide as oline tools may not obscure or impede understanding of the required

disclosures>*

350 Seeltem 27A(b) of ameded Form N1A.

351 This instruction specifies that information in an electronic report should be organized in a manner that
gives each item similar prominence, and presents the information in the same order, as that provided by
the order the instruction peribes. For instance, an annual report available on a website could satisfy
this requirement if each required disclosure item is presented with equal prominence in a separate tab
and the order of the tabs follows the prescribed order, such as fretmiigfht or topto-bottom.

Similarly, a mobile application could satisfy this requirement if the shareholder report navigation screen
presents each shareholder report item with equal prominence and follows the prescribed order of

information.

352 See generajlInstructions to Item 27A(a) of amended ForriA.

353 The online tools that funds could useuld include, for example: video or audio messages, muvese
windows, popup definitions or explanations of difficult concepts, chat functionality, and expense
calculators.

354 Seelnstruction 10 to Iten27A(a) of amended Form-4A.
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For electronic shareholder reports that use online tools, the default online presentation
must use thealuesrequired by Item 27A. For example, while the default presentatithe
expense example and performance line graph must be on a $10,000 assumed investment, a
feature may permit an investor to enter a different amount, but the investor must, as a default,
be able to view the assumed amo®@rie result ofhis instructon will bethat when the
contents of a dreadrdoéyveanduam tdgpoftundds audi't
default online presentatiomill reflectthe audited figures.

As proposed, nder the general instructions we are adopting, anynrdtion in online
tools the fund uses, bignot included in the annual report the fund filesasomended~orm N
CSR, would have the same status under the Federal securities laws as any other website or
other electronic content that the fund produces @edisnates. The instruction is designed to
remind funds about liability and any filing requirements associated with any additional
information that a fund chooses to include with the online version of its annual report (other
than the shareholder reportanfnation that it files with the Commission amended~orm
N-CSR). The supplemental informatiwill also be subject to a record retention

requirement®®

355 Rule 31al underthe Act [17 CFR 270.314] provides the records that a registered investment
company must maintain; current rule Zlander the Act [17 CFR 270.3P4 provides the retention
period for those records. To addrtostbatdfundds 6 r et ent
chooses to include in its online version of its annual report (other than the shareholder report
information that the fund files with the Commission on Forf@8R), we are adopting as proposed a
conforming change to rule 3%athat requirs that every investment company preserve for a period not
less than six years, the first two years in an easily accessible place, any shareholder report required by
§270.30¢€l (including any version posted on a website or otherwise provided electronilatli§ not
filed with the Commission in the exact form in which it was uSmkamended rule 312(a)(7).
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Finally, we areadoptingas proposed newinstruction providing that if the
shareholder report referegs other information that is available online, the reorgt
include a link or some other means of immediately accessing that inforrfr&tidmder these
requirements, a fund must include a link specific enough to lead investors directly to a
specific iten or alternatively to a central site with prominent links to the referenced
information.For exampl e, a reference to a fundbds pr
prospectus or might include a link to the landing page that includes promineriblseeral
fund documents, such as the summary prospectus, SAl and annual i¢épedser, the link
cannot | ead investors to a home page or sect
specified item is posted. This requirement is designedrtoipthe investor easily to locate
(i.e., without numerous clicks) the information in which the investor is interested.

While we did not receive comment on the specific instructions proposed, we did
receive comments regarding the accessibilityfifrmation presented onlin€ommenters
who addressed this aspect of the proposal generally favored the proposed instructions
regarding electronic annual reports. One commenter encouraged the use of the interactive and
usetrfriendly design featurethat hie proposed instructions were designed to encoiifage
differentcommenter stated that the ability for electronic reports to be personalized could be a

first step toward allowing presentation of personalized expense informiztione

356 The instruction states that, for example, the funi
financial statements if the informatios available online. The instruction also states that, in an annual
report that is delivered in paper format, funds may include website addresses, QR codes, or other means
of providing access to such information.

857 SeeMutual Fund Directors Forum Commnidretter.

358 SeeConsumer Federation of America Il Comment Letter.
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commenter encouragélde Commission to consider the role of compliance with the
Americans with Disabilities Act (AADAO) nt
vision issues or those lacking the dexterity to use a mouse, can revigmancial disclosure
inthei r pref er r e d®Wedgreetraragcessibility is andrhporgant issue for
investorsFunds are required to comply with all applicable accessibidilgted requirenras
under the ADA or otherwis&®

Many commenters that discussed the bémefi providing regulatory materials
electronically also commented on the need for increased flexibility in electronic delivery of
these material®! We address these comments and topics related to electronic delivery
362

below:

B. SemiAnnual Report

Wearespeci fying the desi gannual reportscttocoughdéemt o f
27A ofamended~orm N-1A. These design and content specifications are similar to those we
are requiring for fundsd annual reports.

The table below summarizes the content thatgundst include in their serannual
reports and compares the new requirements to currentasemal report disclosure

requirements

359 SeeDFIN Comment Letterseealsd CI Comment Letter (discussing t
websites and disclosure templates, as modified to comply with any final rules the Commission adopts,
are accessible, consistent with the ADA).

360 See, e.g Americans with Disabilities Act df990, Pub. L. No. 10836, 104 Stat. 328 (1990).

361 See, e.gCFA Institute Comment Letter; Consumer Federation of America Il Comment Letter; Better
Markets Comment Letter.

362 See infrasectiors 11.E.2-3.

118

o

he



TABLE3: OUTLINE OF SEMNNWAL REPORTREQUIREMENTS
Item ofCurrent
Item of Form N-1A
Description amendedrorm || Containing
N-1A Similar
Requirements
Fund/Class Name Item 27A(b) -
Ticker Symbol Item 27A(b) -
Principal U.S. Market(s) for|| Item 27A(b) --
Cover Page or || ETFS
Beginning of Statement Identifying as ltem 27A(b) -
Report i S e-Amhual Shareholder
Reporto
Legend Item 27A(b) -
Statement oMaterialFund || Item 27A(b) -
Changes in the Report
Expense Example ltem 27A(c) Item 27(d)(1)
Management 0s || Iltem27A(d) Item 27(b)(7)
of Fund Performance
(optional)
Fund Statistics Item 27A(e) -
Graphical Representation g| Item 27A(f) Item 27(d)(2)
Content® Holdings
MaterialFund Changes ltem 27A(Q) --
(optional)
Changes in and Item 27A(h) Item 27(b)(4)
Disagreements with
Accountants
Availability of Additional Item 27A() Item 27(d)(3)
Information through(5)
363 See infradiscussion in section I1.D regardindgsclosure items that are being removed from the

shareholder report.
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1. Scope and Contents of the Serfinnual Report

As with the annual report,enare limitingt h e s ¢ o p semiarfnualfraportd ia 0
several respects to reduce the overall length and complexity of these réper@ommssion
receivedcomment supporting the layered disclosiyppraach for serrannual reports, with
some commenters specifically noting their support fod#sgn and content of the semi
annual report® Comments specific to each design and content element séthiannual
report are discussed belpan semiannual report elements where no comments are discussed,
we received no comments separate from the comments we received on the parallel aspect of
the annual report that are discussed alSé;/e are adopting thscope and content
requirementsliscussed in this sectidar semiannual reporttargelyas proposed.

The scope and contergquirements fosemiannual report that we are adopting today
mirror the scope and content requiremdatsannual reports. Fdhe reasons we discuss
section II.A.1, we are requiring that fund sefannual reports be prepared for each series of a
fund and for each class of a mudtass fund®® We are adopting threquirement to limit
semtannual reports to one series of the fasdgroposedRequiringa separatesemiannual
reportfor each class of a multipleass fund is a change from the propo€alr consideration

of comments received and our rationale for limiting scope of ser@nnualreportsin this

364 See, e.glCl Comment Letter; Morningstar Comment Letter.

365 In these casesge generallyhe discussion in section II.A above on why we adopted that particular
design or conterglement.

366 Seelnstruction 4 to Item 27A of amended Forml,; see alsdnstruction 3 to Item 27A of amended
Form N-1A.
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way s consistent wh our analysis and rationale for wiwe areadopting a parallel scope
limitation for annual reports.

As proposed, & are generalliimiting the content a fund may include in gsmt
annual reporto theinformation that Item 27A of Form A speciically permits or
requires’®’ However as with annual reportthe fund may add additional information that is
necessary to make the required disclosurestemh misleadig. Thefinal amendments to
Form N-1A do not permit a fund to incorporate by reference afgrination into its semi
annual report® Collectively, these restrictions parallel our scope and content limitations for
annual reports.

As is the case today, tlsemiannual report will not be subject to page or word limits.
As noted aboveand in theProposingReleasewe believe a set limit could constrain
appropriate disclosure or lead funds to omit material information. However, we believe that
the limits onshareholder repodontents should nonetheless limit length in support of our goal
of concise readable disclosur&?

The cover page or beginning of the semnual report will essentially contain the
same content as the annual report (-anndalh t he
reporto instead *®Consiatent wih the requigementrfoe anoual tepo)ts.

the semiannual report cover page must reflect the fact that the report inclstiemment of

367 Seelnstruction 3 to Item 27A of amended Formi.
368 Seelnstruction 5 to Item 27A of amended Formi.
369 Because we estimatedt the annual report would be approximately 3 to 4 pages in length, we similarly

estimate that the serannual report (which will include fewer required disclosure items than the annual
report) would be approximately 3 to 4 pages in length or shorter.

870 For the specific text of each seamnual report content requirement described in this sesten,
generallyltem 27A of amended Form-lA.
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materialchangesif one was included f t h e faonoatepat inslieesia discussion
of materialfund changeghe final rules will require the cover page of the report to include a
prominent statement, in boefdce type, explaining that the report describes certain changes to
the fund that occurred during the reporting period.

Semiannual reports currently inde an expense examglé The semiannual report
will retain an expense example, which will be subject to the same content requirements as the
expense example in the annual repioitluding the changes we are adoptingh® proposed
example discussed abo¥é

We do not currently require MDFP in seamnual reports. Undéhe final rules semi
annual reports similarly will not require MDFP, but funds may include this disclosure on an
optional basi$’®We understanthat it is currently common for funds ireclude MDFP
disclosuren their semiannual reports, and we beliesentinuing to allowthis disclosurewill
enable fundso identify factors that could help investors better contextualize other
information disclosed in the serannual report’* One @mmener supportedhis
approaclt’® This mmmener requestedlarification that a funelectingto include MDFP in
its semtannual report may provide some, but not@lthe information required biye

MDFP requirements for annual repoasd may include total tern performance for the six

871 Seeltem 27(d)(1) of current FormNA.

372 The expense example in the seannual report would cover arionthreporting period.
373 Seeltem 27A(@) of amended Form NA.
874 See, e.g.Comment Letter of the Investment Company Institute omnestor Experience RFC i We

understand that some funds voluntarily include a MDFP in-semial shareholder reports buterth
do not. o).

875 SeelCl Comment Letter.
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month period between shareholder repdithile a fund is not required to include MDFP
information in semannual reportsinder the final rulesf a fund includes @y MDFP
information in its semannual reportthat disclosurshould,like other disclosure in the semi
annual report, reflect the sesmnnual reporting period and otherwisest comply with the
content requirements femat MDFP informatiorin annual report$’®
Semtannual reports, like annual reportsll have toinclude certain fund statistics,
including the fundds: (1) net and®epatfelip (2) to
turnover rat€’’ As in annual reports, this disclosure requirement is intended to provide
succinct fund disclosures aformatthat investors may be more likely to review ttamg
narrativesand is designed to help contextualize other disclosures required Harsenail
reports. In addition, a fund maljsclose any additional statistics thtabelieveswill help
shareholdersdbt t er under st and t he sfludng idsinest racent fiscali t i e s

half-year.

376 Seeltem 27Aa) of amended Form NA (providing that information that a fund includes at its option
must meet the requirements of the relevant paragraph, including any related instructions, and not be
incomplde, inaccurate, or misleading)

877 Semtannual reports currently must disclose net assets and portfolio turnover rate as part of the
requirement to disclose condensed financial informaseelitem 27(c)(2) ofcurrentForm N-1A. We
are adopting certain ainges to the proposed fund statistics requirements for annual reports, and these

changes generally |likewise apply t o -anrudregdoitsn a | rul
See supraectionll.A.2.d. We are not, however, requiring total expenses paid by the fund to the adviser
to appearinthe semai n n u a | report in addition to the annual r

semiamual expenses could confuse investors by making this figure appear lower than it would be if it
were annualized to show expenses paid during ayeaeperiod. The statistics in the sesminual

report figures €.g, portfolio) will reflect the semannualreporting period, like the other figures that are
di scl osed -ammualfraportd.s 6 s e mi
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Semiannual reports currently include a graphical representation of hoftifhgs.
proposed, w are retaining the current requirements for the graprepa¢sentation of
hol di ngs i-annuéltepodss The gaphital representation of holdings in the semi
annual reporwill be subject to the same content requirements as in the annua) report
including the changes to the proposed content requirsrigttare discussed above

Currently, we do not require discussion of changes to the fund inraemial reports.
As proposed, such discloswg#l will not be required, but funds may include this disclosure
on an optional basf€?We received one commeadvocatingve requirefundsto disclose
material changes every six months in their shareholder rapgstg investors on notice of
these changes, if they do not actively review annual prospectus upatescontinue to
believe thatequiring a discussn of fund changes in the semannual report could be
duplicative in lightof other notice®f changes that investors receive throughout the year, such
as prospectus stickers or notices that rule Bodder thénvestment Companct (the
Anamegrequli e@s for certain chamgnewr,werarea f und?©o
permitting funds to include disclosudescribingmaterialfund changes their semiannual
reports because we believe that there could be circumstances in which disthessng

changes could help investors better contextualize other information in theuseual report.

378 Seeltem 27(d)(2) of amended Form-MA.
879 Seeltem 27A of amended Form-NA.
380 SeeNASAA Comment Letter.
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Any such disclosure would have to comply with the content requirements for the discussion of
materialchanges in annual reporfs.

As proposed, when a fund hamaterial disagreement with an accountant that has
resigned or has been dismissed, the fund will be subject to the same requirement to include
concise discussion of this in its seaminual report as it includes in its annual rep&mo
commenters discusséuis proposed requirement for seamnual reports.

As discussed above for annual reports,are adoptingas proposed, the requirement
t hat @emiaonual réporinust include a brief, plain English statement that certain
additional fund information is available on
fundds prospectus, financial statements, qua
record®®3 The satementlsocould reference other information this website that the fund
reasonably believes shareholders will view as imporfdns requirement builds on the
current shareholder repadquirementshatfundsmustinclude statements regarding the
availability of certain information not included in the seaminual report, namethef u :.d 6
(1) quarterly portfolio scheduj€2) proxy voting policies and proceduresd(3) proxy
voting record® In addition,if the shareholder report appearseson f siwebsiie or
otherwiseis provided electronically, the fund must provide a means of facilitating atxess

that additionalnformation(such as a hyperlinkf® Collectively, these requirements will be

381 See supraectionl,A2f( di scussing t he f imatarialfumdeHamge disclos@eajiui r e me n
fundsé annual reports).

382 See supraectionll.A.2.g; see alsdtem 27A(h) of amended Form-NA.

383 See supraectionll.A.2.h; see alsdtem 27A(i) of amended Form-§lA.

384 Sedtems 27(d)(3) through (5) of amended ForriAl.

385 Seelnstruction 1 to Item 27A) of amended Form MA.
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the same as the requirements with regard to the avaylaisiadditional information in
annual reports.

2. Format and Presentation ofSemiAnnual Report

The semiannual reporgenerallywill be subject to the same format and presentation
requirements as the annual report. We did not receive any comments on format and
presentatiomequirementspecific to semannual reportsand weare adopting these
requirementsvith the same changes discussdove applicable to the format and presentation
of annual reports

Information in semannual reportsvill be required to appear in the same ordehas
corresponding form itemappear irthefinal amendments tBorm N-1A.386 Any information
that a fundnmaychoose to include in the seiannual reporwill also be subject to this
ordering requirement (that ismitll have to be presented in the same order as the parallel
mandatory disclosures in annual reports). Like the parallel requirement for arporéd,rehis
ordering requirement is designed to ensureitifatmation we believe imost saliento
shareholders wouldppear firsin the reportThe ordering requiremeatso is designed to
promote consistency and comparison across fundsvainglacerelatedreportcontens close
together

The other instructions f ationdsoussadsaboveralsp or t s
applyto semiannual reports. These include the | Englisio instructionsfor the
organization, wording, and design of tie@port They also include the instructions

encouraging funds to considesing, as appropriatquestiorandanswerformat, charts,

386 Seelnstruction 2 to Item 27A(a) of amended ForlA. This instruction also tludes provisions that
are applicable to a serannual report that appears on a website or is otherwise provided electronically.
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graphs, tables, bullet lists, and other graphics or text feaarasvay to help provide corte
for the information presged.

3. Electronic SemiAnnual Reports Instructions and Requirements

The finalinstructionsfor electronic annual reporteat we are adoptingncluding
those that promote the use of interactive, fisendly electronic design features, will also
apply to semannual reports/Ve did not receive comments specifically addressing the
instructions for serannual reports and we are adopting threggirements as proposed.
Among other things, these instructions (1) provide ordering and presentation requirements for
semtannual reportthat appear onwaebsite orareotherwise provided electronicajl{?)
provideflexibility for funds to add additial tools and features to seamnual reports that
appeaon awebsiteor areothemwise providecelectroni@lly; and (3) require a serainnual
report to include a link or some other means of immediately accessing information referenced
in the report that iavailable online.

C. Form N-CSR and WebsiteAvailability Requirements

We are adoptingmendanentsto Form NCSRand rule 30€l to implementthe final
r u | layerdd disclosure framewofkor f unds & s hWerare requiriljéundstoe por t
continue to fie certain information, which is currently included in fund shareholder reports,
on Form NCSR3#¢” Commenters were broadly supportive of the proposed amendments to

Form NCSRAs discussed below, we received several comments suggesting clarification

387 Seeltems 7 through 11 of amended ForrO$R. Section 30 of the Investment Company Act requires
funds to file their sharelaer reports, including certain information that must appear in their reports,
with the CommissionSeelnvestment Company Act sections 30(a), 30¢eE also infralable 4.

388 See, e.glCl Comment Letter; Comment Letter of CUSIP Global Services (Dgc.32 020) (A CUSI P
Comment Lettero); Morningstar Comment Letter.
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or techmcal modification to the proposed rulé&everal commentestatedthat theysupported
thelayered dsclosure approadhat the proposed amendmetadd-orm NCSRwould
effectuate specificallysupporting the proposed allocation of information amsimayeholder
reports and Form #CSR38 We are adopting the amendments to For@SRand rule 30€l
substantiallyas proposedvith somemodificationsin response to comments raisettluding
technical changes and a change in the amount of time avilifathve to make information
availableonline in response to comments received
TheForm N-CSRrequirements designed to continue tnake available a broader set
of fund information thanvhatwillappear i n f un danrual @eponsuThdd and S e
Form N-CSRinformationis lessretaif ocused t han the i nformati on
annual and serannual reports, but as detailed below we believe that retaining the
availability of this information is important for investors who desire moigejoth
information, financial professionals, and other market particigdhtghis informationwill
continue tgorovide shareholders and other market participants with access to historical
immutabledata regarding the fund on EDGAR. This historical informatignalll facilitate
t he Commi ssi onb6s f un dandrcoutdicreatersignificant effecisngiesnns i b i |

the location of information for data gathering, search, and alert functions used in those

389 See, e.glCl Comment Letter; Morningstar Comment Lett€tAA Comment Letter.

3% For example, filing on EDGAR facilitates the financial statement reviews that section 408 of the
Sarbane©xley Act of 2002 mandates. Additionally, because For@3R is filed with the
Commission on EDGAR, a fund can incorporate by reference information that is disclosed on-Form N
CSR, including the fundds f i nanceéenssubjecttacermiment s, i
limitations.Seel7 CFR 270.64 [rule 04 under the Investment Company Act] (additional rules on
incorporation by reference for funds); 17 CFR 230.411 [rule 411 under the Securities Act] (general rules
on incorporation by referende a prospectus); 17 CFR 232.303 [rule 303 of Regulatidi (Specific
requirements for electronically filed documents); General Instruction D to Fet#. N
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monitoring activitesAf unddés principal executiwieo and fin

certify the financial and other information includedrform NCSR, andhese individuals

aresubiject to liability for material misstatements or omissions on Fo@BR°?

Theamendmentsve are adoptingp rule 30€l, as proposedyill require funds to

make available oawebsite the information that theyill newly have to file ofform NCSR,
and to deliver such informatiarpon requesio shareholderdree of chargeThese website
availability requirements are designed to provide ready access to this information for
shareholders who find this information pertinent. The requirements also should assist those
investors who find it most convenient to locate fund materials on a website tiwt i

EDGAR. We received several comments supporting the proposed website availability
requirements®? One commentesupported allowing funds to delay the availability of

materials by 60 instead of 70 days after the end of the relevant fiscal periocbdheaplate
the annual report is sent to shareholders, whichever is s@mkas discussed below we are
incorporating a modification to the proposed rules that reflects this suggested shortened time
frame3®3

The followingtable outlines the contesthatwe proposed and ar®w requiring

funds to include in their Form-ESR filings and make available onliriexcept for the new

391 Seel7 CFR 270.30& [rule 30a2 under the Investment Company Adtém 13(a)(2) oturrentForm
N-CSR and Item 162)(2) of amended Form-BSR;seealscCer t i fi cati on of Di scl os|
Quarterly and Annual Reports, Investment Company Act Release No. 25722 (Aug. 28, 2002) [67 FR
57275 (Sept. 09, 2002)]; Proposing Releas@rafootnote8, at n.395 (discussing the certification
requirements of the Sarbar@sley Act of 2002, Pub. L. 10204, 116 Stat. 745 (2002)).

892 See, e.gICl Comment Letter; CUSIP Comment Letter; and Morningstar Comment Letter.

393 SeeMorningstar Comment Letter.
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items to Form NCSR that the Commission is adding as a part of this rulemaking, the current

requirements of Form {CSR remain unchayed3%*

TABLE 4. OUTLI NE OF-CSRANB WEBSUEAVAIGABEIDRM N
REQUIREMENTS
Current Rule New NewWebsite
and Form Disclosure Availability
- Requirement(s]| Items for Requirements
Description f Fili Under Final
(and Related Statutory or 1ing on naerFina
Requirement) Shareholder SEC Forms || Rules
9 Report Under Final
Disclosure(lf Rules
Any)
Financial statements for fung| Items 27(b)(1) || Item 7(a) of || Rule 30el(b)@)(i)
and27(c)(1) of || Form NNCSR
(required by section 30(e) of|| Form N-1A
the Investment Company Aci
Financial highlights for funds|| Items 27(b)(2) || Item 7(b) of || Rule 30el(b)(2)(i)
and27(c)(2) of || Form NNCSR
Form N-1A
Remuneration paid to Items 27(b)(3) || Item 10 of Rule 30e1(b)(2)(i)
directors, officers and others|| and27(c)(3) of || Form NCSR
of funds Form N-1A
(required by section 30(e) of
the Investment Company Acf
Changes in and disagreemel| Items 27(b)(4) || Item 8 of Rule 30e1(b)(2)(i)
with accountants for funds and27(c)(4) of || Form NCSR

Form N-1A;
Item 304 of
Regulation S
K

The Proposing Release requested comment on the use of CUSIP numbers in Item 6.b of0SRm N
(which requires information about divested secesitatnd was not a form item for which we proposed
amendments). The Commission received two comments supporting the continued use of CUSIP
numbers in Form MCSR.SeeCUSIP Comment Letter and ABA Comment Letter. We are not
amending the requirements of Itenb6and Form NCSR will continue to require that funds provide
CUSIP numbers for divested securities that funds list in response to Item 6.b.
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Matterssubmitted to fund Rule 30el1(b) Item 9 of Rule 30e1(b)(2)(i)
shareholders for a vote Form NCSR
Statement regarding the bas|| Item 27(d)(6) || Item 11 of Rule 30e1(b)(2)(i)
for the boar d|ofFormN1A || Form NCSR
investment advisory contract
Complete portfolio holdings || Currently N/A (not Rule 30e
as of the cl offlrequiredin currently 1(b)(2)(ii)
most recent first and third Part F of Form|| required to be
fiscal quarters N-PORT. Also || filed on Form
website N-CSR; will
availability of || not be

this
information
currently
required for
funds relying
on rule 30€3.

required to be
filed on Form
N-CSR under
the final
rules)

1. New Form N-CSR Filing Requirements

a. Financial Statements

We are adopting as gsosedherequiremenfor a fundto file its most recent

complete annual or serannual financial statements on ForrO$R, and provide certain

data points from the financial statements in its annual anda®mial reports, in lieu of

including the fund6és c osmpehokdéreepoft¥°Bomgiseital st at

with current requirements, the fundobés annual

accompanied by any associ at @athuabfinanoleunt ant 6s r

statements need not be audit&wWe received commentsquesting clarification regarding

395 Seeltem 7(a) of amended Form-BISR;see alssuprasectionll.A.2.e (discussing the requirement to
include a graphical representation of a fundés hol
39 Sedtem 27(b)(1) and 27(c)(1) @urrentForm N1 A. A fundo6s audimesd financi a

include, among other items: (1) an audited balance sheet, or statement of assets and liabilities, as of the
end of the most recent fiscal year; (2) an audited statement of operations for the most recent fiscal year;
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whether funds will be permitted to prepare &ihelcombined financial statemerttsat include
multiple series or portfolios in a tru§these comments are discussed below.

