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Self-Regulatory Organizations; BATS Exchange, Inc.; Notice of Filing of a Proposed Rule
Change to Rule 14.11(i), Managed Fund Shares, to List and Trade Shares of the iShares iBonds
Dec 2023 AMT-Free Muni Bond ETF, iShares iBonds Dec 2024 AMT-Free Muni Bond ETF,
iShares iBonds Dec 2025 AMT-Free Muni Bond ETF, and iShares iBonds Dec 2026 AMT-Free
Muni Bond ETF of the iShares U.S. ETF Trust

Pursuant to Section 19(b)(1) of the Securities Exchange Act of 1934 (“Act”),! and Rule
19b-4 thereunder,” notice is hereby given that on January 12, 2016, BATS Exchange, Inc.
(“Exchange” or “BATS”) filed with the Securities and Exchange Commission (“Commission”)
the proposed rule change as described in Items I and 11 below, which Items have been prepared
by the Exchange. The Commission is publishing this notice to solicit comments on the proposed

rule change from interested persons.

l. Self-Reqgulatory Organization’s Statement of the Terms of Substance of the Proposed
Rule Change

The Exchange is proposing to arule change to list and trade shares of the iShares iBonds
Dec 2023 AMT-Free Muni Bond ETF, iShares iBonds Dec 2024 AMT-Free Muni Bond ETF,
iShares iBonds Dec 2025 AMT-Free Muni Bond ETF, and iShares iBonds Dec 2026 AMT-Free
Muni Bond ETF (eacha “Fund” or, collectively, the “Funds”) of the iShares U.S. ETF Trust (the
“Trust”) under BATS Rule 14.11(i) (“Managed Fund Shares’). The shares of the Funds are
referred to herein as the “Shares.”

The text of the proposed rule change is available at the Exchange’s website at

www. batstrading.com, at the principal office of the Exchange, and at the Commission’s Public

! 15 U.S.C. 78s(b)(2).
2 17 CFR 240.19b-4.



Reference Room.

1. Self-Requlatory Organization’s Statement of the Purpose of, and Statutory Basis for, the
Proposed Rule Change

Inits filing with the Commission, the Exchange included statements concerning the
purpose of and basis for the proposed rule change and discussed any comments it received on the
proposed rule change. The text of these statements may be examined at the places specified in
Item IV below. The Exchange has prepared summaries, set forth in Sections A, B, and C below,
of the most significant parts of such statements.

A. Self-Requlatory Organization’s Statement of the Purpose of, and Statutory Basis
for, the Proposed Rule Change

1 Purpose

The Exchange proposes to list and trade the Shares under BATS Rule 14.11(i), which
governs the listing and trading of Managed Fund Shares on the Exchange.® The Funds will be
actively managed funds. The Shares will be offered by the Trust, which was established as a
Delaware statutory trust on June 21, 2011. The Trust is registered with the Commission as an
open-end investment company and has filed a registration statement on behalf of the Funds on
Form N-1A (“Registration Statement™) with the Commission.*

Description of the Shares and the Funds

The Commission approved BATS Rule 14.11(i) in Securities Exchange Act Release No.
65225 (August 30, 2011), 76 FR 55148 (September 6, 2011) (SR-BATS-2011-018).

4 See Registration Statement on Form