Section 30(e) of the Investment Company pimividest hat f undsdé-annual
annualreports ncl ude t he f un dwhschihturn mustincladé statermeatt e me n t
of assets and liabilities, a schedule of investments that shows the amount and value of each
security owned by the fund on ttgdte, a statement of operations, and a statement of changes
in net asset®’ The annual report must include audited financial statements accompanied by a
certificate of an independent public accountdfiT.he financial statementscludingthe
f und o sle o potfdiainvestmen)provide data regardintpevaluesof t he f undods
portfolio investmentss of the end of the reporting periodeVipr ovi de a fAsnapsho
at a particular point in time, or, for example in the case of the statement diapera
historical data over a specified time perfdd.

The rules under Regulatiom>Sestablish general requirements for portfolio holdings
di sclosures in fund financial statements. I n
investments is desiga to enable shareholders to make more informed asset allocation

decisions by allowing them to monitbetterthe extent to which their investment portfolios

(3) an audited statement of castwis for the most recent fiscal year if necessary to comply with
generally accepted accounting principles (AGAAPO) ;
recent fiscal years; and (5) a schedule of investments in securities of unaffiliatrd.8sgl7 CFR

210.318 and 210.4.0 [rules 318 and 610 of Regulation ].

397 Seesections 30(e)(1) through (4) of the Investment Company Act [15 U.S.€2%ex1) through (4)],
and section 30(e)(6) of the Investment Company Act [15 U.S.C28(@(6)].

398 Seesection 30(g) of the Investment Company Act [15 U.S.C-B1@)].

399 Seelnvestment Company Reporting Modernization, Investment Company Act Release No. 31610 (May

20, 2015) [80 FR 33590 (June 12, 2015)], at text following n.55.
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overlap. In addition, this information may provide shareho@ilgrarticularly those with

facilityin anal yzing funds 6 i0nithiinfoimdtioreabouth@watiuhd | i o h

is complying with its stated investment obje

investment objective.g., style drift)%°In lieu of providing a complete scheduf portfolio

investments as part of the financial statements included in its shareholder report, a fund may

provide a summary schedule of p®rtfolio inve
The final rules that we are adopting will requimeds to provide tb complete

financial statements drorm N-CSR, while retaining the graphical representation of holdings

in the annual and serannual reports. We did not receive comment on this element of the

proposaland are adopting it as propos®de continuebelieve that this layered approach to

disclosure will help shareholders understand how the fund invests its assets. This approach is

also designed to permit all shareholders, including retail shareholders, to monitor and assess

their ongoing investment ithe fund in a concise, eaty-understand pictorial format, while

preserving access to the more complete financial statements for shareholders that find this

broader information usefWe understand that investareayf i nd t he i ncl usi on

400 SeeShareholder Reports and Quarterly Portfolio Disclosure of Registered Management Investment
Companies, Investment Company Act Release No. 26372 (Feb. 27, 2004) [69 FR 11244 (Mar. 9,
2004)],at text accompanying n.32.

401 Seelnstruction 1 to Item 27(b)(1)f@urrentForm N-1A (permitting the inclusion of ScheduleiVi
summary schedule of investments in securities of unaffiliated issuers under 17 CFRI2ZID[Rule
12-12C of Regulation &] in lieu of Schedule & Investments of securities of unaffiliatedusss
under 17 CFR 210.1222 (Rule 1212 of Regulation &)). The summary schedule must list, separately,
the 50 largest issues and any other issue exceeding one percent of the net asset value of the fund at the
close of the period.
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compkte financial statemesin the annual and serannual reports to be complex and
difficult to understand®?

We alsoareadoptingamendments to Form-NA thatwill e | i mi nat e a f undao:
provide asummary scheduli@ lieu of providing a complete scthgle of portfolio investments
as part of the financial statementge did not receive comment on this aspect of the proposal
and are adopting it as proposed. We believe that this is appropriate because the annual and
semtannual reportsvill no longer inalide the complete financial statements (which include
the schedule of portfolio investments). Thereftwercausea f ufull dcbesluleof
investmentswvill only be included on Form dLSR andn awebsiteas requiredinder the
final rules continuing toallow funds to use theummary schedulis unnecessary
Furthermore, because the annual and semual reports are designed to help investors focus
on the most salient features of the fund to better evaluate their investment, we do not believe it
would be uskil to shareholders, and may even be confusing, to allow funds to provide a
summary schedule alongside the complete schedule of portfolio investments\didine
received comments requesting clarificatamfirmingthat a fund may prepaeandfile
combinedfinancial statements for separate series or portftdiegstisfy Item 7 ohmended

Form N-CSR#%3 Commenterstatedthat they would incur significant financial cost to prepare

402 SeeComment Letter of the Investment Company Institute onrthestor Experience RFGtating that
the streamlined shareholder report mockup that the comment letter included did not include certain
items, including the f un sebdvscofcluded thattheywereoiiaanbre st at e m«
technical nature that a typi cal seealsdPeopokingi nvestor wi
Releasesuprafootnote8, at n.421 and accompanying tédiscussing an industry survey conducted by
a commenter finding that the fAaverage retail shar
highlights section difficult to understand).

403 See, e.glClI Comment Lette Dechert Comment Letter; Fidelity Comment Letter. These commenters

also requested this clarification with respect to the financial statements that they would make available online

under the proposed amendments to rule B&&ee infrasectionll.C.2.
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separate financial statements for each series or portfolitrastavhen filing Form NCSR,
withouta perceivedenefit?®* As discussed above, fundsll be required to prepare separate
shareholder reports for each series or portfolio in a,tassivell as for each share class of a
fund, and will no longer be permitted ppepareicombined shareholder rep@aunder the
final rules The requirement that funds prepare separate shareholder reports for each series or
portfolio of a trustas well as for each share classntended to simplify information for
retail investos. Thisrationale is not theame for Form NCSR filings.We recognize that
informationin Form NNCSRwill be lengthier andnore complexhanthe information that
appears n a f undos sahdave domat belieeerthatrfuegsdtmeir shareholde
should be required to bear the costs associated with preparing separate financial statements for
each series or portfolio in a tru$he amendments we are adopting-tsm N-CSR do not
prohibit funds from preparing and submittimylticolumnfinancial statementghat include
multiple series or portfoliosor that address multiple share classes of a, formided such
financial statement presentation is consistent with Regulatri®s
b. Financial Highlights

We are adopting, as propos#uk requirementor fundsto file their financial
highlights information on Form {CSR#% This information is identical to the information
currently required in fund shareholder repdfsnds will not be required to include financial
highlights information irtheir annual or serannual reports, ith the exception ofertain

specific data points as discussed below. We received comsugmorting the proposed

404 See, e.gICl Comment Letter.

405 Likewise, the final website availability requirements that we are adopting as amendments to-fiule 30e
do not pohibit this.

406 Sedtem 7(b) of amended Form-NSR.
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requirement that funds file their financial highlights informatiorForm N-CSR instead of
includingthis informationin their shareholder repaf°®’ We did not receive any comment
lettersopposing this proposal.

Currently, funds are required to disclose the condensed financial information that Item
13(a) of Form N1A requiresice., financial highlights)n their annual and serainnual
reports**® The financial highlights include a summary table of financial information covering
thepreceding i ve years (or since the f*Yundedeertainncept i
circumstances, a fund may incorpte by reference its financial highlights frohe
shareholdereport into its prospectd$®Thei nf or mati on contained in a
highlightsgenerallyi s desi gned to help investors eval ua
andthef und maimvasgnent mManagement expertise.

While the final rules will requirdundsto file the entirety of their financial highlights
on Form NCSR, wealsoare retaining certain elements of the financial highlight information
i n fundsd aammual gpbrts asmproposed ha ifinal rulegequire thatafundmust
di sclose its expense r abpfitheannhual andbkeeannddFund EXxpe
reports. Also, whiled nd s & s h ar e h omdlahger include promuat tatal returns for

eachof the preceding five yearje MDFP section of the annual repwaitl continue to

407 See, e.glCl Comment Letter; DFIN Comment Letter.
408 Sedltems 27(b)(2) and 27(c)(2) of current Formil; see alsdtem 13(a) of currerand amended
Form N-1A.
409 The summary table contains information regarding

portfolio turnover rate, and capital distributions, among other things, during the preceding five years.
Seeltem 13(a) of currerdnd amende&orm N-1A.

410 Seelnstruction 4(e) to Item 13 of current FormIM\. See alsd’roposing Releassuprafootnote8, at
n.416 (discussing the ability of a fural ¢urrently incorporate the financial highlights from a
shareholder report into the prospectus if the fund delivers the shareholder report simultaneously with the
prospectus or if the shareholder report has been delivered to shareholders).
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includecertaininformationr e gar di ng a freturndWearealsonequigngthat ot a |
fundsdisclos their net assetnd portfolio turnover rate (which are dataments from the
fundds f i na massonselofthe stagistics ithat Fubhds Will be required to include in
their annual and serainnual reports

Item 13 ofcurrentForm N-1A requires a fund to include financial highlights
information in its prospctus, and an instruction to this item permits a fund to incorporate this
information from a shareholder report under rule-B@wy reference into its prospectt$.
Because f unds 6 wilmalongehincludd énancial bighlayints, veeoposed
amending the current instructionitsteadallow a fundto incorporate by reference into its
prospectus its financial highlights froform NCSR( as opposed t o from t he
shareholder reporf}2We received commessupporting funds being permitted,tinot
required to, incorporate financial highlight information by referéd¢@/e did not receive
any comments opposing this aspect of the prop@éalare adopting this aspect of the
proposal as proposed. For existing sharehol d
report, a fundvill be permitted to incorporate the financial highlights by reference into the
prospectus if the cover page includeslegendthat Item 1(b)(1) of Form NA requires

describing additional information available about the furihéfu nd 6 s annwuwal and s

411 Seelnstrucion (4)(d) to Item 13 of current Form-NA (allowing a fund to incorporate by reference its
financial highlights from its shareholder report into the prospectus so long as the fund delivers the
shareholder report with the prospectus.(for new sharehdkrs)). If the shareholder report has been
previously deliveredd.g.,to a current shareholder), the fund includes a statement clarifying that the
financial highlights are being incorporated by reference pursuant to the requirements of ltem 1(b)(1) of
Fom N-1A).

412 Seelnstruction (4)(e) to Item 13 of proposed ForrlN; see alsaliscussion at Proposing Release,
suprafootnote8, at text accompanyg n.428.

413 See, e.glCl Comment Letter; DFIN Comment Letter.
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annual financial statemerasdin Form NCSR*4For new investors in the fund, the fund
will be requiredtoprovel t he fundds most recent sharehol d
prospectug®®

C. Changes in and Disagreement with Accountants for Funds

We are adoptingas proposed, thequirement that a fund must file on ForrO$R
the disclosures that Item 304 of RegulatieK Surrently requires, concerning changes in and
disagreements with accountafttwWe did not receive any comment on this aspect of the
proposal Funds must currently includée entirety othis information intheir shareholder
reports.The new Form NCSR fling requirement complements the new requirement that
funds must include a higlevel summary of changes in and disagreements with accountants in
their annual reports.

While the disclosure that we are requiring funds to include in their shareholdesreport
is designed to put shareholders on notitéhe dismissal or resignation of an accountant and
the existence of a material disagreement with that accoutttanfiformation that funds will
report onForm NNCSR will provide additional, more nuanced aedhnical disclosure that
may be informative to some shareholders and other market participaistslisclosure could

be meaningfués it indicateshat thefund has especially challenging, subjective, and/or

414 Seelnstruction(4)(e)to Item 13 of amended Form-NA; see alsdtem 1(b)(1) of amended Form-NA.
The required legend will state (among other things) that: (1) additional infformationab t he f undds
investments is available in the f€BREs ()n uale rfam
annual report and Form-BSR are available, without charge, upon request. A fund must also explain
how shareholders may make inquiriestte fund, provide a telephone number for shareholders to call
to request the f und&SR, and stateavhether¢hp fond makesravhilalleoForm N
N-CSR, free of charge, on the fundébés website. The |
amended Form NA is parallel to the current requirements for incorporation by reference in Instruction
4(d) to Item 13 of current Form-llA. See suprdootnote411

415 See Instruction(4)(e)to Item 13 of amended Form-NA
416 Seeltem 8 of amended Form-BSR.
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complex accounting policies and financial stagat disclosures or the accountant could not
resolve audit finding3Ne alsobelieve that it is appropriate to retain this disclosufearm
N-CSR,a location that includes audited financial informatinprovide those investors,
financial professionals, and other market participants who review and analyze this disclosure
with appropriate contextual information.

d. MattersSubmitted for a Shareholder Vote

We are adoptingas proposedhe requirement that funasust include information
about méers submitted for a shareholder vote on For@3R, rather than in their
shareholder reportd’ This information is identical to the information currently included in
fund shareholder report8 We did not receive any comments on this aspect of the prloposa
The amendments to the disclosure requirements for matters submitted for a
shareholder vote are designed to further our layered approach to shareholder report disclosure.
Shareholder voting plays a valuable role in fund regulationftasdlisclosurdeeps
shareholderand other partiemformed and may operate as a deterrent tedesdfing by the

f und o s "%k inalsuwerbalansthe imporainceof continuing to make available

417 Seeltem 9 of amended Form-BSR.

418 Seecurrentrule 30el1(b) (providing current shareholder report disclosure requirements regarding
matters submitted for a shareholder vote). The disclosure that currently appears in shareholder reports
includes: (1) the date of the meeting and whether it was an amms@cial meeting; (2) if the meeting
involved the election of directors, the name of each director elected at the meeting and the name of each
other director whose term of office as a director continued after the meeting; and (3) a brief description
of each matter voted upon at the meeting and the number of votes cast for, against or withheld, as well
as the number of abstentions and brokervates as to each such matter, including a separate
tabulation with respect to each matter or nominee for offibe final rules retain the requirement for
registered investment companies that are not-@peinfunds to include this disclosure in their
shareholder reportSeeamended rule 30&(d).

418 Seee.g.,Amendments to Proxy Rules for Registered Investmemiznies, Investment Company Act
Release No. 19957 (Dec. 16, 1993) [58 FR 67729 (Dec. 22, 1298kt following n.6.
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information about shareholder voting, while focusing the contentof il s 6 s har ehol dei
on concise, retailocused information.

The Commi ssionds approach of removing sha
shareholder report also reflects tehaireholders will continue to receive information about
these matters thrgh other channels. Shareholders will continue to receive a detailed
description oimatters submitted for a shareholder vote in fund proxy statenasntsey do
today*?° Furthermore, because the annual report will require funds to describe oeataiial
changes that va occurredn thefiscal year shareholders will receive disclosure of certain
materialchanges that have resulted from shareholder votes.

If it would be valuable to a shareholder to review additional information about the
outcome of mattes submitted for a shareholder vote, the shareholder will continue to have
access to this moetailed information, which the funill file on Form N-CSR. For
examplecertain shareholders and other market participaatgwant to accesshareholder
voteinformationon matterssuchashanges i n the fundés fundamer
advisory agreements, board of directors, and organizational doculvenéso anticipate
filing this informationundera specific Itenon Form N-CSRwill help intereste userdocate

it, as currently it is not required to appea

420 Seee.g.Schedule 14A [17 CFR 240.1481] under the Exchange Act (providing the content
requirements for investment company praxgtements). Funds also are required to disclose on Form
N-CEN whether the fund submitted any matters for a shareholder vote during the reporting period. The
primary audience for Form+€EN is not retail investors. This reporting item could, however, trasul
retail investors having access to additional information about shareholder votes to the extent that data
aggregators or others include this data in their retaéstorfacing analysis.
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voluminous shareholderreparts and funds®é practices with res|
formatting of this information vary substantially

e. Remuneration Rd to Directors, Officersand Others

We areadopting,argelyas proposebut with a technical change suggested by a
commenterthe requirement fdunds tofile the aggregate remuneration the fund paid to its
directors officers and certain affiliategersons ofrformN-CSRinstead of including this
information in their shareholder repofts This information is identical to thefiormation
currently requiredn fund shareholder reportSsundscurrently provide this information in
their annuateports undr section 30(e) of the Investment Company. &gt

We continue to believe thavailability of information about remuneration paid to the
fundodos directors and officers may help share
assets,andto assessvthal ue the fundds directlhss and of f |
approach also reflects that a furutrentlyis required to provide detailed disclosure regarding
compensation paid to each of the directors, members of any advisory board, and certain
oficer s and affiliates in the f-deptdidsma®Al . | nves
financial professionals, and other market participants who would find remunemaiaoed

information valuable (for example, in monitoring fund management) will contmbe able

421 Seeltem 10 of amended Form-8SR.

422 Seesection30(e)(5) of the Investment Company Act [15 U.S.C.-804e)(5)] (permitting the
Commission to require that funds transmit to shareholders, at leasaspually, reports containing,
among other things, a statement of aggregate remuneration paid by therimgdle period covered
by the report to officers, directors, and certain affiliated perssas)alsdtems 27(b)(3) and 27(c)(3)
of currentForm N-1A. Funds are required to disclose aggregate remuneration paid to: (1) all directors
and all members ofrgy advisory board for regular compensation; (2) each director and each member of
an advisory board for special compensation; (3) all officers; and (4) each person of whom any officer or
director of the fund is an affiliated person.
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to find it in the fundbés SAI (where compensa
well as in Form NCSR filings (where compensation information is aggregated, as it is in
shareholder reports today).

We receivednecomment suppding this proposed requiremeftt. Another
commenter opposed removibgard compensatiatisclosure fronshareholder reports and
reportingit on Form NCSR#24 This commentestated their concern that not includitngs
informationin shareholder reports mayake itmoredifficult for investors to hold boards
accountablaes t hey woul d not receive a fipushd comm
report We continue to believe that this type of informatiemot directly pertinent to a retail
shar ehwndderrsdotsandi ng of t he f uWedidderstamghatthi;mt i on ¢
i nformation may have | ess direct |impact on a
performance and fee informatidiVe believe howeverthat this type of information is
important to retain publicly for those investors who want it because this inforngatesn
context t o t Wearethareiotk @doptingdhe propased approaciploying
layered disclosure principlesherecurrent remuneration disclosuséll remain available
onlinebut wi | | n o t shamepqgideraeports n f unds 6

One commentesuggested a technical change to the proposed rule text larfgtiage.
The commenter noted that, currently funds must disclose compensation paid to directors and
officersin the annual report unless that information is disclosed as part of the financial

statements. Accordinglyp avoid redundancyhis commenter recommended inserting the

423 SeelCl Comment Leter.
424 Morningstar Trustees Comment Letter.
425 ICI Comment Letter.
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phrase fAunless the information i s edintemml osed
7[the ITtem requiring the ©oithemengformNCSRitemds 6 f i |
addressing remuneratigelated informationWe agree with this commenter that it would be
duplicative and unnecessary to require funds to disclosetbrsnationseparately if it is

i ncluded i n f undandwehaveinaonporated the requestezehmaln t s |,
change*?®

f. Statement Regarding Basis for Approval of Investment
Advisory Contract

Fundscurrentlyare required to provide a statementthe annual and serannual
reports, regarding the basis for the boardods
contract*?’ The final rules v areadopting as proposednsteadrequire funds to provide this
information on Form NCSR*?® We did notreceive any comment opposing this
recommendation and only received comnsrggesting a technical correctiaddressing a
faulty crossreferenceé?® We are adopting this requirement as proppséith the suggested

technical correctiofi®®

426 Seeltem 10 of amended Form-8SR.
421 Sedltem 27(d)(6) of current Form-NA.

428 Seeltem 11 of amended Form-8SR. We are also adopting a conforming amendment eliminating Item
10(g(1)(iii) of amended Form NLA, which requires funds to include, in the SAI, a statement noting
that a discussion regarding the basis for the boal
availabl e i n t heannualrepbrf applcable, aadlprowding tisegeriod covered by
the relevant report.

429 ICI Comment Letter.

430 The ICI Comment Letter noted that the instruction to proposed Item 11 of F@®R\inadvertently
includedacross ef erence to fipar ago aphirefecenct i® 3 rgferencetof t hi s |
Item 27 of current Form NLA and was an inadvertent error. We are correcting this mistake by
removing the crosgeference to Form NA from Item 11 in amended FormGQISR.
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Requiringfundstopovi de sharehol ders with infor mat
review of investment advisory contracts preserves transparency with respect to those contracts
and fees paid for advisory services, assists investors in making informed investment decisions,
and ewourages fund boards to engage in vigorous and independent oversight of advisory
contractsThe Commission proposed to remove this disclosure from the shareholder report
because iloesnoper t ai n directly to a r etoperatonsshar eho
and performancef the fund andthe required informatiodoes not lend itself to the type of
focused disclosure that the proposed annual reyamtiesigned to includéNo commenters
objected to th@roposed approacBecause of the nature andamtity of information in this
disclosure, we believe that itletter suited to appear in a different location that would
continue to permit access to fund shareholders and other market participants who find this
information to be particularly useful angeaningful Providing this information on Form N
CSR will continue to allow these persons effectively to considerdbis and value of the
services hat the fundomndésffvest ment adviser

2. Website Availability Requirements
a. Website ConterniRequirements

As proposed, & are requiring a fund tmake available on a webs#é of the
information that will be newly required on Form@ER and no longerincludée n a f undo6s

shareholder report# fund must make the required disclosures publicbeasible, free of

431 Fund shareholders also will receiveaddis o s ur e about the factors that for
approval of the advisory contract if a fundés advi
case, the fund would be required to include in its proxy statement a discussiomafé¢hial factors the
board considered as part of its decis$edtemt o appr o)

22(c)(11) of Schedule 14A.
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charge, anavill be required to make this information available fréthdays after the end of

the relevant fiscal period until 60 days followiegd of thenext respective fiscal peridd?

This requirement represents a modification fromghoposal, which would have required

funds to make that same information available from 70 days after the end of the fiscal period
until 70 days following the next fiscal period.

We received several comments supportingotteposed’0-day deadline fomaking
informationavailable on avebsite*** One commenter, however, supported allowing funds to
delay the availability of materials by 60 instead of 70 days after the end of the relevant fiscal
period or up to the date the annual report is sent to shareholechever is sooné#?

Funds are required to transmit shareholder reports to investors within 60 days after the close
of the relevant periotf® This commenter supported aligning théormation that funds would
newly have to make availabtmlinewith the time in which funds mustansmittheir
shareholdereports.This would help avoid a situation in which an investor has received a
shareholdereport that referensethe online availability of additionabntent butthe

shareholder may not be able to acdbascontentbecause thtund has not yet been required

to make it available onlin&Ve are persuaded by the commenter anatder to facilitatehe

f i n al layeredldisc®surapproachthe final rules requé thatthe information on Form

432 Seeamendedule 30e1(b)(2)(i) (requiring a fund to disclose Items 7 through 11 of For@3R on a
website no later than 60 days after the end of the fiscalylealf or fiscal year of the fund until 60 days
after the end of the next fiscal hgiéar or fiscal year of the fund, respectively).

433 See, e.glClI Comment Letter; T. Rowe Price Comment Lett@omment Letter of Independent
Directors Counci l (Dec. 22, 2020) (Al ndependent

434 Morningstar Comment Letter.

435 Seecurrent rule 30€.(c).
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N-CSR should be made availableawebsite within60 days e.g.,the same time period that
funds are required twansmittheir shareholdereports.

Thenew website posting requiremehereforemandates that funds post #
information contained in Items¥1 ofamended~orm NCSR within thesuggeste®0-day
time period. The information contained in these items was previously required to be included
i n the fundo&s asditletineeHranie ddemsmittirgghaeholdsr reports to
investors (that iswithin 60 days of the end of the fisqgariod) remains the same under the
final rules as it did previouslyunds will continue to have 70 days to file the complete Form
N-CSR with the Commissigras they do todal?®

In addition,as proposetve are also requiring a fund (other than a money market fund)

to make its complete portfolio holdings, as
third fiscal quarters, available omeebsite**” The ProposingRelease wouldhaverequired
fundsto make this information available within 70 days after the close of each such quarter.
We did not receive comments on this aspect of the progodaght of the comment we
receivedregardinghe time period for makinthe otherequired information availablenling,
we are similarly requiring that funds matkes required portfolio holdingsformation
available within 60 days after the close of each quarter. For the selegityf and
consistencyrequiringthat fundspost compgte portfolio holdings within 60 days of the end of

the fiscal quarter will ensure a uniform time period in which funds ma&e theequired

436 Funds must file Form MCSR with the Commission within 10 days of disseningaannual and
semiannual reports to sharehold&serule 30b21(a).

437 Seeamended rule 36&(b)(2)(ii).

146



informationavailable onlineand transmit shareholder repoas proposed, undés port f ol
holdings informatiorfor its first and third fiscal quarters will have to remain publicly
accessible online for a full fiscal yef.
This portfolio holdings information will complement the second and fourth fiscal
quarter portfolio holdings information that we are also néggifunds to make available on a
website (as part of the requirement to make their financial statements available online). The
requirement to post first and third quarter portfolio holdings online is designed to provide
investors and other market partiaifis with easy access to a full year of complete portfolio
holdings information in one location. The new requirement provides centralized access to this
i nformation, rather than requiringPORMarest or s
each of tlese periods separatef?. Also, webelievethatthis onlineportfolio holdings
information will bein a more usefriendly presentation than the information that funds report

on FormN-PORT in structured data format.

438 Amended rule 304 (b)(2)(ii).

439 Funds currently are required to disclose their holdings as of the end of each fiscal quarter in reports on

Fom N-PORT filed with the Commission (which are available on EDGAR). However, allepén
funds currently are not required to send holdings information as of the end of thenfitrshird
guarters to shareholders or to make that information accessiblevebsite other than EDGARee
Part F of Form NPORT (requiring NPORT filers to provide, as exhibitsto ForrmMNOR T, t he f u
compl ete portfolio holdings for the end of the fi.
close of the peod, no later than 60 days after the end of the reporting period).
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b. Accessibility and Presentation Requiamts

Under thefinal rules fundswill haveto comply with certain conditions designed to

ensure the accessibility of informatitivat is required to appeanline*°We are adopting

these rules as proposed.

First, the website address where the required information appears must be specified on

the cover page or beginning of the shareholder reportamadt be the address of the

Commi ssi onds el e*The wabsiteaddresd must lge spegific €heog .

lead investors directly to the particular informatibot may be a central site with prominent

links to the referenced informatidfé The website may not ilee home page or section of the

fundbébs website other t h a n Thaspan imlestoe rhusttbdnable i nf or

to navigate from the landing page to each of the required documents with a single click or

tap?*3 These requirements are designednsure that investors are able to navigate websites

with relative ease in order to locate theormation that they arseekingguickly and easily

440

441

442

443

Amended rule 304(b)(2). These requirements are similar to the accessibility requirements of rule 30e
3 and rule 498 under the Securities Act (permitting funds to use a summary prespaetiisfy

prospectus delivery obligations) and rule d4aunder the Exchange Act (requiring issuers and other
soliciting persons to furnish proxy materials by posting these materials on a public website and
notifying shareholders of the availability tifese materials and how to access them).

Amendedrule304 (b) (2) (i) through (iii). The Commi ssi onos

documents is EDGAR. Rule 498 under the Securities Act includes a similar requireeit.CFR
230.498(b)(1)(v)(A)

Instruction 2 to Item 27A(b) of amended FormlN (describing the requirements for the website
address that must appear on the cover page or

SeeRule 30e3 Adopting Releasesuprafootnote20, at n.168 and accompanying text (discussing

similar requirements for the website link that rule-30eotices must include, including Commission
guidance that the effect of this requirement is that an investor must be able to navigate to each of the
documents that must appear on the linked website with a single click or tap).
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Second, the required online materiadgstbe presented in a format convenient for
both reading online and printing on paper, and persons accessing the maigstaks able to
retain permanently (&e of charge) an electronic copy of the materials in this format. These
conditions are designed to ensure tha onlineinformation is usefriendly and allows
shareholders the same ease of reference and retention abilities they would have with paper
copies. We received several comments supporting our proposed amendments regarding
accessibilityof the required informatioandnone opposing therit*

As proposedfundswill have the option to satisfy the website availability requirement
for the informatiorthat the fund will newly have to file on Form@GISR by posting its most
recent Form NCSR report in its entirety on the website the shareholder report spé&tifies.
Fundsmayeitherpostthe online informatiorseparately for each series of the fuoidgroup
the online informatiotby types of materials and/or by serié® If a fund wereto group the
information on its website by type of materials and/or by series, the grouped information
would have to meet certain presentation requirements, including thgbitiged information:

(1) is presented in a format designed to communicate the information effectively, (2) clearly

distinguishes the different types of materials/andach seriegas applicable)and

444 See, e.glClI Comment Letter; Mutual Fund Directors For@omment Lettr. Some commenters also
addressetiow electronicallypresented materials magnefitindividuals with vision issues or other
individuals for whom disclosure accessibility raises particular challe®gessupraection 11.A.4.

445 Seeamendedule 30e1(b)2)(i).

446 Seeamendedule30el ( b) (2) (vii). This provision (AThe [onli
available for each series of a fund, or the materials may be grouped by the types of materials and/or by

series . . .o yimgorcpamagtes ramcltdre proposed provi
materials] . . . may be separately available for each series of a fund or grouped by the types of materials
and/ or by series . . . .0 Thi s Dbstaace of the/propogedc hange |
provision.
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(3) provides a means of easily locating the relevafrmation(including, for example, a
table of contents that includes hyperlinks to the specified materials and. Fefiasd
generallyshouldconsiderttheterms it uses in its website presentation to describe the required
materials, for example in a tabof contentsto best facilitate shareholder understanding.
Some funds may submit combined ForrCSR filings that include multiple seriess
discussed abov¥’ The information contained in these combined For@SR filingswill
also need to meet the pamtation requirements of our rul@fiese requirements adesigned
to allow funds to tailor thevebsitepresentation of information to the unique aspects of their
funds, while presenting the information in a manner that facilitates shareholder kocess.
examplefor a fund complex that includes sevedraids each with multiple classes, the fund
c omp |l e x 6®uldirelbde anastertable of contents that contains hyperlinks to the
specific material$or each funcandeach class

Funds will have flgibility in how online information is presented, so long as that
information is presented consistent with the requirements discussed @neveommenter
suggested that we mand#te use of a table of contents, organized by tapiche website
where thenewly required information will appeéf® This commenter suggested that this
presentation requirement couldlp shareholders access all of the relevant fund documents
more easilyWe agree that a table of contentganized by topicould, in certain
circumstances, facilitate shareholder access to fund informatemmever, weare not
adopting this requirement because we believeftimats shoulde ableto present information

onlinein aninvestorfriendly manner while also taking into account the unisfmecture and

447 See suprdootnotes403-405 andaccompanying text.

448 Morningstar Comment Letter.
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features of the fund. For example, the number of seriskare classes mayffecthow a fund
decides to present informatiomlineso that it is easily accessible by investdve also are

mindful that adoptingrescriptivepresentation ragrements coulgreventremaining

fevergreeno in |Iight of evolving technology.

As proposed,hefinal rule also will include a safe harbor providing that a fund shall
have satisfied its obligations to transmit shareholder reports even if it did nohegeisting
requirements of the rule for a temporary period of tifdén order to rely on this safe harbor,
a fund will have to have reasonable procedures in place to help ensure that the required
materials appearlinein the manner required by the ruémdalso mustake prompt action
to correct noncompliance withh e  wabsite avalability requirements. The rule requires
prompt action as soon as practicable following the earlier of the time at which the fund knows,
or reasonably should have knowtinat the required documents are not available imtéener
prescribed byherule.

We received no comments on this safe harboraedadoptingt as proposetiecause
we recognize that there may be ti mesaswhen,
system outages or other technological issues or natural disasters, a fund may temporarily not
be in compliance with the web posting requirements of thePweiding this safe harbor by
rule may obviate the need to provide exemptive relief froomthel e s ¢ o ntlikset i on's

very limited and extenuatingrcumstances, age have don&om time to time>°

449 Seeamended rule 30&(b)(2)(vi).

450 See, e.g.Exchange Act Release No. 81760 (Sept. 28, 2017) [82 FR 46335 (Oct. 4, 2017)] (exemptive
relief for individuals and entities affected by Hurricanes Harireya, or Maria);Regulation
Crowdfunding and Regulation A Relief and Assistance for Victims of Hurricane Harvey, Hurricane
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3. Delivery Upon Request Requirements

We are requiring funds to send, at no cost to the requestor and by U.S. first class mail
or other reason&#pprompt means, a paper copy of any of the matethalswill have to
appeaiwonlineto any person requesting such a copy within three business days after receiving
a request for a paper cofit.A fund must also send, at no cost to the requestor by email o
other reasonably prompt means, an electronic copy of any materials discussed above within
three business days after receiving a request for an electroni¢®éajmese requirementsill
alsoapply to any financial intermediary through which shares oftthé may be purchased
or sold.We are adopting all of these requirements as prop¥gedinderstand that some
investors continue to prefer to receive information in paper format, and therefore our rules are
designed to allow shareholders to have readysadwethe fund information that appears
onlinein print format, if they so prefeor to receive electronic copies of this same
information°3

The Commissiomeceived one comment recommending that the Commission replace

the requirement that a fund delivars information within thredusinessl ay s wi t h an

Irma, and Hurricane Marj&ecurities Act Release No. 10416 (Sept. 27, 2017) [82 FR 45722 (Oct. 2,
2017)];see alsRule 30e3 Adopting Releasesuprafootnote20, at n.135.

451 Seeamended rule 30&(b)(3)(i) see also supraection 11.ClI.C.2.

452 Seeamendedule 30e1(b)(3)(ii). The requirement to send an electronic copy of materials may be
satisfied by sending a direct link to the online materials; dexVithat a current version of the materials
is directly accessible through the link from the time that the email is sent through the date that is six
months after the date that the email is sent and the email explains both how long the link will remain
useable and that, if the recipient desires to retain a copy of the materials, the recipient should access and
save the materials.

453 SeeProposing Releassyupranote8, at n.476see also, e.glCl Comment Letter; Vanguard Comment
Letter; Fidelity Comment Letter; Dechert Comment Letter (each discussing investor preferences for
electronic delivery.)
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soon as reasonably practicable but “AWe | ater
continue to believe that investors would be better sdsyedquiring the requested materials
to be sentvithin threebusiness days of the requeBhte threebusinesslay timeframe also
appears in similar existingquirementsvith respect to requests for copies of other similar
document$®® Based on experienagth these otheregulatory requiremestwe believe that
three business days generally is an appropriate time frame to send shareholders paper copies
of informationnA Ar easonabl y pr zallexerihe tene frame ig which e me n t
certain investors receive requested materials, andecsely also couldesult in funds being
required to send materiatsorequickly than within thredusinesslays as funds and
intermediaries may have the capability to send materials more quicklthiedime frame
One commentesuggested a techniazhange relating to the proposed delivery upon
request requirementhis commenter noted the disparity that pihespectus cover page
statement appears to require the entirety of For@39R to be provided to shareholders, while
rule 30el would require oly Items 711 to be provided® In responsgwe areadopting a
change to therospectus cover pagéatement that Form-8lA requires. Instead of stating that
At he SAIl, t he F wnndabreports tosharaholdessnadd Feor@dR are
availablewi t hout <charge, upon request, o0 the state

explain that At he SAiapnua reperts to shardhdldersaandrother | and

454 ICI Comment Letter.

485 See, e.grule 498(f)(1)(parallel delivery upon request requirements for funds and intermediaries
relying on rule 498)see alsdnstruction 3 to Item 1 of amended Forml (requiring the SAl and
shareholder reports to be sent within three business days of receipt of a request)

456 ICI Comment Letter.
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information such as Fund financial statements are available, without charge, up@ * e s t .

An instructionto thisprospectus disclosure requiremspecifieshat the delivery

requirement for

t he i

nf ormati on

t hat

such as financial statements that the Fund files on Fe@nI\R**8\d/e believe thathese

changs clarify thatfunds(and intermediaries) must onpyovide the information in Item-Z1

of Form NCSR to shareholders upon request

contents t o

D. Disclosureltems Removedfrom Shareholder Reportand Not Filed on

Form N-CSR

t

Our final ruleswill not require the following currentisequired shareholder report

appear

information to be filed on FormICSR

TABLE 5: CURRENT SREHOLDER REPORT C@NTS REMOVED FROM

SHAREHOLDER REPORMND NOT FILED ON FMRN-CSR, UNDER THENAL

RULES

Description

Current Rule and
Form
Requirement(s) fo
Shareholder
Report Disclosure

Description of Amendments
Under Final Rules

Management information and
statement regarding availéty
of additional information about
fund directors

Form N-1A Item
27(b)(5) and (6)

Remove from shareholder
reports, but identical
information will remain
available in
which is available online or
delivered upon request

Statement regardingguidity
risk management program

Form N1A Item
27(d)(6)(ii)

Remove from shareholder
reports, but information
relevant to f

457

458

Seeltem 1 of amended Form-MA.

Seelnstruction 2 to Item 1 of amended Formil.
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risk and risk management wi
remain available on Form-N
PORT,onForm N-CEN, and
i n fundsd pro

As proposed, we are removing the informagob out a fundds directo
that currently appe(atrlse i mmdmuaaglesme ratwithowafl o rr reagtoi
requiringthis disclosureo be filed on Form MCSR Currently, a fund is requed toinclude
themanagement information tatbethin the annual repoaindi n t he fUThed 6s SAI
Commissiorreceived one commestipportinghe proposed removal of the management
information table from the shareholder repsd long as the information remains disclosed in
t he f unaddineconBnants opposiniperemoval*®® Several commentersiowever,
suggested that funds be required to prodiffierenti nf or mat i on about a fun
including astatement on the @ of the boardas well asnformation on board compensation,
diversity, and board méfmbersdé investments in

We continue to believe that shareholders should have access to information regarding
fund directordut thatit is unnecessary to incledhis disclosure in multipleegulatory
documentsWe also do not believe that including the management information table in the

sharehol der report is necessary for retail i

459 Seeltem 27(b)(5) ofcurrentForm N-1A. For each director and officer, a fund must disclose: (1) hame,
address, and age; (2) position(s) held with the fund; (3) term of office and length of time served with the
fund; (4) principal occupation(s) during the past five years; (5) nupfigeortfolios in the fund
complex overseen by the director; and (6) other directorships held by the digesioem 17(a)(1) of
currentand amende&orm N-1A (requiring the inclusion of the management information table in the
fundds SAI).

460 SeelCl Comment Letter.

461 Morningstar Comment Letter; Morningstar Trustees Comment Letter; Mutual Fund Directors Forum
Comment Letter; Independent Directors Council Comment Letter (suggested allowing, but not
requiring, this disclosure).
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operations over the past reportimgriod. This disclosurd as well as the additional
information about the board that some commenters reqdeptataindess directly to retail
sharehol dersd understanding of the operation
itself to the type ofocused disclosure that the annual report is designed to include. We
therefore are not adopting requirements to I
directors.

While the proposal would have required a fund to include a concise statement
regard ng its | iquidity risk management program
rules do not include this requireméftThe final rules also remove the currentiguired
statement regarding the operati oshareholder ef f ect
report. We are not requiringregumnegdlLRMP t he shar
narrativedisclosure to appear elsewhevée believe that other aspects of our disclosure and
reporting rules require moep e ci f i ¢ i nf or iouadityirisgkandaskout f unds¢
managemertb be provided to the public amelported tahe Commission and statind the
currentlyrequirednarrativedisclosuran practicedoesnot augmenthese other requirements
meaningfully?63

In the proposal, the Commissidiscussed the reforms that it has adopted over the past

decade that are designed to promote effective liquidity risk management across taacpen

462 SeeProposing Releassuprafootnote8, at text accompanying n.304 (proposing to replace the currently
required LRMP disclosure with a brief summary of: (1) key factonmarket events that materially
affected the fundébés liquidity risk during the rep:
(3) effectiveness of the fundbés liquidity risk mai

463 See, e.gltems B.7, B.8C.7 of Form NPORT; Item C.2®f Form N-CEN; Items 11(c)(#|8) of
currentand amendeBiorm N-1A; see alsdnvestment Company Liquidity Disclosure, Investment
Company Act Release No. 33142 (June 28,2014 83 FR 31859 (July 10, 2018)
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fund industry and enhance disclosure regarding fund liquidity and redemption préttices.
Based on a reviewfaisclosures that funds are including in their shareholder reports as a
result of these reforms, the Commission proposed modifications to the current disclosure
requirements to emphasize that the disclosure must be tailored to each fund and bé%oncise.

Commenters generally opposed including a discussion of fund LRMPs in the
shareholder report. Specifically, several individual shareholders opposed the inclusion of the
LRMP disclosure in the shareholder repad,didmanyof the investors who respondedthe
Investor Feedback Fligindicatingthat LRMP disclosure was nasefulto them®®

Similarly, industry commenters generally opposed including this disclosure in the
shareholder report, suggesting different alternativéiseproposed approached. Severa
commenters suggested that LRMisclosure should be moved in its entirety to Fonr@8R
for all funds*®’” Some commenters suggested tlaat an alternative tll funds moving this
disclosureto FormMSR,f unds t hat meet t he -KiihnndghBTYFAd i qui
definitions in rule 22€l under the Investment Company Act should have tdHikdisclosure

onForm N-CSR and all other fundshould retain this disclosuie the shareholder repdii

Repcating Adopting Released) at n.59 and accompanyi
liquidity events that materially affected performance in the MDFP section of the annual report).

464 SeeProposing Releassuprafootnote8, at text accompanying nn.3@02.

465 See idat nn.305306 and accompanying tesee alsdnstruction 1 to Item 27A(i) oproposed-orm N
1A

466 See, e.gUbiquity Comment Letter; Williams Comment Letter; Tom and Mary Comment L&éer.

suprafootnote47 and accompanying text.

467 See, e.gMorninggar Trustees Comment Letter; ICI Comment Letter; SIFMA Comment Letter;
Fidelity Comment Letter; Dechert Comment Letter; T. Rowe Price Comment LssteglscAngel
Comment Letter; Barker Comment Lett@ébdullah Comment Letter

468 See, e.gMorningstar Tustees Comment Letter; ICI Comment Letter; Vanguard Comment Letter;
Sidley Austin Comment Letter; Federated Hermes Comment Lstteralsd&SIFMA Comment Letter
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Some commenteralso stated that the proposed instructithrag would modify the current
LRMP disclosurerequirementsre complicated and likely to produce boilerplate language,
particularly for highly liquid fund$%®

The Commissiomasrecognized i n consi dering disclosure
risks andrisk managementhat receiving relevant information about the operations of a fund
and its principal investments is important to investors in choosing appropriasfdutiaeir
risk tolerance$’° Historically, theCommission has modified the informatiimds are
required to disclose and report about their liquidity risk and risk management to address
devel opments in the market, fundsd practices
about how to best convey salient and useful information to imgd$tdn the proposed
amendments to fundsé current LRMP disclosure
preliminarily believed the disclosure in its current form is notseited to a concise
shareholder report. We continue to believe this. After considerilgnme nt er s 6 concer
however, we are not adopting the proposed apprddmhproposed approach, even if it would
better tailor the disclosure currently appea
disclosure that pertains directlytoareta s har ehol der 6 eperationd@and st andi

performancef the fund, anélso may not result in the type of focused disclosure that the new

and Barker Comment Letter (suggesting this disclosure should be included in the sharepotter re
only for funds that hold a certain percentage of
rule 22e4).

469 SeelCl Comment Letter; Capital Group Comment Letter; Vanguard Comment Letter; T. Rowe Price
Comment LetterBut seeSIFMA Comment Letter (arguing that the LRMP disclosure should not be
customized to individual funds in all cases because liquidity risk is managed at the complex level).

410 Seelnvestment Company Liquidity Risk Management Programs, Investment Company Act Release N
32315 (Oct. 13, 2016) [81 FR 82142 (Nov. 18, 2016]
preceding n.893.

an See2018 Liquidity Reporting Adopting Releasprafootnote463
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shareholder report is designed to inclid highlightthat funds will still be required to

discuss in thie MDFP the key factorsthahat er i al | 'y af f ec twingthe f undoés

reporting periodincluding the relevant market conditions and the investment strategies and

techniqgues used by tHe fundds investment adv
We believe that helpg shareht@ersto better understand how the fund is managing its

l iquidity risks, which in turn could inform

investments in the fund, merits further consideration.

E. Transmission of Shareholder Reports
1. Amendments Narrowing Scope of Rule 3068

Subject to conditiongurrentrule 30e3 generally permits investment companies
to satisfy shareholder report transmission requirements by making these reports and other
materials available online and providing a notice of that avhijainstead of directly
mailing the report to shareholdér$§ We are amending the scope of rule-30® exclude
investment companies registered on ForshA whichwill betransmittingtailored annual
and senyannual reportso shareholderdVe received many commeristh supporting and
opposinghe proposed amendmentstibe 30e3. After considering these comments w
are adopting these amendmedatgelyas proposed/Ne are adopting technical changes to
the proposed amendments to clarifytttiee scope of rule 36@is narrowed with respect to
the shareholder reports all funds registeredn Form N-1A, including those funds that

serve as underlying fusaf insurance company separate accounts.

arz Seelnstruction 1 to Item 27A(d)(1) of amended FormiN.
473 Rule 30e3 Adopting Releaseuprafootnote20.
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The Commission received several comments stipgathe proposed amendments
to 30e3.47“One commenter specificalbtatedthat theproposechew concise shareholder
report fnodfffeest iavenomeans of i mproving investoa
fund information than continuing to permit opendfunds to rely on rule 308, while also
delivering significant cost savings over requiring delivery of 100+ page shareholder
r e p o*f° ®ne commenter stated ttihe justification for rule 308 is no longer
warranted given thatnder thegroposediew franework, the number of pagés a
shareholder reporrould be reduceftom hundreds of pages to a few patyéhis
commentestatedthat underthese changed circumstancaseturn to the default ohail-
based paper delivery of shareholder repitresnselesis the best wayo ensure that fund
investors benefit from the new tailored disclosure framework.

However,the Commission alsmeceived mangommentopposingthe proposal,
advocating for opeend funds to continue to be permitted to rely on rule®0e
Commenterstatedthat funds alreadigaveincurredthe costs of complying wittule 30e
3, but because they could only rely on the rule starting in 2021, tiveynioa fully realized
the perceived benefits of the rdié They stated thauhds would be required to undo the

processes that they have undergone to convert their current shareholderaepmission

4r4 See, e.gCFA Institute Comment Letter; Consumer Federation of America Il Comment Letter; Better

Markets Comment Letter; Barker Comment Letter.

475 SeeConsumer Federation of America Il Comment Letter.
476 SeeCFA Institute Comment Letter.
4 See, e.gStradley Rman Comment Letter; Dechert Comment Letter; TIAA Comment Letter; Vanguard

Comment Letter; SIFMA Comment Letter.
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practices, which commenters noted were cd$figpedfi cally, some commenters stated

thatfundswould needto reimplement legacy sharehold&porttransmissiorprocesses

that were discontinuedhentheyinitially adjusted these processagreparing to rely on

rule 30e3.47°

to thetransmissiomethodof their shareholder reports as a result of ouramendments

Commenterslsoexpressed comen that investors may be confused by the change

because investors have been receiving notices identifying the upctvarismission

changes that went into effectdanuary 202142° One commenter stated that the fund

manadger

, as the investorods fiduci

ary,

to distribute fund disclosu@ocumentswhile evaluating investor preference, costs,

alternative transmissiooptions, and other factof8: Commentersrgued thatrivestors

have already received notification from funds that their shareholder reports will be

available taaccess online, unless they request direct deliargthe proposed

amendmentthereforewould result in a change immansmissiomethodfor a number of

nvestorsod sharehol

478

479

481

482

der

reports

See, e.gYanguard Comment Letter; ICI Comment Letter; John Hancock Comment Letter.

See, e.gFederated Hermes Comment Letter; Vangu@odment Letter; Mutual Fund Directors

ForumComment LetterSIFMA Comment Letter.

shoul

See, e.gYanguard Comment Letter; ICI Comment Letter; Independent Directors Council Comment

Letter; John Hancock Comment Letter.

SeelCl Comment Letter.

Seeg.g.,John Hancock Comment Letter; Federated Hermes Comment Letter; Vanguard Comment

Letter; ICI Comment Letter.
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Some commentertated thathe proposecamendments to 3é@mayhalt fund
innovation to improve the effectiveness of electronic fund disclosure effdBscause
fundswill no longere able teatisfy shareholder report transmission requirements by
making these reports available onlitleese commenters stated that funds will no longer
have an incentive to innovate the manner in which they present fund inforrmaliiog.

For example, one commenter stated #iattronic delivery incentivizeflinds toprovide
hyperlinked disclosures and interactive graphs, calculators and other materials that permit
individual investors to understand fund performatiée.

Finally, canmenters expressed the view that the proposed amendments to rule
30e-3 wouldbe contrary to investodexpressed preferences for electratetivery,*&
Several fund ammenterstatedthat investorhiavedemonstrate a behavioral preference
for digital engagemenioting that these funds have observed izt retail investors
preferto engageon fundrelated issuetrough thef u n digitas platform?e® These
commenterdelievethat the preference for digital engagement is best supported by the
electronic delivery of fund documenténcludingrule 3088 6s noti ce and websit
approach for delivering shareholder repoftse Commissiomeceivedseveral comments

indicating that the vast majority éiind investors haveotindicated a preference for

483 See, e.gMutual Fund Directors ForutBomment Letter; SIFMA Comment Letter; TIAA Comment
Letter.
484 SeeMutual Fund Directors Forut@ommant Letter.
485 See, e.gCenter for Capital Markets Competiveness Comment Letter; Dechert Comment Letter;
Comment Letter of State Street Global Advisors (J:

Group Comment Letter; ICI Comment Letter; VaagdiComment Letter.

486 See, e.gYanguard Comment Letter; T. Rowe Price Comment Letter.
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receiving paper copies of fund documents following the adoptionlef30e3.48” One
commentediscusse surveythis commenter conducted, finditigat only %2 of one
percentof directat-fund accounts requestpdper shareholder reports in response to fund
requests related to complying with rule 32 Another commenteikewise noted that
less tharD.5% of investordhavecontacted the commenter to request the recéiptinted
documents undeule 30e3.4%° Similarly, another commenter stated titadtasreceived
requests fodelivery ofpaperfund documents from 0.1% shareholders whdirectly own
sharesn the fund*®®
After considering commentersd input, we al
30e 3 substantiallyas proposedwith certain technicathangesAs noted in the proposal,
thenewapproach to f undrseédf Iseh@atrse htoHa eCo mmipogitaesn b s
efforts to search for better ways of providing investors with the disclosure that they need.
Rather than allowing fund managers to deteenthe transmission method for shareholder
reports, the final rule ensures that all investors will receive the anticipated benefits of
streamlined shareholder repoitge continue to believe that the new disclosure approach
for shareholder reportepresatsamoree f f ect i ve means of 1 mproving

access and use fund information, angmservingnuch ofthe expected cost savings to

487 See, e.glCl Comment Letter; Vanguard Comment Letter

488 SeelCl Comment Letter. These ICI survey respondents manage approximately $18 trillion of mutual
fund assets, representing approximately 85 percent of industry mutual fund assets at the end of June
2020.Seel etter to Dalia Blass, Director, Division of Investnt Management, 8. Securities and
Exchange Commission frothe Investment Company InstitutéSept 10, 2020, available at
https://lwww.sec.gov/icomments/283/265337964920224992. pdf

489 SeeVanguard Comment Lettespe alscCapital Group CommentLettr ( AFr om our perspec
telling that following the adoption of Rule3@, only 0. 40% of all of our f ul
to receiving paper copies, signaling strong inves!/

490 Se€eT. Rowe PricsComment Letter.
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funds and investors that funds would experience by choosing to rely on ree 30e
Moreover, that investsrwill also receive annual prospectus updates under the final rules
because we are not taking final action on proposed rule d888not diminish the
centrality of fund shareholder reparBoviding information in shareholder reports directly
tosharehalerd as opposed to providing awilddsti ce of
effectuate the goals of the streamlined shareholder report.

We acknowledgeas commenters discusséthtmanyfunds have already come
into compliance withrule 30e-3 and hae borne the costs associated with that Mle also
understandas commenters statdbat investors may not be expecting to receive their
shareholder repatn their mailbox in light of receiving notices of the upcoming
transmissiorchange$®! We continue to believenoweverthatinvestors will benefit from
receivingstreamlined informatiodelivered directly to them, rather than receiving that
information indirectly via a rule 368 notice with no substantive content and a hyperlink to
the streariined disclosure itselinstead of receiving a offage notica&lescribing how
investos may access their shareholder reportline, investors will now receive a
streamlined shareholder report that may fit on a trifoldreelilerthat is delivered direbt
to them Fundamentally, under both rule 38end these final rulg$o the extent an
investor does not elect electronic delively¥und wouldransmitto investorsa short paper
document in the mail that provides a link to more information onBatunder the final

rules, this short document will contain key informatibat investors can use to monitor

491 Funds will not be required to notify investors of the change in transmission method prior to the
compliance date of the amendmentstorule30e but are per mitt e8uchao at

t

t he

notice could, for example, beindie d al ong with a fundds sharehol der

prominence requirements for materials that accompany the r&gehhstruction 12 to Item 27A(a) of
amended Form NA.
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their fund investments, unlike a rule 3Be&otice, which contains no substantive content.
Now that we are adopting streamlined shareholder répagopposed to the lengthy and
less readefriendly versions in place at the time the Commission adopted rui8Boee
believe investors will benefit from receiving these reports directly, rather than receiving
them indirectly via a rule 368 notice with ehyperlink.

The f i napproach nefleessodr continued understanding basedramenter
feedback on the proposagsponses to the fund Investor Experience RFC, investor testing
and surveyss discussed in sectibr.3 above and other disclosure reform initiatives that
shareholders strongly prefer layered discloswith summary information provided to
them directly and more detailed information availalidewhere*? In assessing investor
preferences, we understands commenters discusgethatfew investors opted into
continuing to receive the current, lengthy fund shareholder reports in paper after receiving
30e 3 notices. We do not, however, believe tiéd can be taken as evidence that investors
would prefer to receive a rule 3@enotice instead of the new streamlined shareholder
report, given the relative salience of the new reports versus the current reports, and the
positive feedback the Commissibas received about the proposed reports and the

disclosure principles underlying these rep6tts.

492 SeeFund Investor Experience RFREd comments received in pemse to the RFGuprafootnote4s;
see alsaConsumer Federation of America | Comment Let®gposing Releassuprafootnote8, at
section I1.G;suprasectionl.A.2 (discussing the developments supporting layered disclosure approach
to fund shareholder reports).

493 Investor inertia also may make it less likely for investors to elect a change affirmatively with respect to
the regulatory disclosure they recei®ee mfra footnote504 (discussing that investor inertia makes it
less likely for investors affirmatively to elect to change the default method oédeb¥ fund
materials).
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As discussed above, many commengengported a regulatory approach that would
reflect investorsd preferences amntexiglnd digital
We agree that the Commission should consider wagseamline the information that is
delivered in paper to fund invest@sdenhancdund informationthat is presented
electronically The new streamlined shareholder report shifgsy of thdengthier, more
technical aspects &find disclosure from the shareholder report that is delivered directly to
investors to be filed on Form-8SR andnade available oa websiteWe also do not
believe that the final roead evsidl la prpe douacceh fwu rt chs @
incentives or ability to offer innovative online regulatory disclosure. Many investors will
reviewshareholdereports online, whether by opting intalelivery or via links provided
in the streamlinegdhareholdereports.And our final rulesalso encourage funds to continue
to innovatethe electronic presentation of fund informati@utside the scope of these
amendments, fundsave incentiveso present shareholder reports on their sitekd for
example, because including more iatgive, dynamic fund disclosure may be popular with
investors and therefore could produce reputational bedefitich may also serve as a
motivationfor innovation.

Along with comments about the proposed narrowing of the scope of rulg 8t
Commissim alsoreceivedseveralcommens requesting clarification regarding how the
proposed amendmentsrde 30e-3 would affect the shareholder repwetnsmission
requirements fovariable contracseparate accountisat are registered as ULIT¥ Rule

30e2 requires these UITs to transmit the shareholder reports of the funds that serve as

494 See,e.gComment Letter of t
Letter o) ; I CI Comment

Commi ttee of Annuity | ns
L t |
Comment Lett er 0 pmmes tetted

er ; Comment Letter of
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166



these contract s 00 whichaerdgigteredgn Horm®had dottheme nt s
U | Tisvéstors’® These UITs currentlynayrely on rule 3068 to satisfy their sireholder
report transmission requirements under rule- 6%

Undertherules we are adoptirgndaswasproposedno shareholder report
transmission requirements for funds that are registered on FdrAriNay be satisfied by
relying on rule 306.4°” We understand thathe underlying funds ofariable contractITs
are solely fundshiat are registered on FormDM\. Therefore, in effect, variable contract
UITs may no longer rely on rule 3@eto satisfy their shareholder report transmission
requirements witlespect to underlying funds registered on ForhA\*%8

Thecommenters who requested clarification on this aspect of the proposal noted
that theproposedule textdid notexplicitly carve ouwariable contracseparate account
UITs from rule 30€3, becase the proposed amendments retained references to a fund
being able to rely on rule 3€eto satisfy shareholder repdransmissiormrequirements
under rule 30€.4° The proposedmendmentsffectively would not permit UITs to
satisfy shareholder repdransmissiorobligations under rule 362 howeverpbecause the

amendments would exclude all Forml-registered fundsncluding thosehat serve as

495 Seerule 30e2.
496 Current rule 308(a).
497 Seeamendedule30e3 ( h) (2) (defining Afundd as fa-2managemen

orFormN3...and any separate series of the management ¢

498 See, e.gPropoing Releasesuprafootnote8, at section V.l (Paperwork Reduction Act analysis for
the proposed amendmentstorule-30g wh er e t h estiGaemohihesbsrden of the
proposed amendments do not exclude investment companies registered onHarmalserve as
variable contracts6é underlying investments).

499 Current rule 306(a) states that a company may satisfy its obligation to traasrafiort required by
rule 30el or rule 30€2 to a shareholder or record if all of the conditions set forth in paragraphs (b)
through (e) of the rule are satisfied. The proposed rule amendments did not amend this provision of the
current rule.
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variabl e contr act sfiom thasabpe oflriei3@G8gro clanfythest me nt s
scope of the amtmelmentstorule368 and more clearly effectuate
regulatory intent as reflected in the proposed amendments, the amendments to-3ule 30e

that we are adopting remove current references to shareholder report transmission

requirements undeule 30e2.

2. Alternative TransmissionMethods for Shareholder Reportsand
Other Regulatory Materials

Related to the comments on the proposed amendments to riBetBée
Commissioralsoreceived comments suggesting alternative methottargmitting
shardolder reportsMany of these comments were framed in terms of modagnilze
Commi ssionds guidance t¥at governs electroni
Some commenters suggesteth fiaccess equal ¥Udderhis ver yo f
alternative shareholder reportsould bedeemed tde delveredif they were made
available online without the notice that rule 2eurrentlyrequires. For exampleone
commentestatedthat the Commission should reevalusit@reholder report disclosure and
transmissiomequirements by firshamending the format and substance of shareholder
reportsand then adopting an fAaccess equals deliwv
document$%? Several commenters similarly suggested thatCommission permit funds

to satisfy their transmission obéiions, for both shahelder reports and prospectus

500 See, e.gIClI Comment Letter; Dechert Comment Letter; Federated Hermes Comment Letter.

501 See, e.gDechert Comment Letter; Federated Hermes Comment LEEleCGomment Lettersee also
discussion ainfra footnotes758 761 and accompanying text

502 SeeFederated Hermes Comment Letter.
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updatesby filing them with the Commission, posting themaoebsite, and delivering
them upon request to shareholdR®f<Commenters stated that investors have expressed a
preference foaccessingund dsclosures electronically, however there is inertia around
shareholders affirmatively optirig to electronic delivery®*

Rat her than adopting an fiaccess equal s
commenters above, one commenter urged the Commission &duaevelectronic delivery
of fund documents, but to take up this issue in a separate rulemaking that takes a
comprehensive review of the potential for electronic deliv&¥his commenteasserted
that investor engagement is not necessarily supporteditphag the delivery of fund
documents from paper to electronic, but instelacburagedhe Commissiono examine
how to leverage electronic resources to enhance investor engagesmeait asnvestor
understanding of fund disclosures

These commentersise important considerations for any future initiative on the
delivery of fund regulatory materialand the Commission and staff are continuing to
consider these issueRescinding rule 308 in its entir¢y or reconsidering the
Commi s s i o n @divery teginsetfor fond materials, howevererits further

consideration

503 Seee.g.,ICI Comment Letter; T. Rowe Price Comment Letter; Charles Schwab Comment Letter; State
Street Comment Lette€epital Group Comment Letter.

504 See, e.gT. Rowe Price Comment Letter; Charles Schwab Comment Letter; Capital Group Comment
Letter.

505 SeeCFA Institute Comment Letter.
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3. Alternatives for Satisfying Transmission Requirements for Semi
Annual Reports

Funds will continue to be required to comply with the current requirements with
regard to the frequen®f transmitting shareholder reports, which are statutorily mandated to
be transmitted on a serannual basig®® The Commissiomequested comment on alternative
approacheso satisfy the statutory requirementitansmitsemiannual reports®’ For
example, the Commission stated that it considered proposing to allow funds to satisfy the
semtannual report transmission obligation by filing certain information on FOIGER
and/or updating certain information on a website and requested commaerterapproaches.
We received feedback regarding these alternative approaches from commenters that both
supported the current transmission requirements and those who preferred potential alternative
approaches to satisfy these requirements.

Many commentersupported the alternativézat the Commission discussed in the
Proposing Releas®® Commentersisosuggested different permutations of these alternatives,
as well as ancillary requirements that could accompany these alternatives. For example, some
commeners suggested that funds should have to include disclosure in the preceding annual
report thatthe semda n n u a | report would be posted to a
particular date and clarify that investors may obtain a paper copy of the reportagticm
the fund®®® Commentersited a variety of reasons for favoring alternatives where-semi

annual report transmission could be satisfied by Commission filing and/or website posting.

506 Seesection 30(e) of the Investment Company Act.
507 SeeProposing Releassuprafootnote8, at section 11.C.3.b.
508 See, e.glClI Comment Letter; Dechert Comment Letter; Fidelity Comment Letter; Charles Schwab

Comment LetterCapital Group Comment Letter; T. Rowe Price Comment Letter.

509 See, e.glCl Comment Letter; T. Rowe Price Comment Letter.
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For example, some commentstated that the purposerequiring diret transmission of the
semtannual report is not cleaspiningthat thecontent of thesemtannual report is
duplicative of information that some funds already make available on fund websites, that the
information funds choose to post online is more tymahd that monthly or quarterly fact
sheets that are already made available online may be more‘8afditionally,
commenters cited cost savings for funds and investors as a basis for eliminating the direct
transmissiomequirements for ser@innual reprts>t

We also received comments supporting an approach that would continue to require the
direct transmission of serannual reports to investot¥. One commenter stated that there is
no evidence that investors would see updated information posted owdbsdes if it were
no longer delivered to thePh® Additionally, this commenter cited a stubhicatingthat
current shareholders prefer a twigearly delivery approach for shareholder repoits.
Another commenter stated that elimination ofttiored $iareholder report faemiannual
repors would reduce investor disclosudeliveryand therefore reduce overall investor

engagemendnd restrict informatiop!®

510 Seee.g.,Fidelity Comment Letter; Capital Group Comment Letter.

511 See, e.gCapital Group Comment Letter; ICI Comment Letter; T. Rowe Price Comment Letter.

512 See, e.gCFA Institute Comment Letter; DFIN Comment Letter.

513 SeeCFA Institute Comment Letter.

514 See suprdootnote48 and accompanying text (discussing survey conducted by Broadridge); CFA
Institute Comment Letter (discussing Broadridge survey). Asked about current shareholder reports, for
example, more tha®0% of survey respondents said the currenttyicear | y del i very i s

Specifically, 44% said they would prefer to receive the concise shareholder reports twice a year, 42%
said they would like to receive them quarterly, and only 13% saidvtbeld like to receive them just
once a year.

515 SeeDFIN Comment Letter.
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After considering comments received, we are not adoptiy@f thealternative
transmission ragrementsliscussed in the proposalsrggested by commenters for semi
annual reports. Requiring investors to acces
their investments would place the burden on investors to seek out information without
providing them any contemporaneous notification that updated disclosures are electronically
available. The burden of accessing the senmualreport would remain with the investor if
notification of the date of the website publication of the sa&nmual reporis only included in
theannualreporih e t i mel i ness of the Apusho-ambal i nf or
basis is an important element of @urrrentdisclosure framework. The information that will
be included in the serainnual report has bestreamlined to only include the information
that we believe will be most useful and salient to investors in assessing and monitoring their
fund investmentsThus, withrespectta t r ansmi ssi on process that
regulatory documents, the final rules do not incorporate any of the alternative approaches to
semtannual report transmission that commenters discussed.

F. Prospectuses andéGAls Transmitted Under Rule 30e-1(d)

We areadopting asproposegdamendments that would rescinde 30e1(d). This rule
provision permits a fund to transmit a copy of its prospectus or SAl in place of its shareholder
report, ifeither or both of the prospectus or Sdludes all othe information that would
otherwise be required to be contained in the shareholder report. We continue to believe that
the consolidation of a fundds prospectus, SA

documents inconsistent with the layed disclosure framework we are adopting tqodeand
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we also understand that funds rarely rely on this rule provisigmactice®'® The Commission
did not receive any comments directly addressing this aspect of the proposal.

G. Investment CompanyAdvertising Rule Amendments

We areadopting amendmentst he Commi ssi onds investment

rules designedo promote transparent and balanced presentatidee®Bnd expensées
investment company advertisemetitsThese amendmentdgll apply to all investment
companies hat are subject t o t h &acluGogmotuasfendsp n o s
ETFs, registered closezhd funds, and BDC38We are adopting the amendments addressing
investment company fee and expense presentations in advertistargelisas proposedt®

1. Requirementsfor Standardized Fee and Expense Figures

To promote more consistent and transparent presentations of investment costs in
investment company advertisements, we are adopting amendmaries 482, 433, and 34b

1 to requre that investment company advertisements providing fee or expense figures for the

516 SeeProposing Releassuprafootnote8, at section 11.H.3.

517 For puposes of this release, we generally refer to the types of investment company communications

covered by amended rules 482, 156,433, andl34bas fAadverti sement$Sheodo unl ess

Commissio® eecently adopted rule amendments relating to imeest adviser advertisemermtisl not
address investment company advertising rigeglnvestment Adviser Marketing, Investment Advisers

Act Release No. 5653 (Dec. 22, 2020) [86 FR 13024 (Mar. 5,2024)] A Mar ket.i ng Rel easc¢

518 As a result, for purposes this sectiol.G, t he term Afundo is not | imited

registered on Form MA. Instead, we use this term more broadly in this settioefer to any

i nvest ment company that is subject to the Commi ssi

including registered closeehd funds and BDCs.

519 We are not adopting the proposed modifications to the disclosure legend that accompanies certain

invest ment companiesd6 advertisements of performance

|l egend to state that past performance i s fAnot a

required, stating that ama ®te 0Op ¢ Bdemopmsedunles ufidses not

482(b)(3)(i) under the Securities Act [17 CFRO28B2(b)(3)(i)]. While no commenters specifically

addressed this part of the proposal, we believe further consideration on amending this required legend in
the contekof performance disclosure in fund advertisements is merited, and we are not adopting this
aspect of the proposed amendments to rule 482 at this time.
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investmentompany include certain standardized fee and expense figmeshat these
figures must adhere to certain prominence and timeliness requireiffents

a. Inclusion d Required Fee and Expense Figures

Thefinal amendmentso rule 482will require that investment company
advertisements providing fee and expense figures include: (1) the maximum amount of any
sales load, or any other nonrecurring fee; and (2) the tatabaexpenses without any fee
wai ver or expense reimbursement arrangement
f i g ubased @n)he methods of computafiona prospectus h at t heestrhentn d 6 s
Company Act or Securities Act registration staent form prescribdsr those figure$?!

Because we believe these are important figures for assessing the fees and expenses of
fund investments, any advertisement presenting fee and esgenses must include these
items. Theserequirementshoweverwould apply only toinvestment company advertisements
that include fee and expenfsgures and therefore an advertisement would not need to include
the required fee and expense figures if it only included general, narrative information about

fee and expese considerations and did not include any numerical fee or expense amdunts.

520 Seeamended rule 482(i)(1) under the Securities Act [17 CFR 230.482(B&8]alsamended rule 433
under the Securities Act [17 CFR 230.433(c)(3)] and amended rulé @dber the Investment
Company Act [17 CFR 270.340(c)(1)].

521 In an expense reimbursement arrangement, the adviser reimburses the fund for expenses incurred. In a
feewaiver arrangement, the adviser agrees to waive a portion of its fee in order to limit fund expenses.

522 Similar to associated prospectus requirements, if
classes, the advertisement could providerdgiired fee and expense information for those classes
only. See, e.glnstruction 1(e) to Item 3 of current and amended ForfANAN advertisement might,
for example, only refer to the fundbés fges and ex|
amended rule 482(b)(1), which requires a statement advising an investor to consider the investment
objectives, risks, and charges and expenses of the fund carefully before invastingr, amended rule
482(i) would not apply to advertisements thatyide the disclosure required by current rule
482(b)(3)(ii), but otherwise contain no other fee or expense figures.
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Similarly, if an investment compangoes nopresentotal annual expendguresin its
prospectusthe final amendments addressing the required fee and expense figures would be
inapplicable For examplethe registration statement forms for variable insurance contract
separate accountlo not require thabtal annual expense figures be presented, and therefore,
we understand thabtal annual expense figures are not presentgdriable insurance
contract prospectusé$’

We designed theequiremerg for standardized fee and expense figtwggromote
consistent fee and expense computations across investment company advertisements,
particularly within the same fund category, dodacilitate investor comparisons. We are
requiring consistency with prospectus requir
statutory prospectus, advertisements are often designed for prospective investors and may
influence an investment decision.

Thefinal anendments we are adoptitmrules 346l and 433 i ncorporat
requirements forequiredfee and expendegures®?* These amendmentsill help ensure that
the same fee and expenstated requirements are applied consistently across registered

investment company and BDC adsements and sales literat3f@As a result, regardless of

523 See, e.gCAl Comment Letter; IRl Comment Letter; Comment Letter of Anonymous (Oct. 27, 2020)

(AAnonymous Comment Lettero).

524 Seeamerded rule 34HL(c). The amendments to rule 3&kwill apply to any registered investment
company or BDC advertisement, pamphlet, circular, form letter, or other sales literature addressed to or
intended for distribution to prospective investors in connaatiith a public offering (collectively,
fisal es | it er afeelandexpénsetiiguees (and where thalirvestment company presents
total annual expense figures in its prospectus). The current provisions of rede BHleh largely relate
to perbrmance information, will continue to apply only to sales literature that is required to be filed
with the Commission by section 24(b) of the Investment CompanySket.alsamended rule

433(c)(3).
525 The amendments to rule 34bapply, for example, to ks literature that is excluded from the definition
of fAprospectusodo in section 2(a)(10) oSeedlshe Secur it
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whether a advertisement is in the form of a rule248¥ertisemenbr rule 34b1
supplemental sales literature, or whetheggistered closednd fund or BDC advertisement
uses rule 482 or rule 433 for a free writing prospectus, the advertisement would be subject to
the same requirements regarding fee expknse informatior®

Thecomments that the Commission received abouptbposed investment company
advertising rule amendmenigere mixedSome commenters provided some general reactions
supporting the proposed advertising rule amendmantothers expressed concerns about
t he pr opos e@ommantersasd addressbd iateraction between the proposed
amendments and current FINRA requirements regarding communications with the public, as
those requirements address fee and expense infornmaterntain investment company
advertisements

Commentg&Expressing General Support fBroposed Inclusion of Required
Fee and Expense Figures

Severalcommenters stated that the proposed investment company advertising rule
amendments should help investors make more informed investment decisions by more easily
comparing costs among various fuiésCertain commenters also supported the application

of thos proposed amendments to all types of registered investment companies am#®8DCs.

suprasectionl.A.4 (discussing the scope of communications that amended rules 482, 84t 433
address).

526 SeeProposing Releassuprafootnote8, at paragraphs accompanying nn-&8d.

527 SeeBetter Markets Comment Letter; Consumer Federation of America Il Comment Letter; John

Hancock Comment Letter.

528 SeeConsumer Federation of America Il Comment Letter; John Hancock Comment Letter
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Comments Addressirigl N R@otmunication®Rules
Somecommentergxpressethroadbased concerns about the scope of the proposed
amendments. Whilthesecommentersharedhe investor protection concerns that underlie
the proposed advertising rule amendmaehisy supportecharrowing ofthe scope of the
proposed amendmentmndalso questionethe need for the proposed amendméntght of
FI NRAGS cur r e ntaddressgammuneatians vitls thet ptlSie
Somecommentersliscussed the similarities between the requirements for
standardized fee and expense figurah@proposed amendmemtsdthe requirements that
FINRA rule 2210(d)(5) imposes on fee and expenmssgntations in retail communications
and correspondence that present-nmney market fund performance dataSpecifically,
those commenters discussed that, |i ke the FI NR
would require dundwhose advertisements inde fee and expense figuresroludein such
advertisement: 1) t he fundds maxi mum sales charge; &
expense ratio, gross of any fee waivers or expense reimbursengentmoing annual
fees)>*! Those commentersewrertheless, recognized that there were key differences in scope
betweerthe proposed amendments to the investment company advertising rules and FINRA

rule 2210(d)(532

529 See suprdootnote60 and accompanying texdge also, e.gFidelity Comment Letter; ICI Comment
Letter.

530 SeeFidelity Comment Letter ahlCl Comment Lettersee also suprparagraph accompanying
footnotesb9-60.

531 FINRA rule 2210(d)(5)This provision only applies to retail communicati@m correspondence that

present nomimoney market fund opeend management investment comppaeyformancelata as
permitted by rule 482 andile 34b1.

582 SeelCl Comment Letter.
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Commenterobserved hat the Commi ssionds proposed a
all investment company advertisements that include fee and expense fighles, | NRA 6 s
rule applies only to retail communicatioasd correspondence that present the performaince
nonmoney markt funds®®>® These commentersaintained that the proposed advertising
amendments r ® anstitutional investors waseithernecessaryor warrantedOne
commentest at ed t hat after Acareful considerati ol
rulesgovernng communications with the publiy creating differing standards for retail and
institutional communication®* Anothercommenteasserted that FINRAasthe more
appropriate rule structure to govern investment company adver@sidgls@arguedhat
FINRA rule 2210(d)(5) provides greater flexibility for communications aimed at institutions
by distinguishing between sophisticated institutional investors and retail investors who require
greater protectia”® A commentealsoobserved that FINRAute 2210(dj5) hasbeen in
effect for many years and that the vast majority of advertisements concerning fee information

arefiled with and reviewed by FINRA staff® Thecommentesuggested that, if FINRA and

533 SeeFidelity Comment Letter; ICI Comment Letter.

534 Fidelity Commentetter; FINRA Rule 2210(a)(3) defines an institutional communication as any written
(including electronic) communication that is distributed or made available only to institutional
investors, but does not include wae?2818(a)thedefitesa i nt er n«

retail communication as a written communication (including electronic) that is distributed or made
available to more than 25 retail investors within anyda9 calendar period. FINRA Rule 2210(a)(2)
defines correspondence as anytten (including electronic) communication that is distributed or made
available to 25 or fewer retail investors within any 30 caleildgrperiod.

535 SeelCl Comment Lettersee alsdridelity Comment Letter.

536 Fidelity Comment Letterseerule 24b3 unde the Investment Compan#ct [17 CFR 270.2443]
(deeming, in part, any advertisement or other sales literature intended for distribution to prospectus
investors to be filed with the Commission for purposes of section 24(b) bfubstment Companct
[15 USC 80a24(b)] upon filing with a national securities association that has rule providing standards
for the investment company advertising practices of its members and has established and implemented
procedures to review that advertising).
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the Commission agree such an approach woulthpeopriate, FINRA could expand coverage
of its communications rules in more tailored
differences between retail communications and institutional communications.
Apart from the suggestion to narrow the scopthefproposed amendmemdsexclude
institutional investorscommenters more fundamentally questioned the need for the proposed
amendments. One commenter recommended that the Commission not adopt the proposed
advertising rul es b dising wlsseandiFiNRAede 22b0more thanSEC a d
suffice to inform investos of the fees and
After considering these comments, we are adopting the amendmgmtgposedWe
agree FINRA has an important investor protection tiudeit accanplishes, in part, through
its review and regulation of certain communications of its member bosaders>° For
example FINRA rule 2210(d)(5) referencesh e Commi ssi onds i nvest men
advertising r ul e dnvestmendcompangdveGsmgroiessesogrize 6 s
FI NRA6s review of i nves Y iNenathelessstNRpraleay adverti
2210(d) (5) 06applyoalygouhe disclosaira of fees and experisagtail

communications and correspondetitat present performance dateopén-end funds that are

537 Fidelity Conment Letter.
538 ICI Comment Letter.
539 See, e.gFidelity Comment Letter and ICI Comment Letter.

540 See, e.gFINRA rule 2210(d)(5); amended rule 482 under the Securities Act [17 CER8Z3 and
rule 24b3 under the Investment Company Act [17 CFR 276-.2§ seealso, e.g.rule 497(i) under the
Securities Act [17 CFR 230.497(i)] (providing, in part, that an investment company advertisement
deemed to be a section 10(b) prospectus under rule 482 is considered to be filed with the Commission
upon the filirg of that advertisement with FINRA).
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notmoney market funds. By contrast, our advertising amendments will address the
disclosure of fees and expenses in the advertisemetsly for openendfunds that include
fee and expense figures, but alsodimsedend fung and BDCsghat includethesefigures®*

Further,he Commi ssionds investment company ad:
the Commi ssionbs broad investor thgtanot ecti on s
i nv e valaatiahod fund shares is based on adequate and accurate information that is
fairly presented®*That statutory mandate applies to al|
level of investment sophisticatipregardless of the distribution channely, a brokerdealer
does not have to be involved in the communicatiandl regardless of the type of registered
investment company or BDC in which the investor invedted.example, or current
investment compangdvertisingrule8 r equi r e me nt s rmance disclosers pect t
do not distinguish betweeartail and institutional investors, and it would ipeonsistentvith
our current approach to build in such a distinction with regard to the presentation of fees and
expenses in investment company advertisem@atssistent with our statutory mandate,
thereforethe amendments to our advertising rules generally ap@gyoegistered
investmentompany oBDC advertisement that presents fee and expense figihiess
enhancedtandardizationf fee and expense presentatitmstwill be promoted byhe
advertising amendmenisay assist investors and other market participants in comparing
investment productss the fees and expense presentation requirements will not vary among

the type of regitered investment company or Bl2@vertisementn addition the enhanced

standardizatiomay assist institutional investors, including institutional investors representing

541 See suprdootnotes522-523
542 15 U.S.C. 80a1-1(b)(1).
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401(k) retirement plans, with their understanding of the fees and charges abydhsed
funds in which their plans may invest.

Furthermoreye disagree that our amendmentsraeoenecessary or warranted light
of existing FINRArulesAs di scussed above, the scope of t
company advertising rules is broadem FINRA rule 2210(d)(8) and t he Commi ssi
rules would apply to issuer communications regardless of whether a-olexer is involved
in the communicatiorin addition theadvertisingrule amendments are not inconsistent with
F 1 NRA 0 sUndenrINRAsrules, allmembercommunicationd whethercorrespondence,
retail communications, anstitutional communicationgnd whether they apply tegistered
investment companies or BD&snust be fair and balanced and not misleadfd§INRA
has similarly pubshed regulatory notices that provide guidance ofrdésted discussion in
communications with the public that may mislead investi®.ot h t he Commi ssi on
investment company advertising rules, which address consistency and clarity in investment
companadverti sement sé6 f eeadmldNRAPE ncsEmuies reiseatt iac

further the goal opreventing misleadinmpvestment companfge and expense presentations

543 See, e.g.FINRA rule 2210(d)(1)(A)see sup footnote 60 (regarding the application of FINRA rule
2210 to BDCs).

544 FINRA Regulatory Notice 1:23; NASD Notice to Members 048 (discussing, in part, the requirement
that certain mutual fund performance sales materials dis(lypskestandardized grformance
mandatedy SEC rulesand (2) to the exteraipplicable the maximumdeferredsales charger the
maximum deferred sales charge imposed on purchases ahe Xpense ratio, gross of any fee
waivers and expense reimbursements); NASD Regul&d@gmpliance Alert{Winter 2002
(interpreting NASD Rule 2210 (now, FINRA Rule 2210) as requiring member communications that
present variable life insurance performance to prominently disclose the significant impact that fees have
on such performance); alNASD Regulatory & Compliance Ale(Fall 1999 (alerting members that
for investment companies that have a frentl sales load, that all advertisements and supplemental
sales literature containing an investment company ranking must disclose, in p#renthe ranking
takes sales charges into account).
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by promoting transparent presentations of investment costs in invesoneoany
advertisement¥?®
b. Requirements Addressing Prominengee Waivers and

Expense Reimbursemengs)d Timelinesen Standardizeéree and
Expense Figures

The finalamendmentdike the proposedmendmentsalso incorporate prominence
requirementgor fee and egense figures that appear in investment company
advertisement¥*® The finalamendmentswiill permitinvestment company advertisemetats
i nclude other figur es r eimgaaditdnitatie requirddieeahd s f e e
expense figures that thmal rules prescribélhose advertisementsowever will have to
present the required fee and expense figures at least as prominently as any other included fee
and expense figureBor example, under thfgal amendments, an advertisement could
includeaf unddés fees and expenses net of certain
reimbursement arrangement, as we understand some fund advertisements dmtoday.
advertisement,dwever, could not present the net figure more prominently than the required
fee and expense figures.

One commenter addressed gneposed prominence requirementhatcommenter
supported allowing investment company advertisementslude other figures regarding a
fundods f ee aslengathe advertisemsmresentshe required fee and expense

figures at least as prominently as any other included fee and expenseftgures.

545 See, e.gMorningstar Comment Letter (applauding the Commission for better aligning the investment
company advertising rules with FINRA rules 2210 and 2241).

546 Seeamendedules 482(i)(1) and 433(c)(3) under the Securities Act; Proposing Retegsafootnote
8, at section Il.Isee alsmamended rules 156 and 34ft)(1)(i) under thdnvestment Companict.

547 Consumer Federation of America Il Comment Letter.
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We are adopting therominence requirementsr investment company fee and
expense figures in advertisemeras proposed:he Commissiorcontinues to believe this
requirement willprotectinvestorsby ensuringhatstandard fee and expense figuaes
prominently featured in the advertisement so the investourderstandetterhow otherfee
ard expensgresentationsncludinga presentationdf he f un d 6 s mayrelatete x pen s e
the investords investment costs.

In addition the final amendmentsrequised v er t i sement s t hat i ncl
annual expenses net of fee waiver or expense reimbursement arrangement amounts also to
include theexpected termination date of the arrangem®e receivedho comments othis
requirement, and we are adopting it as propodéalbelieve this requirement will help
investors better understand how a fee waiver or expense reimbursement arrangement may
affect their investment costs by providing information about how long the arrangement will
likely be in place (including that it may be terminated at any tiffe).

Finally, as proposedhefinal amendments includetimeliness requirement for fee
and expensmformation in investment company advertisemépitIhe timeliness
requirement appsto fee and expense figures as weltaelevant narrative information.

Fee and expense information wil/ need to be ¢

prospectus g if the fund no longer has an effective registration statement under the Securities

548 Seeamended rule 482(i)(2); Proposing Releasgrafootnote8, at section I1.1.

549 This also is similar to information that funds generally must include in their prospectuses when
including total annual expenses net of a fee waiver or expense reimbursement arrarfgenent.
Instruction 3(e) to Item 8f current and amended FormIM; Instruction 4(b) to Item 3 of current and
amended Form NA; Instruction15(e) to Item4 of Form N3; Instruction 17 to Item 4 of Form-Al.

550 Seeamended rule 482(jProposing Releassuprafootnote8, at section I1.1.
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Act, as of its most recent annual repHA fund will, however, be able to provide more
current information, if availablélhe Commissiomeceivedwo commens aboutthe proposed
timeliness requiremenand each commentsupported th@roposedequiremenso funds
could not use stale or outdatieformation in their advertisements

We are adoptinghe timeliness requiremeras proposedlhe Commissiomontinues
to beleve it is appropriate to includetineliness requirement designedptmtect investors by
prevening investment company advertisements from including stale, outdated information
about a f undd sThé fimatasnendmedtsileregpire, orsirstance, a registered
opentend fundmaintainingan effective Securities Act registration statement on ForbANb
provide its maximum sales load (or other nonrecurring fee) and gross total annual expenses, as
of the date of t he fAsamthes exanmpls, tiregistere@daeead pr os p e
fundincludingfee and expense figures in a rule 482 advertisgmdnith presents total
annual expense figures in its prospectusdogts not maintain an effective Securities Act
registration statemenwill need to provide its gross total annual expenses, as of the date of
the fundods most > Eaeitegsample demonsiratds how ehe fimal t

amendmentgprotect investors blgelping to ensure thatfund presentiee and expense

551 In the case of a new fund that does not yet have an effective registration statement, fee and expense
information will need to be asofthed e of the fundés most recent pros
CommissionSeeamended rule 482(j).

552 Consumer Federation of America Il Comment Letter; John Hancock Comment Letter.

553 Under these circumstances, the registered clesddund will not have enaximum sales load to report
in its advertisement because it does not have an effective Securities Act registration statement and
cannot presently sell the -enddbendésugirbsestoifhbk

will be computed usig the method in Item 3 of Form-Rl
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figuresin its advertisementthatarereasonably currentvhich in turn helps to ensure that
these figures aneot misleading.

2. Materially Misleading Statements About Fees and Expenses in
Investment Company Sales Literature

The finalamendmentso rule 156addresstatenentsand representations about a
f u nféed and expeses that could be materially misleadSpecifically,the final
amendmentprovide thatrepresentations about fees or expenses associated with an
investment in a fund could be misleading becauseatérsients or omissions involving a
material fact, including situations where portrayals of the fees and expenses associated with
an investment in the fund omit explanations, qualifications, limitations, or other statements
necessary or appropriate to make portrayals not misleading/e are adopting these
amendments as proposgad.

Some ommentesstated hey share the Commi ssionbds exp
t hat mar ket themselves as fizero expenseo or
costs invetors would incur when investing in the futtf8These commenteexpressed
support forthe proposed amendmemdsrule 156 Another commenter,dwever,suggested
thatthepr oposed amendme n tirslightvod FINRA fule 22hQd)(L)EA3, s ar y O
whichrequires that communications be based on the principles of fair dealing and good faith
and prohibits omissions of any material fact tiratight of the context of the material

presented, would cause the communication to be misleatiifibis commenteassertecthat

554 Amended rule 156(b)(4).

555 SeeProposing Releassuprafootnote8, at section Il.1.
556 Consumer Federation of America Il Comment Letter; CFA Institute Comment Letter.
557 ICI Comment Letter.
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the proposed amendments would require funds to include everferard expense
information in their sales literature than in their prospect(esgs securities lendingosts)
Alternatively,thecommenter suggested that if tGemmissiorwere to adopt the proposed
amendmentst shouldprovide guidance that tremendmentsvould not (1) preclude a fund
from omitting noamaterial information relating to fees and expenses from sales literature
(2) require that sales literature include distlres that funds do not presently include their
prospectus fee table presentatioifs.

We agree rule 156 broadbyohibitsthe use ofmateriallymisleadingsales literaturén
connection with the offer or sale of security issued by an investment conapanyINRA
rule 221@d)(1)(A) requires that communications be based on the principles of fair dealing and
good faithand notbe misleading Theamendments to rule 156oweveraredesignedo
protect investordy specifically addressing practices thatlddead tomateriallymisleading
representations about fees and charegunds are increasingly marketed on the basis of
costs, waemainconcerned that investment companies and intermediariesnrsnyme cases
be incentivized tainderstate or obscutkee costs associated with a fund investnighiRule
156addressethe types of information in investment company sales literature that could be
misleading for purposes of the federal securities laws, including section 17(a) of the Securities
Act and sectin 10(b) of the Exchange Act and rule i®khereundeTheamendments to
rule 156 willspecifycertainpertinent factors thatouldbe considered to determine whether or

not a particular representatiommateriallymisleading andare designed taddressfor

examplet he Comntiosnscieornndss about funds that mar ket

558 Id.; see also infrgparagraph accompanying footn&@L

559 SeeProposing Releassuprafootnote8, at section Il.1.
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Afino expense fundso without mentioning other
the fund

The additionafactorsare designetb assist investment ngpanies and their
intermediaries, includingINRA memberswhen they consider whether a presentation of fee
and expense information in investment company sales liteliataraterially misleading
under Commission rule§ hefactors alsaouldassist suchitermediariesvhen they consider
whether a presentation of fee and expense information in investment company sales literature
is materially misleadingnderanyotherprinciplesbased ruleegarding investment company
sales literature to which such intemries may be subjectuch as=INRA rule
2210(d)(1)(A)

Consistent with the current framework in rule 156, whether a particular description,
representation, illustration, or other state
materially misleadinglepends on evaluation of the context in which it is n¥&teénder the
amendments to rule 156 that we are adoptirignd could thereforedeterminenotto
includecertain information regarding fees and charges from sales literfatbased oran
evaluaion of the context of the fees and charges presentatieromission of that information
would not be materially misleadif§* In such casesa fund may determine ntut include in
its sales literaturexpenseshat do not appear n  t h erodpectugdfee sable, such as
expenses related to its securities lendiotivitiesor other normaterial information regarding

fees and expenses.

560 Seeamended rule 156(b).

561 See suprdootnotess57-558 and accompanying text.
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In addition, like current rule 156, thimal amendments will apply to all investment
company sales literate,r e gar dl ess of whether the invest me
total annual expense figurg® We are not limiting the scope of the amendments to rule 156
to a subset of investment companies because our concerns regarding materially misleading
staements about fees and expenses are not limited to certain types of investment companies.
For example, depending on the facts and circumstances, it may be materially misleading for a
variable contract advertisement to provide the current range of feebange€ that could be
assessed without alsadicatingthe maximum range of those fees and chattggtsnay be
assessedur investment company advertising rule amendments are designed to work
together to promotbalanced and transparent presentationses &nd expense information in
all investment company sales literature

3. Additional Suggested Amendments to Investment Company
Advertising Rules

Some commenters suggested expansion of the proposed amendments to address other
topics. Oneeommenterecommende that the Commission expatite proposed amendments
to require that the use of thighrty ratings in an investment company advertisement not be
misleading and be curre?f That commentesuggestedhat the fund should specify the
information on which theating is based and that the rating should be representative of the
fund and share class being advertidedhddition, the commenter recommended that the

Commissioraddress the illustration of synthetic performabe#ore fund inceptionlrhe

562 Seeamended rule 156(b).

563 SeeMor ni ngstar Comment Letter (suggesting further i
and FINRA rule 2241, which addresseseaarch analysts and research reports).
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commenter sited that new funds seeking to illustrate synthetic performance should only be

able to do so whethese fundsire related in specific ways to another registered fehd.
Anothercommentesimilarly requested, without discussion, that the Commission codify staff
guidance regarding predecessor fund performafideurther, a commenter suggested that the
Commission require a single, -ticlusive number showing all the fees that an investor could

expect o pay. That commenter, howeiveed memD@gmi m:
not be feasibl&®® Finally, adifferentcommenter suggested that the Commission amend the

proposal to address AFFE disclosure in investment company advertiséM&hese

suggstionswere generallypeyond the scope of this rulemakinghich is focused on the

presentation of fund fees and expenses in investment company advertisBeesise we

continue to considashangestoopeend f unds 6 prospectwposelee t ab
changes to AFFE disclosunge arenot adlressing he comment er 6s suggest.
AFFE ininvestment compangdvertisementat this time’®®

H. Inline XBRL Data Tagging

In a change from the proposaleware adoptingequirements for funds to téige
shareholder report contents in a structured, magieaeable data language, which will make
shareholder report disclosure more readily available and easily accessible for aggregation,

comparison, filtering, and other analyssqecifically, our finalrulesrequire funds to tag the

564 Morningstar Comment Letter.

565 Ubiquity Comment Letter.

566 CFA Institute Comment Letter.

567 Cornell Law School Comment Letter.
568 See supraection 1.B.2.
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disclosures innline XBRL in accordance with rule 405 of Regulatioim @nd the EDGAR
Filer Manual®®® The use of Inline XBRL will allow retail investors and other market
participants to usautomated analytical tools &xtract the information sought wherever it
may be located within a filingf©

Funds are currently subject to structured data requirenfmntertain aspects of their
disclosure and reportingn 2009,the Commission adoptediles requiringoperating compay
financial statements andutual fundrisk/returnsummaries to be submitted in XBRhtirely
within an exhibit to a fihg.>"*In 2018, the Commission adopted modifications to these
requirements by requiring issuers to use Inline XBRL to reduce the tidheffant associated
with preparing XBRL filings and improve the quality and usability of XBRL data for
investors’’2 The Commissiomasalso adopted requirements for most registered investment

companies to file monthly reporting of portfolio securities @uarterly basis, in a structured

569 SeeGeneral Instruction C.tb Form NCSR;General Inguctions C.3.(g)(iii)and (iv) to Form NLA; 17
CFR 232.405(b)(2)(i).

570 The Commission has an open source Inline XBRL Viewer that allows the user to make an Inline XBRL
data humasreadable and allows filers to more readily filter and identify errorsoAeywith a recent
standard internet browser can view any Inline XBRL filing on EDGAR at no cost. More information
about the Commission6s | nhitps:fvnevw.3eBdoVstrittiureddatalosdi s av ai |
inline-xbrl.html. Studies suggest XBRL regeiments increase the information content of prices, reduce
the informational advantages held by insiders over public investors, heighten the relevance,
understandability, and comparability of financial information for-posfessional investors, and
enhanceéhe reports and recommendations published by financial analysts, thereby indirectly benefitting
retail investors for whom such analysts represent a significant source of investment inforgesion.
Proposing Releassuprafootnote 8, at n.852.

571 Interactive Data to Improve Financial Reporting, Securities Act Release No. 9002 (Jan. 30, 2009) [74
FR 6776 (Feb. 10, 2009)] as corrected by Securities Act Release No. 9002A (Apr. 1, 2009) [74 FR
15666 (Apr. 7, 2009)Jinteractive Data for Mutual Fund Risk/RetuSummary, Investment Company
Act ReleaseNo. 28617 (Feb. 11, 2009) [74 FR 7748] (Feb. 19, 2009)]).

572 Inline XBRL Filing of Tagged Data, Investment Company ActeReENo. 33139 (June 28, 2018) [83
FR 40846, 40847 (Aug. 16, 2018)]. Inline XBRL allows filers to embed XBRL data directly into an
HTML document, eliminating the need to tag a copy of the information in a separate XBRL éghibit.
at 40851.
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datalanguage.® Much of this information is publicly available as structured data on the
Commi ssionbs website at www. sec. govVv.

In theProposingReleasethe Commissiospecificallydiscussedhe alternative of
requiringinformation filed onForm NCSR to be tagged in Inline XBRL format and
requested comment on this optt8hThe Commission discuss#uk potentialbenefitsof
tagging some or all of Form-8SRd including the streamlined shareholder re@oih
Inline XBRL. The Commissiostatedsuch a requiremerould, for examplepenefit
investors by enabling efficient retrieval, aggregation and analysis of information of
information in Form NCSR and by facilitating comparisons across funds and time periods
While an Inlne XBRL tagging requirement was not proposed, the Commissiaght
comment on whether some or all of Forr$R should be taggedsing Inline XBRL or
some other structured machireadable format andhether certain parts of the tailored
shareholder repbshould be tagged

Commentersvho addressed this discussigenerallysupportedagging all or certain
parts of thenformation filed on Form NCSRusing a structured datanguage’® Some

commenters advocated an expansaggingapproach, either expressly or implicitly

573 SeelnvestmenCompany Reporting Modernization Final Rulsgprafootnote9; see also
Amendments to the Timing Requirements for Filing Reports on FGPORT, Irvestment Company
Act ReleaseaNo. 33384 (Feb. 27, 2019) [84 FR 7980 (Mar. 6, 2019)]. Money market funds must report
portfolio information on Form NMFP. SeeMMF Releasesuprafootnote346.

574 SeeProposing Releassuprafootnote8, at sections III.E.8. and Ill.E.8ge alsd’roposing Release,
suprafootnote8, at section 11.B.2.B (requesting comment on whether the funds should be required to
submit interactive data files to the Commission using XEBRhtaining their expense examples in fund
annual reports).

575 See, e.gBetter Markets Comment Letter; Broadridge Comment Letter; Consumer Federation of
America [l Comment Letter; Morningstar Comment Letter; Comment Letter of XBRL US (Jan. 4,
2021) (UBXERIMment Letter o).
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supportingall of the shareholder report contents, as well as all of the Fe@BRI disclosure
items,to be tagged/® One commentesbservedf information in the streamlined shareholder
reportweretagged, fund congmies, brokedealers, and others could create personalized and
interactive experiencdsy, for example, using the tagged data to populataietemplates

with informati on t h aadewiththéGommissisf Anothier f r o m

f

commentereques ed speci fic sect i onssobetdggetl,sutldas 6 s har e

performance informatia?’® In addition, some commenters addresseg#récularstructured
machinereadablalata languag® be usd to tag some or all of the information filed onrfo
N-CSR specifically supportinghe use of Inline XBRL/®

After considering these comments are requiring the contents of the shareholder

reportto be taggedising Inline XBRL We believe the information in these reports is

particularly salienttd unds é | argely retail sharehol der
information likewise will be beneficial in helping these investors, as well as other market
participants, under st and Thedimlddedhowergerohlp r manc e
will require that the streamlined shareholder regdoend not other information thaindsfile
onForm N-CSRB to be taggedConsistent with our objective afcluding in the shareholder
reporttheinformationwe believe is particularly important for retaliareholders to assess and
376 See, e.g Better Markets Comment Letter; Consumer Federation of America Il Comment Letter,
Morningstar Comment Letter; XBRL US Comment Letter.
S77 Broadridge Comment Letter.
578 Morningstar Comment Letter.
579 See, e.gBroadridgeComment Letter, Morningstar Comment Letter, and XBRL US Comment Letter
But seeAbdullah Comment Letter (suggesting that the Commission make Inline XBRL tagged data
availableinamoreusdrr i endl y format, and st at i ndatafiihggt t he

on EDGAR are difficult to use).
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monitor their fund investments on an ongoing hasesbelieve thatagging thisnformation
in Inline XBRL formatwill provide a tool that helps these investors (through third parties that
analyze tagged information) monitoethinvestments&°

While tagging other information filed on Form@ISR also could be a useful tool for
other fund investors and other market participants, we believe a broader tagging requirement
merits further consideratiofrorm N-CSR is used by both op&and closegind management
investment companiesd some variable annuity separate accdorfite shareholder reports,
as well as other information, with the CommissiBroader equirements to tag other content
filed on Form NCSR,couldincludefurther consideration ofontentfiled by closedend
management investment comparaesl some variable annuity separate accaatsarenot
subject to our tailored shareholder report disclosure requirements

In addition, ve believe the use of Inline XBRLilvpromote théenefits of tagging
information in the streamlined shareholder repaote effectively thamequiring a non
machine readable data language such as ASCII or HTMLInTihe XBRL tagging
requirements will enable automated extraction and aisabysiata in the shareholder reports
for retail investors and other market participants wéek to access information about funds,
both directly and through informatidghatintermediaries such as data aggregators and
financial analystprovide Providinga standardizedtructured dat&amework could
facilitate more efficient investdarge scale analysis antbmparisongcrosfundsand across

time periods.

580 See, e.g.ICl Comment Letter (in the context of its discussion of the proposed delivery upon request
requirements for Formi{C SR, st ating that the | Cl b&€BSRigofes Amuc
little or no interest to shareholdeesq.,audit fees paid, Sarban€xley certifications, et¢ ) . 0

193



An Inline XBRL requirement will facilitate other analytical benefits, sucthas
ability to compare/redlinespecificdisclosuresn a shareholdereportautomaticallyagainst
the same disclosures atherperiods, ando perform targetedssessments specific
narrative disclosuresithin the shareholder repadther tharperforming such assessntgon
anentireunstructuredlocument. For retail investors and other market participants, requiring
funds to tag their shareholder repans structuredlata languagwill both increasehe
availability,and reducehe costof collecting and analyzinguchinformation potentially
increasing transparency and mitigating the potential informational a®stsmpared to
unstructured disclosur€urther, for filers, Inline XBRL can enhance the efficiency of review,
yield time and costs savings, and potdlytianhance the quality of data compared to other
machinereadable standards, as certain errors would be easier to correct because the data is
also human readable.

This aspect of ouinalrulesi s i n keeping with the Commi s:
implement reporting and disclosure reforms that take advantage of the benefits of advanced
technology to modernize the fund reportangd disclosureegime and, among other things,
help investors and other market participants better assess differentffhadsse of Inline
XBRL to tag the streamlined shareholder repalsof ur t her s t he Commi ssi or
making information more readily accessible andfisendly in an electronic format to retalil

investors as well as promoting investor engagementanlin
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l. Technicaland Conforming Amendments

We are adopting thproposed technical amendmentstym N-1A.%81 Specifically,
the Commissioproposed to update the current SAI requirement to provide the age and length
of service for a fstoalldvwfendsad irfstead digclese f@rreach afficer e c t o
and director the birth year and the year their service b&§@he Commissiomlso proposed
a similar instruction for the length of service for portfolio managers that must be disclosed in
theprospecst t o permit a fund to disclose *he vyear
The Commission statdtat permitting a fund to use a static date rather than updating this
information annually will reduce a burden on funds, while providing investors éguiiva
information and we continue to believe thishe Commissiomlso ha observed that some
funds already disclose each offitee nd di rector ds year of birth
the officers, directors and portfolio managers beffamcommentex addressed these

proposed amendments, and we are adopting them as propbsed

In addition to the proposed technical amendments discussed in this section, the Commission proposed

certain conforming amendments relating to proposeddu@ 8 B and t he proposed amen
prospectus fee disclosui®@eeProposing Releassuprafootnote8, at paragraphs accompanying

nn.693695. As we are not adopting these aspects of the proposal at this time, we are also not adopting

the related proposed conforming amendmeérite. Commission also proposed conforming amendments

to withdraw previoushadopted amendments to Formld and rule 48 that became effective on

January 1, 2021Those proposed amendments related to ruleé338gends that were required to be

included in fundsd® summary and statutory prospect.
the requirementto includesuthe gends i n fundsd® summary and statut c
January 1, 2025eeRule 30e3 Adopting Releasesuprafootnote20, at amendatorynistructions 5, 6,
and 16.

582 SeeProposing Releassuprafootnote8; see alsdtem 17(a)(1) oproposedcorm N-1A.

583 SeeProposing Releassipra footnote8; see alsdtem 5(b) ofproposed-orm N-1A.

584 Sedtem 17(a)(1) and Item 5(b) of amended ForriAl
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We are also adopting conforming edits to rule-3@ander the Investment Company
Act to reflect numbering revisions to Form@ER are a result of the final rules we are
adopting.

J. Compliance Date

We areadopting aransition period after the effective date of the amendnants
proposedn order to allow funds adequate time to adjust their shareholder depddsure
and transmissiopractices as the final rules will requir&Vereceived comments on this
aspect of the proposal and after considerat.
the 18-month transition periogrovides an appropriate amount of time for funds to comply
with the new framework.

Certain commentenrgquested that we instead adopt an#ghth transition period to
allow funds additional time to adjust their practie®3/Ve continue to believe that the
transition period we are adopting strikes the appropriate balance between aflowdsigme
to adjusttheir practices and allowing investors and shareholders to benefit from the new
disclosure framework. We beliea® 18monthtransition period is adequate finese
purpose. The transition period we are adopting is generally consistent with the transition
periodsassociated witlother disclosureor advertisingpased amendmertise Commission
has recently adopte®

A summary of the transition periods for the various aspects of the framework follows.

585 See, e.g.ICl Comment Letter; Vanguard Comment Letter; Federated Hermes Comment Jaditer;
Hancock Comment Letter.

586 See, e.gDerivatives Adopting Releassuprafootnote282, at section Il.L;Good Faith Determinations
of Fair Value, Investmerfompany Act Release No. 34128 (Dec. 3, 2020) [86 FR 748 (Feb. 10, 2021)],
at section I.G
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1 Shareholder reports and related requiremetts sharehdder reports for
funds registered on Form-INA will have to comply with Item 27A of Form-llA if they are
transmitted to shareholders 18 months or more after the effective date. These funds also will
have to comply with the amendments to rule-3@nd Fom N-CSR no later than 18 months
after the effective date by, among other things, meeting the website availability requirements
for the new Form NCSRitemsFunds 6 r egi str at-effeativest at ement s
amendments to registration statements filed 18theor more after the effective date that are
required to include an appropriate brdzbed securities market index must include an index
thatis consistentwith he f i nal rul es6 -bewedéfindéekon of

1 Rule 30e3 amendment§ he amendns to the scope of rule 3@aare
effective 18 months aftehe effective date in order fwovide time for funds relying on rule
30e 3 to transition to the proposed disclosure framework.

i Amended advertising rule$here will be a transition period of b@nths after
the effective date for investment company advertisements to comply with the amendments to
rules 482, 433, and 34h Wehave nofprovidel an additional compliance period for the
amendments to rule 156 after the amended rule is effective.

1 Inline XBRL data tagging.here will be a transition period of 18 months after
the effective datéor funds to comply withtheInline XBRL data taggingmendments taule
405 ofRegulation ST, Form N1A, and Form NCSR.

1 Technical amendments.u n d s 6 on stagements aral pesifective
amendments to registration statements filed follgvtirve effective date must reflect the

requirements of Item 5(b) and 17(a)(1) of amended FortAN
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[l. OTHER MATTERS

Pursuant to the Congressional Review Act, the Offidafofmation and Regulatory
Affairs has designated these rules as a fAmaj
the provisions of these rules, or the application thereof to any personwnstance, is held
to be invalid, such invalidity shallon affect other provisions or application of such provisions
to other persons or circumstances that can be given effect without the invalid provision or
application.

V. ECONOMIC ANALYSIS
A. Introduction

We are mindful of the costs imposed by, and the lisn&btained from, our rules.
Section 3(f) of the Exchange Act, section 2(b) of the Securities Act, and section 2(c) of the
Investment Company Act state that when the Commission is engaging in rulemaking under
such titles and is required to consider oedsine whether the action is necessary or
appropriate in (or, with respeict the Investment Company Act, consistent with) the public
interest, the Commission shall consider whether the action will promote efficiency,
competition, and capital formation, aaldition b the protection of investorBurther, section
23(a)(2) of the Exchange Act requires the Commission to consider, among other matters, the
impact such rulewill have on competition and states that the Commission shall not adopt any
rule thatwill impose a burden on competition not necessary or appropriate in furtherance of
thepurposes of the Exchange Athe following analysis considers, in detail, the potential
economic effects that may result from the rameendments, including the benefisd costs
to investors and other market participants as well as the broader implicationsudé the

amendment$or efficiency, competition, and capital formation.
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The ruleamendmentwill affect the provision of information by funds to investors.
Under therule amendmers fundswill provide shareholders with more concise and visually
engagingshareholder reports that highlight key information, including fund expenses,
performance, and holding®’ The ruleamendmentswiill also affect how funds transm
shareholder reports. Under thde amendment$undsregistered on Form A will not be
permitted tasendnotices regarding the online availability of shareholder reports in reliance on
rule 30e3. Instead, fundwill transmitthe more concisshareholder report in futf® Through
a layered disclosurapproachadditional information that may be wiore relevancéo market
professionals and some shareholders, such as fund financial statevilebts available
online and delivered in paper oeetronic format upon request, free of chatfje.
Accessibilityrelated requirements will help ensure that investors can easily reach and
navigate the information that appears onfiffe.

Also under theule amendments$unds will prepare anttansmitto eachshareholdea
separateshareholdereport for eacliund seriesand class Many mutual funds and ETFs are
organized as single registrants with several series (sometimes referred to as poftfolios).

Currently, fund registrants may prepare a single shareholder report thatroolgrke series

o587 See supraectiondl.A andll.B.

588 See supraectionll.E.

589 See supraectionll.C.

590 See supraectionll.C.2.h.

591 SeeProposing Releassyuprafootnote8, at nn.108110 and acompanying text (noting that each series

has its own investment objectives, policies and restrictions and that the Federal securities laws and
Commission rules often treat each series as a separate fund).
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andthis contributes to théength and complexity of shareholder rep8ftsThis rule
amendment will enable shareholders to receive information that is mwiseand salient
using aconsistenapproactacross funds inequiring that fundgransmita report to each
investor that contains only information on #egies and class of the fund in which the
shareholder is investé&®

In addition,under the rule anmeiments, funds will tag their shareholder reports in the
structuredi(e., machinereadable) Inline XBRL data languadeurrently, funds are not
required to tag their shareholder reports in Inline XBRL or any other structured data language.
This rule amenahentwi | | facilitate analysis of the di s
shareholder reports, providing informational benefits to investors.

Finally, to improve fee and expense information that is available to investors more
generally, weare adophg amendment the investment comparadvertising ruleso
require that investors receive more transparent and consistent fee and expense info¥mation.
These rule amendmenisll affect all registered investment company and BDC
advertisements and amet limited to operend fund advertisements.

We expecthierule amendmentto benefitinvestors by permitting them to make more
efficient use otheirtime and attentiorand byfacilitating informed investment decisions and

choice among financial prodiscWe expect some funds to experience lower costs of

592 Sedd. at text accompanying n.111 (providingaemples of how the current presentation of multiple
series within a single shareholder report may confuse sharehokkrgtso suprgext accompanying
footnotes8 and29.

593 Seelnstruction 4 to Item 27A) of amended Form-{4A. As proposed, fund registrants could continue

to include multiple shareholder reports that cover different series in a single FG®RNeport filed
on EDGAR under the final rules.

594 See supraectionll.G.
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delivering materials under thiale amendmentsvhich may be passed on to investors as a
further benefit of theule amendmentsvhile other funds may experience increased aists
delivery and other aects of the rule amendments, whieifi be a cost of theule
amendmentto the shareholders of those funds.

B. Economic Baseline and Affected Parties
1. Descriptive Industry Statistics

The ruleamendmentsvill affect funds and investors who receive fund discloancke
fund advertisinginder the current rulé$® Approximately108.1 million individuals own
shares of registered investment companies, represé@2ihqillion (or 47.9%6) of U.S.
householdsAn estimaed 102.6million individuals own shares of mutual funds in particular,
representing9.0 million (or 45%) of U.S. household®® Changes in technology have led to

changes in how investors obtain and use information from shareholder Féplor2021,

595 The vast majority{88%) of mutual fund shares are estimated to be held through retail accseats.
2022ICI Fact Book suprafootnote37. Based on staff analysis of Form 13F data, the mean institutional
holding is estimated to be approximatély%sfor exchangg r aded funds. We <cal cul at
hol di ngo a sresthéldeby isstitations fas repbred on Form 13F filings) divided by shares
outstanding (as reported in CRSP). ¥ead2021Form 13F filings were used to estimate institutional
ownership. We note that there are lesignding questions around the reliabibf data obtained from
Form 13F filings.]SeeCovered Investment Fund Research Reports, Investment Company Act Release
No. 33311 (Nov. 30, 2018) [83 FR 64180, 64199 (Dec. 13, 2018), at s23]sdReporting
Threshold for Institutional Investment Magers, Exchange Act Release No. 89290 (July 10, 2020) [85
FR 46016] (July 31, 2020), at n.63 (proposing certain technical amendments to Form 13F that the
Commission believes may reduce filer mistakes and data inaccuracies).

59 See2022 ICI Fact Booksuprafootnote37. Among mutual funebwning household€6% held funds
outside employesponsored retirement accounts, wit®d8wning funds only outside such plans.

597 See supraectionl.A.1.
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approximately95% of households owning mutual funds had internet access, while only 68%
of these households had internet access in 2600.

Based on staff analysis of FormQ@EN filings, we estimate that, as of December
2021, the number of funds that wikk affected by the amendments to the disclosure and
transmission requirements felnareholder reports is 11,840, includh§96mutual funds and
2 A44AETFs that register on Form-NA.>% As of December 2021, tf396mutual funds
(i.e. seriesor classesf seriesof trusts registered on FormMA) had average total net
assets of $6.3trillion and29,046authorized share class®8The2444ETFs (.e., series, or
classes of series, of trusts registered on ForiiANhad average total net assets Bfl$
trillion and2,577authorized sharelassess of December 2021.

The scope of the final advertising rule amendments is broader than that of the other
elements of this rulemaking. The advertising rule amendments will apply to other registered
investment companies and to BDCs, in addition to mutual funds and ETFs. AsahbDer
2021, there weré,338other registered investment companies, incluébgregistered
closedend funds20funds that could file registration statements or amendments to

registration statements on Form3\Nand662 UITs.%% As of December 2021, treeiverel03

598 See2022 ICI Fact Booksuprafootnote37, at Figure 7.16.
599 These estimates are based on staff analystserwh N-CEN filings received througbecember 2021

600 The estimate of the number of authorized share classes is based on responses t€EBhnité&Mm
C.2.a., andncludes norETF share classes of mutfiass ETFsWe estimate that the average number of
classes per opeend fund series was 2.68 with a median of 2 and a maximum of 23 classes per series,
based on staff analysis of March 2022 Forr€EN data, with twdhirds (66%) of the opeand fund
series having more than one class.

601 We estimate that all registered investment companies would be affected by the advertising rule
amendmentsBased on staff analysis of Form®GEN filings received as of December 20#1is
includes all mutual funds and ETFs; 686sedend funds registered on Form2\ with average total
net assets of $356 billip20 variable annuity separate accounts registered as management investment
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BDCs with $09.4billion in total asset8??>The rule amendments will also affect financial
intermediaries and other third parties that are involved in the distribution and use of

shareholder reports and fund advertising. We understand thatundshiestors are not

direct shareholders of record, but instead engage an investment professional and hold their

fund investments as beneficial own#nough accounts with intermediaries such as broker

dealer£% As a result, intermediaries commonly distite fund materials to beneficial

owners, including shareholder reports and advertising materials. In the case oidealkes,

selffr egul at ory organi zati on -dedeBme@ige)fimsart es pr ov
required to distribute annual repordsss wel I as Ainterim reports, o
behalf of issuers, so long as an issuet, the fund) provides satisfactory assurance that the
brokerdealer will be reimbursed for expenses (as defined in SRO rules) incurred by the
brokerdealer br distributing the materiaf®* Based on information reported on Form BD, we
estimate that,366brokerdealers selinutual fundéshares and majelivershareholder

reports and advertising materials that will be affected by the rule amendments

2. Fund Shareholder Reports

Funds provide information abotlteir past operations and activiti@sinvestors

throughperiodic shareholder reports. Fungmsmitshareholder reports to ongoing

companies on Form48, with total assets of $2%rbillion; and662 UITs, with total assets oRF
trillion (including 5 ETFs that are registered as UITs with total assets of $724 hillion)

602 To estimate the number of BDCs, we use data from Fori 48d Form 16Q filings as ofthe fourth
quarter 02021 Our estimates exclude BDCs that may be delinquent, wholly owned subsidiaries of
other BDCs, and BDCs in mastiereder structures.

603 By one estimate, approximately 75% of accounts are held through brokers and other intermediaries,
excluding position$eld in employeisponsored plan§eeRule 30e3 Adopting Releasesupra
footnote20, at n.275.

604 Seee.g.,NYSE rule 465(2); NYSE ruk451(a)(1)and(2); ANRA rule 2251(e)(1)(C); FINRA rule
2251.01.
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shareholdersvice-annually.Thus, shareholders receive botbeantannual and an annual
report fromthefundShar ehol der reports provide infor mat
the case of an annual report), expenses, holdings, and other neatfessatements about the
fundds | iquidity IioasiefargeEprowlotan ipvesingemnt adwisoryt h e
contract, and the availability of additional information about the fund). The reports also
include financial statements, which include audited finan¢ialghecase of thennual
repor.
Many mutual fundsaind ETFs are organized as single registrants with several series
(sometimes referred to as portfolié%) Currently, fund registrants may prepare a single
shareholder report that covers multiple series, as well as multiple share classes of each series
Shaeholder reports can be quiteng°® Theaverage length of a shareholder report
exceeds 100 pagé¥.Based on staff analysis of shareholder reports available on fund
websites, we estimate that the average annual report length is 134 pages and the avierage se
annual report length is 116 pages8®% of t he average |l en% ¥t h of a
Funds mustransmitthe shareholder reports shareholderandfile them onEDGAR
usingForm N'CSR In addition, fundsften providetheir shareholdereportson their

websitesCommission rules affect the extent to which funds publish shareholder reports on

605 Seesuprasectionl.A.1.
606 Seesuprasectionl.A.2.
607 Under the current rules, funds are required to include the full financial statements and financial

hi ghlights in the sharehol der r e p candlimitsfhéabity cont r i |
of funds to provide concise mailingseeProposing Releassuprafootnote8 at n.16 and
accompanying text.

608 See suprdootnote34 and accompanying text.
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public websitesAll funds that rely on rule 498 to deliver summary prospectuses are required
to make their shareholder reports available onlirteeatvebsite address identified at the
beginning of the summary prospectie estimate thapproximately 90%f funds currently
provide their shareholder reports thieir website<°® Underthe current rules,he information
in the EdgaN-CSRfilings thatis not in the fund shareholder report need notdsdivered or
otherwisemadeavailableto investorsonline

Our staff has observed varying practices with respect tosh@fbenchmarkby
funds indisclosingtheir performance in the prospectus and aimaports Some funds
includethe performance asingle benchmark inder their performance disclosunghile
othersincludethe performance of more than dmenchmarkndexin this disclosur&*® Index
providers generallychargefees for the right tpresenthe performance dienchmark indexes

(the required appropriate breadsed securities market index, as well as any additional

609 We base this estimate on the number of filings

requirementso) under the I nvestment Company Act

2022.In addition, a fund relying on rule 3€Bis required tomake its shareholder reports publicly
accessible on a website. In the case of ruleBQ@ke shareholder report must be available at the website
address specified in the notice the fund would send to shareholders under the rule. Funds that rely on
rule e-3 are also required to make their complete portfolio holdings for each quarter available online.
See alsd. Rowe Price Comment Letter (expressing the view that retirement plan participants,
specifically older participants, overwhelmingly prefer to eygalectronically with their funds and

presenting survey evidence in which the preference was held by 88 percent of Baby Boomers as well as

pu

[

93 percent of Millennias and Fi del ity Comment Letter (fiel ement:

continue to beequired under the Proposal) are routinely available to shareholders on fund websites.
Information related to performance, expenses, and graphical holdings are all updated frequently on the
internet, providing more timely information to shareholders wharkmi ng an i nvest ment

610 The staff of the Office of the Investor Advocate also has observed these varying practices with respect

to the use of benchmarks by fun8&eOIAD Benchmark Studysuprafootnote53.
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index(es) a fund chooses to include}heir disclosure document$hese fees are not
generally disclosed to the pubfit.

Fundsare not currently required to structure treiareholder reporia Inline XBRL
or any other structured, machireadable data languadg¢owever,fundsare subject tdnline
XBRL tagging requirement®r other Commission filings specifically, fa the risk/return
summary disclosure in their prospectu$és.

3. Transmissionof Shareholder Reports

UnderCommissiorrules and guidanc&ansmissiorof shareholder reportsccurs by
paper or email, dependi ng oTmeCorngssionhase st or 0 s
provided guidance permitting electronic delivery of required disclosure materials under

certain circumstancé$® Under this guidance, funds can transmit shareholder reports

611 Current rules do not require that funds disclose the licensing fees that they pay to index providers
separately from other fund expens&2021studyii c ol | ect [ s] t he ffetes st data on
bet ween index providers and ETF sponsors by readi:

fees are disclosed by ETF sponsors on a voluntary basis and that only about 10% of the ETFs in the
study disclose their licensing fees. The study preéses a @Af i rst analysis of ETF

despite fAthis | imitation aniddexgrackirg ETFE gy e adleefeet i on b |
equal toonethird of ther management feendthati e st i mat ed | i censamgETR&s wer
AUM on averageo in 2019 (and, for exampl e, State

of $600, 000 per year to S&P Dow Jonesd and I nvesc:
licensing fees to the index provider (NASDAQ), whers the underlying NASDAE 0 0 i .rBdee x 0 )

An, et al, Index Providers: Whales Behind the Scenes of EJ&s. 28, 2022)gvailable at
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=385B88&use the funds in the study are equity

funds and may include a disproportionate share of hidaking funds (as the examples indicate), the

licensing fee data it includes may not be repriegs@ of licensing fees that funds pay solely for

purposes of performance disclosuseelndex Industry Association Comment Letter (stating that index

providers typically charge proportionately low fees the merely comparative usesaof index such a
publication of ¢ haghdreholderepdrtg.gr aphs i n a fund©6s

612 SeeGeneral Instruction C.3.(g) to current and amended FoitANule 405(b)(2)(i) of Regulation-$
(17 CFR 232.405(b)(2)(i)).

613 SeeElectronic Media 1995 Releaseprafootnote27 (providing Commission views on the use of
electronic media to deliver information to investors, with a focus on electronic delivery of prospectus
annual reports, and proxy solicitation materials); Electronic Media 1996 Redeasafootnote27,
Electronic Media 2000 Releasprafootnote 27.
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electronically in lieu of paper if they satisfy certain conditionatireg to investor notice,
access, and evidence of delivafynds (or intermediariegkting consistently witkhis
guidance typically obtain an i nvtestisiythéds i nf o
Afevi dence of dRuhdinvewons that hacecleated ¢lectmmic delivery
typically receive an email that contains a lmka notice with a linkko where the materials are
available onlineOne commenteon the proposabrojected a rate of digital delivery of 80%
85% in 202Jor all mutualfund and ETF positions held gtreet namé&'* One commenter
estimated that the vast majority (96 percent) of fnachpany respondents to a survey offer e
deliver of investor materiaf8? The estimatedroportionof shareholders who elect to receive
fund disclosure by emadilas increased over time amariesamongfunds. By oneearlier
estimateprovided as a comment to the Fund Investor Experience RREG@verage enrollment
rate for electronic deliverywas19.35%for directheld positionsi(e., shares purchased
directly through an account with the fund) and 55% for beneficial positiensshares
purchased through an account with an intermedfafyBased on a 2020 survey of fund
companies, cmcommenteon the proposastimdedthate-delivery of shareholder reports
and prospectuseo direct held accountsoprises approximately 34% of all deliveries to

those accountd’” One commenter on the proposal estimated that 24 percent of respondents

614 SeeBroadridge Comment Letter. This commenter estimated that 73% of the shareholder reports and
prospectuses were digital at the time of the comment (inclusive of householdilyesy, and
account consolidations) and that this was more than twice the level of digital delivery found among
directheld accounts.

615 SeelCl Comment Letter.
616 SeeProposing Releassyuprafootnote8, at n.734 and accompanying text.
617 SeeBroadridge Comment Letter (citing evidence from a 2020 ICI survey).
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on a surveyeported a positive spike nequess for e-delivery from diret-at-fund accounts
since the beginning of the COVADO 518

Funds are not permitted to provide electronic delivery unless the fund shareholder has
requestedand thus opted int@lectronic deliery ' Commentersn the proposaiave
argued that the enrollment rate for electronic delivery would be higher if funds were permitted
to provide electronic delivery d@ise defaultandshareholdersiere permitted to opt into paper
delivery on request?°

Starting in 2021¢ertain investment companikave beempermitted under rule 36@
to senda short notice that a sermnnual or annual report is available online to shareholders
instead otransmittingthe shareholder repqrin order to satisfy sera@nnual report
transmission requirements under rules-3Gnd 30€2.5%! For example, funds have been
permitted to send a short paper notice instead of transmitting the shareholdennegpet .

Rule 30e3 does not modify theansmissiomrmethod forshareholders who request redeg

618 SeelCl Comment Letter.

619 With respect to the transmission mechanism, fund shareholders currently receive shareholder reports in
paper or electronically, depending on their preferer8essuprasectionl.A.1.

620 See, e.g.T. Rowe Price Comment Letteénértia around shareholder requests faleévery when the
default for electronic delivery is of ratherthanopp ut ) and Broadridge Comment
delivery de&ult were switched from paper to electronic, we estimate that mutual fund companies would
save between $30 million and $40 million by transmitting streamlined shareholder reports and annual
summary prospectuses electronically, instead of by mail. Thin@stiassumes that a change in the
default would raise the level of digital delivery from between 80% and 85% in 2023 to 90% instead (for
al | mutual fund and ETF spexnksdCtdommest Lditer;ISBFMA n str eet
Comment Letter; CharlexcBwab Comment Letter; Federated Hermes Comment Letter; TIAA
Comment Letter.

621 For a discussion of UITs that currently may rely on rule-3@e satisfy their shareholder report
transmission requirements under rule-20@nd how the final rules address these U$€s, supra
footnotes495-499and accompanying paragraphs.
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thereports in paper owho haveelecedto receivethereportsin electronicform.®?? Funds that
intencedto rely on rule 3068 before 2022vere required tprovidea notice to shareholdecd
this intentin their prospectses and shareholder reports. Under rule3®ehat shareholders
see when they accessshareholdereportdoes notary in substance or length according to
whether theyaccess the report online or by requesting a paper®dpihefunds that rely on
rule 30e 3 totransmittheir shareholder reports are requitednake their shareholder reports
available online (at the website address specified in the notice the fund sends to shareholders
under the rule) and to make their complete portfolio holdings fdr gaarter available

online Transmissiorof the reporis generallyiess costly for funds that choose to rely on rule
30e 3 thanif they had nothosa to rely on rule 306 because printing and mailing costs are
lower for a short paper notice as opposed fulklength reporf?* However, to implement the
requirements of rule 368, funds incurred costs to make adjustments to their shareholder
report transmission practice® We estimate the89%percent of funds registered on Form N
1A currently relyonrule 30e3, and that the same percentage of UITs currently rely on rule

30e 3 to satisfy shareholder report transmission obligations under rui2.%0e

622 Rule 30e3 requires the fund to deliver shareholder reports in paper toshaseholders who expressly
opt in to paper delivery. For funds that rely on rule-30ether shareholders who have not consented to
electronic delivery receive a link to the shareholder report in a paper notice from the fund.

623 See supraectionlV.B.2.

624 Shareholders of funds that rely on rule 3may request paper copies of the full report, which has the
effect of reducing the cost savings to funds assatiatth rule 30e3.

625 See, e.gYanguard Comment Letter; ICI Comment Letter; John Hancock Comment teé@iso
suprafootnote479and related text (discussikgsts for funds to convert their current shareholder
report transmission processes to comply with rule30e

626 Our estimate reflects the percent of ol funds registered on FormM thatincluded astatement
notifying investorf their intent torely on rule 3063 in annual or semannualreports filed orForm
N-CSR in2020. Seealso Proposing Releassuprafootnote8 at n.738(stating tha ina June 2019
survey, the ICI found that 97 percent of member funds responding to the survey planned to rely on rule
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A summary of theransmissiorscenarios that wadd occur without theule

amendmentén the baseling)along with typicatransmissioroutcomedor semiannual and

annual

transmissioroutcomes vary across funds and shareholders, according to their expressed

preferences and circumstances:

TABLE6. TRANSMISSIOBCENARIO$EOR SHAREHOLDER REPTBWITHOUT
THERULE AMENDMENTSASELINE).

shar ehol dappears ietpbt® betow. A{ irfdicated, the baseling

Fund relies on rule|| Shareholder reques] | Shareholder Shareholder makes
30e3? electronic delivery ||requests paper no delivery election
delivery
Yes Email (with link to || Paper mail (Q0+ Paper notice (1
100+ page report) page) report page) with link to
100+page report
No Email (with link to || N/A® Paper mail (Q0+
100+ page report) page) report
Notes 1.AiN/ A0 refl ects the f act t i8aaperdeliery afthé fu(benh:

annual or annual) shareholdeport is the default delivery mechanism. If the fund reliesut30e 3,

however, delivery of a paper notice with a link to the online location of the shareholder report becomes
the default, as the table indicatés. discussed above enestimate thaht report lengths for the semi

annual anénnual reports are 116 and 134 pages, respectively.

4.

The Proposing Release discussed evidence that was available to the Commission at the

Investor Use of Fund Disclosure

time of the proposal showing thatvestors generally pref concise, layered disclosward

supporting

t he

30e3). We apply this same percentage to estimate the number of UITs that rely on r3léo38misfy

concl

usi on

t hat i

their obligations under rule 82, as the Commission has historically taken a similar estimation
approach, and we have no reason to believe this estimation approach is inapp&xeiiée 30e3
Adopting Releasesuprafootnote20, at section .
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lengthy and complicatéf’ The eedbaclon i nvest or sdé preferences t
received in response tbeProposing Releasgeas consi stent with the Cc
understanding of investorsoé pr efegardagitiees t hat
length, format, and content of the proposed streamlined annual $&port.

5. Fund Advertisements

The Commission rules anvestmentompany advertisingpply to all registered
investment companies and BDUO#$ese rulegargelyfocus onhow certain types of funds
present theiperformancen advertisementd/Vhile investment company advertising rules
limit how a fund may present its performance to promote comparability and prevent
potentially misleading advertisementsese rules generally do reatilarly prescribe the
presentation of fees and expenses in advertiser?féitsis focus reflects th€Eommis i on 0 s
understandinghat investors use information about performance to choose among funds and
concern that, absent requirements to standardize how funds present performance in

advertisementsnvestorsmay besusceptible to basing their investment decision

i nformation that is inaccurate or creates an
performancé3®
627 See supraectionl.A.3 (Evidence of Investor Preferences Regarding Fund@iace). This feedback

generally showed that retail investors prefer concise, layered disclosure and feel overwhelmed by the
volume of information they currently receive, with some individual investors specifically addressing
and supporting a more concisegmmary shareholder repa®eeProposing Releassuprafootnote8,

at nn.2830 and accompanying text.

628 SeesuprafootnotesA7-51 and accompanying texteealso, e.g, CFA Institute Comment Letter;
Fidelity Comment Letter; Mutual Fund Directors Forum Comment Le&i#MA Comment Letter;
TIAA Comment Letter; FS Investments Comment Letter.

629 See supraectionl.A.4.

630 SeeMutual Fund Sales Literature Interpretive Rule, Investment Company Act Release No. 10915 (Oct.
26, 1979) [44 FR 64070 (Nov. 6, mé&7CdmpganySdieRul e 156
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In additionto the Commission rules regarding the presentation of performance
information FINRA rulesthatgovernmembelbrokerd e a | cemmmsiricationsvith the
public provide an important source of advertising requirements and guidance for investment
companie$3! Asdiscussed in sectidpA.4, FINRA rule 2210(d)(5)the specific requirements
of the FINRA ruledor the presentation of fee and expense informatiomimmoney market
opene n d fcanmulrscations with the publido not apply to close@&nd fund or BDC
advertisementer to norrmoney maket fund operend investment company advertisements to
institutional investors. FINRA ruledo notapply to investment company advertisements
where a brokedealer is not involved in disseminating the particular communic&tfon.

C. Benefits and Costs

Wherepossible, we have attempted to quantify the benefitsts,and effects on
efficiency, competition, and capital formation expected to result from thamgeadments
We are providing both a qualitative assessment and quantified estimates of the potential
economic effects of theule amendments where feasible. As explained in more detail below,
because we do not have, and in certain cases do not believe we carbigadsiam reliable
quantitative evidence to use as a basis for our analysis, we are unable to quantify certain
economic effects-or examplebecause the rukemendmentsvill provide fund investors with

more tailored, concise disclossitban they curretty receive, it is possible that readership of

Literature Interpretive Re, Investment Company Act Release No. 10621 (Mar. 8, 1979) [44 FR 16935
(Mar. 20, 1979)], at paragraph accompanying n.5.

631 FINRArule2210, ACommuni cat indudes bothigénaral ant speciflaustandards foo
communications with the publiand requiresen-money market fund opea n d  f canmuirgications
with the publicthat include performance informatiéminclude certain specificide and expense
information as discussed suprasectiors .A.4 andll.G.1. Seealso, e.g, Fidelity Comment Letter and
ICI Comment Lettefdiscussing the scope of FINRA rule 2210)

632 Seeparagraphs accompanyisgprafootnotess30, 539542
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thefund disclosurswill increase. We do not have reliable quantitative estimates of the extent
to which the use of more concise disclosuiie enhance readership compared to the baseline
scenario in whichunds continue teransmitthe materials that investors now receive.

Similarly, changes irthe format and contewf the annual and serannual reports
under the rulamendmentmayreduce the amount of time and efftratshareholders
allocateto monitaring their fund investments andaking portfolio decisions (that is, whether
to buy additional sharesr tocontinue to hold or sell a fund investment). Wsodo not have
reliablequantitative estimates of the extent to whichtthasmissiorof the more concise,
tailored reportsvill reduce the amount of time and effort investllgcateto monitoring their
fund investmentsr tomaking portfolio decisions, or the value of that time and effort to
investors. Nor do we have such estimatesteriaseline conditionwithout therule
amendmentsThe Commission did not receive public comment regarding the specific
estimates obenefitsandcostsin the Proposing Releasalthough it did receive comments
suggesting that certain aspects of theednalder report requirements would be more
burdensome than the Commi ssion estimated at
annual estimated costs to reflect such comments and changes from the proposal (for example,
requiring classspecific shareHder reports), as well as to reflect updated estimatéseof
number of affected funds atldewage rate$*3 In addition, n those circumstances in which
we do not have quantitative evidence, we havevided aqualitativeanalysis of theeconomic

impact ofthe ruleamendmentsgelative tothe baseline environment. Our inability to quantify

633 Seeinfra footnote724; see alsanfra sectionV for details on the adjustments to the cost estimates that
we have made though adjustments to the PRA cost estimates, which are expressed as changes from the
estimates in the Proposing Release in the estimated burden hours (and related costs) assiociated wi
relevant rule amendments.
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these costs, benefits, or other effects does not imply these effects are less significant from an
economic perspective.

1. Broad Economic Considerations

The economi@ndysis of the benefits and costs of the rule amendments is based on
broadeconomicconsiderations regardirfgnd disclosureind fundadvertising

a. FundDisclosure

The rule amendments wirovide fund shareholders with more concse more
readily usablalisclosursthatare consistent across funds and thighlight information
that is key to retail shareholders for the purpose of monitoring fund investments and
informing portfolio decisions, while providing layered access to other information that
sharelolders now receive that may bernbre relevancéeo market professionals and some
fund shareholders.

Under the new approach, funds will provide shareholders with annual and semi
annual reports that highlight key information, includingd expensegqerformance, and
portfolio holdingsin a formatthat is consistent across furfdéFunds willtag their
shareholder reports in Inline XBRL and whithve flexibility to make electronic versions of
their shareholder reports more ufgendly and interactivel-unds will be required to
make other information, such #ee schedule of investments and other financial statement
elementsavailable to shareholders online and to deliver the inform&tenof charge in

paper or electronically upon requéstaddition to providing it ora semiannual basis with

634 As discussed in sectidhA, supra the final rule amendments incorporate certain changes from the
proposal t o a dfedback Fhesechamgesrare digcissied in more detail above. However,
the final rulesd |l ayered disclosure approach mirr

incorporated, and (except as noted in sedli@hsuprg the content items that would appear in the
proposed shareholder report cover the same topics as the contents that the final rules require.
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the Commission on Form-BSR. Shareholder reports will contain cover page legends
directing investors to websites containing this information. Accesstbélgted
requirements that we are adopting will hetiz@re that investors can easily reach and
navigate the information that appears onliiiee new shareholder report will replace the
notice that some shareholders currently receive from-epdrfunds in reliance on rule
30e-3.

In addition, under the newmpproach, funds will be required to provide a separate
shareholder report for each series and share class of a fund. This is a change from the
proposal which would not have required a separate shareholder report for each share class
of a fund The effecis to provide shareholders with information that is numecise and
narrowly tailored to their specifiovestmers in the fundé and to reduce the complexity of
the disclosures that shareholders recdroe example, shareholders who hold more than
one chss of a fund will receive separate repdristead of a single report, although the
reports may be provided in a single mailorgdelivery under the final rufé®

Underthe rule amendmentfundsalsowill provide investors withdisclosures that
betterenable them tanakeperformanceomparisonamong funds and betwe&mds and
other investments

The economic analysis of tle#fects of these amendmergdased in part on the
comments andvidence th&€ommission received in response to Breposiy Releasand

the Fund Inveter Experience RF@nd the investor testing and surveys that are discussed in

635 Seelnstruction 12 tdtem 27A@) ofamended=orm N-1A.
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sectionl.A.2 above®®* It is also baseth part on the evidence froacademicstudiesthathave
documented potential benefits of providing more concise and tailored disclosure.

Recent academic studies hgreducedindingsandconclusionghatareconsistent
with our beliefthatinvestors willbenefit frommoreconcise and tailored disclosures under the
rule amendment&ome of these studies were the subject of commeriteediroposing
ReleaseFor exam@, one commentadentified a study consistentith the conclusiornthat
fhigh-fee funds attempt to obfuscdate i r  h i % Anothee sramentadentifieda study
of fee disclosure reforms in Austratancludingthatii s al i ent f ee di scl osur ¢
i mpact on inv®storso6 decisions. 0

In the proposal, weonsidered studies thappledto certain elements dlie rule
amendment@ additionto studieshatappied morebroadly to the framing of our analysis of
theeconomic impactSome of tte research that we considerddntified characteristics that

may increase theffectivenes®f a dislosure document to consumers, as discussed 5&low.

636 For more discussion of the comments onRheposing Releassee supraectiondl.A-II.G.

637 SeeWharton Comment Lettdciting paper byed deHaan, et. aDbfuscation in Mutual Funds2 J.
Acct. & Econ. No. 2/3Mar. 13, 2020, revised Jul. 12, 2024yailableat
https://ssrn.com/abstract=35402%8g alsdBruce |. Carlin,Strategic Price Complexity in Retail
Financial Markets91J.FIN. ECON., 278-287 (March 2009).

638 SeeComment Letter of Kingsley Fong (Jan. 4, 2021) (citing abstract by Roger M. Ededén
Disclosure, Inattention and Conflicted Remuneration in Financial Adcitation omitted)) Edelen et
al. present a study of the effects a 2012 Australian law known as the Future of Financial Advice
(FOFA). They find thae dthean afvdddv Haere bde Diecidsuidn sa | Dtsa

Statement | ed to an fieconomically and statisticall
addition, they find evidence of furtherhathanges i
investors must fAopt intod fi nancinraguireraedtveveonm. The e
the presence of the Fee Disclosure Statement, indicates that investors can benefit from reforms that go

beyond enhanced salience to address investoat t ent i on. (AOur evidence con
that salient fee disclosure has a materi al i mpact
opti n requirement is more novel and arguably more i

639 SeeGeorge Loewensteiet al, Disclosure: Psychology Changes EverythiHgrv. PuB. L. (working

paper no. 130, Aug. 18, 2013) Ltoewenstein Papér,)available athttps://ssrn.com/abstract=2312708
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Specifically, the esearclwe considereduggests that,dzause individualcan exhibit
limited ability to absorb and understand the implications of the disclosed information, for
example due to limited attention or low leveffioiancial sophisticatior?*® more targeted and
simpler disclosures may be more effective in communicating information to investors than
more complex disclosureSpecifically,the academic studiethat we consideresuggest that
costs, such a@som increased investor confusion or vegd understanding of the key elements
of the disclosure, are likely to increase as disclosure documents become longer, more
complex or more reliant on narrative té¥t. Consistent with such findings, other empirical
evidence suggests that disclosure sifigattion may benefit consumers of disclosed
information®*? This research supparthe notion that shorter and more focused disclosures
could be more effective at increasing investor understanding than longer, more complex
disclosures. For example, a comcshareholder report could more effectively communicate

information to investors #n current shareholder reports

(retrieved from SSRN Elsevier database). The paper provides a survey ofréterkteegarding
disclosure regulation.

640 See, e.g.David Hirshleifer & Siew Hong Teolbjmited Attention, Information Disclosure, and
Financial Reportingg Sept . 2003) (AHi ractebleat f er & Teoh Studyo)
https://ssrn.com/abstract=33494@uren E Willis, Decision Making and the Limits of Disclosure: The
Problem of Predatory Lending: Pricé5 MD. L. REV. 707 (2006).

641 See, e.g.Samuel B. Bonsall & Brian P. Millef,he Impact of Narrative Disclosure Readability on
Bond Ratings and the Cost of @eBP2 Rev. Acct. Stud. 608 (2017) and Alistair Lawrennodijvidual
Investors and Financial Disclosuré6J.ACCT. & ECON.130 (2013).

642 See, e.g.Sumit Agarwalgt al, Regulating Consumer Financial Products: Evidence from Credit Cards
Nat ol B ur e a uworkihg papercma 1948&6eypic 28, 2013, last revised Mar. 28, 2022),
available athttps://ssrn.com/abstract=2332556 (finding that a series of requirements in the Credit Card
Accountability Responsibility and Disclosure Act (RR Act), including several provisions designed
to promote simplified disclosure, have produced substantial decreases in bdimit\fees and late
fees, thus saving U.S. credit card users $12.6 billion annually).
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Another characteristic of effective disclosures documentéukiacademic research
that we considereis disclosure salienc®?® Salience detion is a key feature of human
cognition allowing individuals to focus their limiteéitne and attentioon a subset of the
available information and causing thenptace relatively greataveighton this information
in their decisiormaking processe$? Within the context of disclosures, information disclosed
more salientlysuch as information presented in bold text, or at the top of ateags,tde
more effective in attracting attention than less saliently disclosed information, such as
information presented in a footnote. Some research finds that more visible disclosure signals
are associated with stronger stakehotdsponssto these signal¥® Moreover,some
research suggests that increasing signal salience is particularly hegusumers with
lower education levels arldwer financial literacy?*® There is also empirical evidence that
visualization improves individual perception of inforiat®*’ For example, one experimental
study shows that tabular reports lead to better decision making and graphical reports lead to
faster decision making (when people are subject to time constféfits)erall these findings
suggest that problems such iasited attention may be alleviated if key information in

shareholder reports is emphasized, is reported closer to the beginning of the document, and is

643 See, e.g.Pedro Bordalet al, Salence 14ANN. REV. ECON. (2022 (reviewing the growing economics
literatureon salience and economic behavior).

644 SeeDaniel KahnemarThinking Fast And Slowrarrar, Straus and Giroux, 1st ¢dpr. 2, 2013) and
Shelley E. TaylorSocial CognitionFrom Brains To Cultur& AGE Publ 6 n(Martlds . , 3d ed.
2017).

645 SeeHirshleifer & Teoh Studysuprafootnote640Q.

646 See, e.gVictor Stango & Jonathan Zinmahimited and Varying Consumer Attention: Evidence from
Shocks to the Salience of Bank Overdraft FREV. FIN. STUD. 990 (2014).

647 SeeJohn HattieVisible Learning: A Synthesis Of Over 800 Méimalyses Relating To Aevement
Routledge; 1st edNov. 18, 2008).

648 Seelzak Benbasat & Albert DexteAn Investigation of the Effectiveness of Color and Graphical
Information Presentation Under Varying Time Constraias Mgmt. Info. Sys. Q. no. (Mar. 1986).
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visualized in some manneg.(, tables, graphs, bullet lists). However, it is also important to
note that, given a choice, registrants may opt to emphasize elements of the disclosure that are
most beneficial to themselves rather than investors, while deemphasizing elements of the
disclosure thathey regard akast beneficial.

There is also a tradeff between allowing more disclosure flexibility and ensuring
moredisclosure comparabilitye(g, througha moreconsistent approach to disclosure across
fundg. Greater disclosure flexibility potentially allows the disclosure to reflect more relevant
informaton, as di sclosure providers can tailor t|
circumstancesAlthough disclosure flexibility allows for disclosure of more decisielevant
information, it also allows registrants to emphasize information that isbensficial to
themselves rather than investors, while deemphasizing information that is least beneficial to
the registrant§®®Economi ¢ i ncentives to pr eseabetteroneds
light may drive funds to deemphasize information thay be relevant to retail investors.
Moreover, althouglthe requirement for a consistent approach across fundealemit harder
to tailor disclosed information tofau n gspécsic circumstances, it also comes with some
benefits. For example, people generally able to make more coherent and rational decisions

when they have comparative information that allows them to assess relevauffs&ee

649 This flexibility, however, operates within a statutory and regulatory framework that addresses materially
misleading statements and omissions by iss&&s, e.g.section 10(b) of the Exchange Act; rule 19b
under the Exchange Actge also supréootnote543and accompanying text (discussing FINRA rules
that require all member communications to be fair and balanced and not misleading).

650 See, e.gJeffrey R.Kling, et al, Comparison Friction: Experimental Evidence from Medicare Drug
Plans 127 Q. JEcoN. 199 (2012) (finding that in a randomized field experiment, in which some senior
citizens choosing between Medicare drug plans that were randomly selectedive i letter with
personalized, standardized, comparative cost infol
group (Athe comparison groupo0) received a general
switching was 28% in the interveoti group, but only 17% in the comparison group, and the
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In addition,studies have found thahanges irthe structure or format of disclosuran
improve (or decrase) investor understanding of the disclosures being made. Every disclosure
document not only presents new information to retail investors but also provides a particular
structure or format for this infoclosumet on t ha
This Aframing effecto could | ead investors t
information is presented. Because of such framing effects, it is important that the structure of
a disclosure document supports the intended purpose dilsttiesure

b. Advertising

The final advertising rule amendments will enhance the transparency of the fees and
expenses that are associated with investing in a particular investment cét@angbtain
this improvement in transparency, the amendments will require that presentations of fund fees
and expenses in registered investment company and BDC advertisements and sales literature
beconsistent with the relevant prospectus fee table pregergand be reasonably currémt
Theserule amendmentwill require that funds use a consistent approach to the presentation of

the fee and expense information that appears in fund advertiseandatid to the pertinent

intervention caused an average decline in predicted consumer cost of about $100 a year among letter
recipients); Christopher K. Hseet, al, Preference Reversals Between Joint and Separate Evalsation
of Options: A Review and Theoretical Analy&®5PsycHoL BuLL. 576 (1999).

651 SeeAmos Tversky & Daniel Kahnemaithe Framing of Decisions and the Psychology of Chdté
Sci. 453 (1981).

652 As detailed in sectiohA.4 suprg investment company advertisements typically are prospectuses for
purposes of the Securities Act. Rule 3dhnder thénvestment Compay Act is designed to help
prevent performance claims in supplemental sales literature from being misleading and to promote
comparability and uniformity among supplemental sales literature and covered advertisements.

653 See supraectionll.G.1 (discussion of final rule amendments regarding fund advertisements).
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factors that should be consideteddetermine whether or not a particular representation is
materially misleading>*
Regarding the presentation of fees and expensesmendments to rules 482, 433
and 34b1 will require that investment company advertisements providing fee or expense
figures for the investment company include certain standardized fee and expense figures, and
that these figures must adhere to certain prominence and timeliness requiféhidmes.
amendments will apply to advertisements of agistered investment companyRIDC. The
amendments will require that the fee and expense presentations prominently include timely
i nformation about a fundds maxi mum sales | oa
total annual expenses, computed in a manner that is consistentieitant prospectus
requirements. Further, if an advertisementudesan i nvest ment companyos
expenses net of a fee waiver or expense reimbursement amount in addition to the required
gross annual expense figure, the advertisement will megidtlose the expected termination
date of that arrangement
Regarding materially misleading statemetite,amendments to rule 156 will add to
the pertinent factors that should be considered to determine whether or not a particular
representation is matially misleading. Theule amendmentgrovide that, when considering
whether a particular statement involving a material fact is or might be misleading, weight
should be given to representations about thedeegpenses associated with an investment in

the fund that could be misleading because of statements or omissions involving a material

fact
654 See supraectiond!.G.1-11.G.2.
655 See supraectionll.G.1.
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By enhancing the transparenayd saliencef thefees and expensesfund
advertising materiaJsve expect that the rule amendments mitluceinvestor seach costs
and reduce the risk of a mismatch between investor preferences and investor choice while also
introducingcertainnewcosts in the production and delivery of fund advertising to investors.
Costs could includeosts to fundgand their intermedi&s) of assessing compliance with the
new requirements we are adoptingelation tother e qui r ement s of FI NRAOGSs
communications with the publito the extent that a communication could be subject to both
sets of requiremenfS® These effects mayary across investors and funds according to the
conditions of their participation in the market for financial prodftts.

Theeconomic analysis dhe effectof thefinal advertising rule amendments is based
in part on the observation that,recentyeas, many funds have reduced the fees they charge
to investorsand oncommentghat the Commissioreceived on th@roposing Releas&® The

staff has observed that some funds have highlighted low fees in their advertising materials as a

656 See also infraext following footnote566.

657 For example, we understand thiae registratio statement forms for variable insurance product separate
accounts do not require thtatal annual expense figurbe presentedand therefore, we understand that
total annual expense figures are not presentétegeseparate accourts p r 0 s.[Beesupral s € s
footnote523and accompanying text he final amendments addressing the required fee and expense
figures are inapplicable if an investment company doegmaent total annual expense figures in its
prospectus, and therefore these amendments would be inapplicable to advertisementyéoiatleh
insurance contractSeesectionll.G.1 supra But seesupraparagraph accompanying footn&ig2
(discussing variable contract advertisements that could be materially misleading under rule 156).

658 See supraectionll.G for discussion of comnms on the advertising rule amendments. Some
commenters stated that the advertising rule amendments should help investors make more informed
investment decisions by more easily comparing costs among various SesBetter Markets
Comment Letter; Consumé&ederation of America Il Comment Letter; John Hancock Comment Letter.
In addition, some commenters stated that the proposed amendments were not necessary in light of
FINRA rules addressing fee and expense information in retail communicaieetsdelity Comment
Letter; ICI Comment Letter.
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salient factor foinvestors to consider when choosing among fiiRtisor example, we
understand that some funds are advertised as
the information included in their prospectus fee tables, potentially leading investors to believe
these funds impose no costs even though the adviser or an affiliate may be collecting fees
incurring money otherwiser om t he i nvestor 6s ifvestord mayber e st me
more | ikely today to consi derntehoidesthanitbey f ee s
were when the Commission last updated the investment company advertisit§’riles.as
a result, funds may face increased incentives to understate or obscure fees in their advertising
materials This is distinct from the incentived tunds to incur marketing costs ittfluence
the likelihood of being observed by investbis

Advertising carbenefit investors byedudng information asymmetrieand thereby
lowering investor search costeading tamore efficient matches between investor preferences

and choices. The effectiveness of advertising in lowering search costs and improving match

efficiency depends otine accuracy of the informationandonthe ve st or 6 s abi l ity
659 Comments that the Commission received orPRtwposing Releasei mi | arly recogni zed i
some funds to market their invest m@eaCFAlpsttteduct s b a:

Comment Lettersee alsaConsumer Federation of America Il Comment Letter (discussing concerns
that accompany funds being Aincreasingly marketed

660 See, e.gMichael Goldsteinissues Facing the U.S. Money Management Industry: PresentatiorCto SE
Asset Management Advisory Commiftésn. 2020)at 2728, available at
https://lwww.sec.gov/files/EmpiricdResearcHssuesFacingUS-MM.pdf; Ben Phillips,Remarks and
Discussion: U.S. Securities and Exchange Commission, Asset Management Advisorye@¢iamitt
14, 2020), at 2, 8, and lavailable athttps://www.sec.gov/files/BenPhillipSaseyQuirkDeloitte.pdf

661 See, e.gNikolai Roussanowet al, Marketing Mutual FundsNa t Budeau Econ. R (working paper
no. 25056Jan. 32018, last revised Sep. 11, 2028yailable at
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3093&88ssanoy e t(deweloping and
estimating a structural model of the effects of mutual fund marketing with costly investor search)
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understand the informatidf? Indeed, it is possible for investoto be made worse off by fund
marketing effortsF or exampl e, a positive relation betyv
investor flows (cash investment from investors) is seltumented among mutual furf§s.

In that cantext, the adviser to the fund beararketing expenses part of its total operating

cost, and fund shareholders are found to bear some of that cost in the form of fund éxpenses
unless shareholders react by switching to a similar fund that has lowasegp®ne study
observed that funds charge higher fees to co
raceodo for si mi ®*&Somepfbtrosicast isoppassed onvodrnvestors axcording to

their abilities to distinguish among fundsd this ultimately their costs of searching across

funds The authors suggest that as fees increase, investors with a high search cost would be

more likely to be made worse off by the increase in fees and related marketing expenditures

than those with low seardwsts®®® This is because the investors with the high search costs

662 For exampleEdelenet al (2021)study a regulatory change for financial advisers that required salient
annual fee disclosure and bierroat-in (unresponsive clients default out of advice), and banned
conflicted remuneration. Thegonclude that requiring salient disclosure has a material impact on
investorsé deci si ons Bvestor dttbntiotplayatolbie deterhicingt or s i ncl u
investor choiceSee suprdootnote638

663 See, e.gPrem Jain & Joanna Williyuth in Mutual Fund Advertising: Evidence on Future Performance
and Fundrlows, 2 J. FIN 937 (Apr. 2000) (finding that advertising in funds increases flows (comparing
advertised funds with neadvertised funds closest in returns and with the same investment objective));
Steven Gallaher, Ron Kani&l Laura T. StarksMadison Avaue Meets Wall Street: Mutual Fund
Families, Competition and Advertisiigan. 31, 2006)vailable at https://ssrn.com/abstract=879775;

Ron Kaniel& Robert ParhamyVSJ Category KingsThe Impact of Media Attention on Consumer and
Mutual Fund InvestmenSimon Bus. Schiworking paper no. FR5-07, Nov. 18, 2015)available at
https://ssrn.com/abstract=2556627 (finding a significant and positive impact of advertising expenditures
and the resulting media prominence of the funds on fund inflows)

664 SeeRoussanoyet al, suprafootnote661

665 Seed. ( Heterogeneity in search costs fadgdinvestors captures the wide variation in financial
sophistication (and perhaps even cognitive ability) required to consider and analyze the different
investment alternatives. 0) .
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would be more likely to match with asset managers of poor ability, and because the higher
fees would reduce returns

The effects of the advertising rule amendments will be relatively greater for
advertising materials tharenot currently covered by the FINRA advertising rules.
Specifically, as discussed in section 11.G.1.a, the objectives of some of the FINRA aalyertisi
rules are similar to those of the rule amendments, even while the scope of the FINRA
advertising rules is narrower than that of the final advertising rule amenditféhasthe
extent that a fundbés adverti se mdaadyseflecthat i nc
the requirements of FINRA rule 2210(d)(5), which includes specific requirements for the
presentation of fee and expense informatibapeneficial effect®f the advertising rule
amendments wilberelativelysmaller than fothe advertising materials affund that is not
currentys ubj ect to t he FI N Aecauselitss dosanoperddund; e ment s
because it is intended for noetail audiences, or because a bredealer is not involved in
disseminating thegsticular communication).

2. New Approach for Fundsd®é Sharehol der

The following sections discuss the potential costs and benefits nfléhe
amendmempgrsadach t o f un d $able Bpnosidegam overdesvr r eport s
comparison of the sharelder content and transmission outcomes whhrule amendments

versus without the rule amendments

666 See, e.gFidelity Comment Letter; ICI Comment Letter. Commenters questioned the need for the
proposed amendments in |ight of FINRAG6s current r ¢
public, as discussed in sectibrG.1.a
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TABLE 7SHAREHOLDER REPORODINKTENT AND TRANSMISSI WITH AND
WITHOUTHERULE AMENDMENTS

Fund Shareholder Fund relies on rule 3® || Shareholder makes no

relies on ||requests electronic]|3, andShareholder delivery election

rule 30e |[|delivery requests paper delivery

3?

Yes With rule: Email With rule: Paper mail || With rule: Paper mailvith
with link to with streamline®-4 streamlined-4 page report
streamlined-4 page report
page report Without rule: Rypermail

Without rule:paper with 1 page noticéncluding
Without rule: Emailf | mail with 100+ page link to 100+ pagenline
with link to 100+ report report
page report
(Printing and mailing || (Printing and mailing cost
cost decreasand increase and processing f
processing fee decredd|decreaséy’

No With rule: Email N/A With rule: Paper mailvith
with link to streamlined-4 pagereport.
streamlined-4
pagereport. Without rule: Papemail

with 100+ page repart
Without rule:email (Printing and mailing cost
with link to 100+ decrease)
page report

Notes: Page lengths are illustrative and likely to vary across féffdshe costs and benefits of trexjuired

667 According to one comment on tReoposing Releas¢he mailing of streamlined shareholder reports

instead of rule 368 notices would provide estimated savings to fund cameseof between $15
million and $20 million in calendar year 2023, primarily from the elimination of the regulated

incremental notice & access fee with a slight offset in higher print costs for streamlined shareholder
reports (assuming 80% of streamlind@useholder reports will be distributed digitally). According to

this comment, streamlined shareholder reports would not entail regulated incremental notice & access
fees for fund report notice & access mailin§seBroadridgeC o mme n t
Str eaml

of

668 See suprdootnote34 and accompanying text (discussing the average page length of shareholder report

i ned

based on staff analysis).

fees.

Sharehol der

0
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Deleveryt Gos Savings
Reports: é

Mail ing
would provide modest additional savings to fund companies. We estimate the extra savings would be
between $15 million and $20 million in calendar iy2823. Much of the added savings is from reduced

process)ng
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modification to shareholder repdransmissiorunder the rul@amendmergtwill vary across the baseline
transmissiorscenario$ i.e., the scenario that would be in place at the time of the rule implementation if
the current rulebadremairedin placei that are shown in the table. Some of thecast benefitsill

be transitional and othevall be sustainedcachwill depend on factors beyond what appears in the
table, as discussed belokw addition, under theule amendmenishareholders may requekelivery of
paper or electronic copies of the documents that funitie required to make available onlings
discussed above, we estimate that the report lengths for thesaoal and annual reports are 116 and
134 pages, respectivelgnd that te streamlined shareholder report is a trifoldl(Bages)

a. Benefits

The benefits of the rule amendm&imiclude benefits from the introduction of the new
streamlined shareholder repoiavings in the cost tafansmissionand benefits from the
Form NCSRamendments

I. Streamlined ShareholdBeports

Thetransmissiorof more concis@and visually engaginghareholder reportsy funds
under theapproach of theule amendments likely toreduce the investor effort required to
monitor existing fund investmengmdto make subsequent portfolio decisiéfsKey
information provided in a concise, udeendly presentation could allow investors to
understand i nformati on ab oandtocanpdreiniodicn oper at
across productsore easily or efficientlyThismay lead investors to make decisions that
better align with their investment go4&lISs.
The amendments the definition of the broatlased indexvill require that funds
provide investors witimorereliable and consistent access to information about the

performane of the fundrelative to the performance obaoad market portfolio of securities

669 Many commenters have expressed support fonteew appr oach to fundsé shareh
layered disclosure, as detailed in sectién3. See, e.gMutual Fund Directors Forum Letter; SIFMA
Comment Lette CFA Institute Comment Letter; Fidelity Comment Letter.

670 Research suggests that individuals are generally able to make more efficient decisions when they have
comparative information that allows them to assess relevanteftadl&ee, e.gsuprafootnote 650.
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than under current ruleSome nvestors in funds that do not currently benchmark their

performance agaiheni ndex t hat woul d qgbuoadbasddsecuritiss an A apj
marketindexo under t he def iwilligainagcess to mformétien atbout tha | rul
fundds per f arimexnhateeprasgnasithat®verall applicable debt otyequi

marketsunder the rule amendmenifs Funds that currently present performance relativanto

i ndex that would not qgluaaded ys acuraint ineagp pmarmpk e
the definition in the final rulesay continue to provide thiaformation to investors alongside

information about the performance of the briiaged indeX’? All investorswill therefore

671 This release discusses the anticipated benefits of this disclosure approactSab@igraparagraph
accompanying footnote&21-226.

672 As under current rules, funds will be required to present their performance relative to the performance
of an fNapphbapridasechiroades mar ket indexd under th
to the form requirements, however, include adewf i ni t i éorma sefd 0 bh maadk, whi ch d
termasian i ndex that represents the overall applicab

as appropriaté As under current rules, the final rules the Commission is adopting cotirliew

funds to present performance relative to narrower, tailmeekes Seesuprasectionll.A.2.

Commenters indicated that the two types of benchmark disel®d®enefit investors in different ways.

First, by including a broatlased index, consistent with the new definition, funds will provide investors
with easier access to information about the fund performance relative to the performance of the entire
marke. See, e.g.NASAA Comment Letter (regarding the purpose of this benchmarking as ensuring
investors of a simple readigccessible window into the performance of a specific investment fund
against the broader performance of the securities markets)ado Mary and Tom Comment Letter and
Ubiquity Comment Letter. Second, by including information about performance relative to a second,
narrower benchmark, funds may provide investors with information about how the fund performance
tracks that of funds withimilar strategiesSee, e.g.Capital Group Comment Letter (helpful for

investors to compare with a blendinflexesrepresenting the typical asset allocation of the fund is more
appropriate for certain types of funds that invest in multiple asseeglaBsmensionalComment

Letter(a more precise comparison allows investors to better evaluate how effectively the fund has
pursued its stated strategy); ICI Comment Letter (providing examples of the use of appropriate tailored
benchmarks for setting adviséperformancebased fees and for other purposes that include evaluating
the performance of a technology fuasl a technology fundJohn Hancock Comment Letter (fund
performance comparisonsitalexesare commonly used during the annual review of advisory
agreements performance by a fundés board of trust
benchmark needs to be matched to the investment strategy of the fund, such as a value fund should be
matched to an index of value stocks); T. Rowe Price Cemnietter (the appropriate index for

evaluating the performance of a technology fund as a technology fund is not @haseadndex);

TIAA Comment Letter (the most relevant comparison for investors is the ia@th a similar

investment strategy orvel of exposure- against which the fund (and its board) benchmarks for
performance purposes).
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have and may benefit fronrgliableaccess to information about the performance of the fund

relative tothe requireroadbased bnchmarkeither as the only benchmarkinraddition to

another benchmaykinder the rule amendméiit To the extenthat some investors already

haveeasyaccess to information about the performance of commonly recognexesof

broadmarket performare from sources other than fund disclosure documentse

commenters suggested thabse investors may not realize benefits from the new defitfitfon
Some commeasts on the proposaluggestedhattherequired benchmarkingf fund

performance againstbroadbased indexould affect the level of confim that investors

may face wheinterpreting fund performance disclosufésThe potential effects may vary

across funds and investoiidie views of commenters on the effectiovestor confusion

were mixed For some investors, the required usa bfoadbased indexas a benchmark

will reduce the level of confusion by requiricgnsisteny across funds in theporting of

fund performance relative to a benchmark. Currently, confusion can arise frpnadhiee

of some fundsising abroadbased indexas a benchmar&nd othersising another, narrower

index.This creates the potentifalr investors to confuse the tvil@nchmarksvhen

comparingthe performance reports different furds. The rule amendmewnould reduce

this source of potential confusion. Howewer, investors who prefesr anticipatefund

disclosurerelative to a narrower benchmark, tiide amendments would introduce potential

673 The individuals who participated in the Ol AD Benc|
for a graph with bot h narudyfoerusedomdberchmarasdor dctivelyc h mar k s .
managed equity fundSee suprdootnote53.

674 See, e.g.ICl Comment Letter (performance information for commonly reied indexes may be free
to investors and easily accessible through different widely available chaamglsifline news or
financial websites)

675 See, e.g.Capital Group Comment Letter, ICI Comment Letter, SIFMA Comment Letter, T. Rowe Price
Comment_etter.
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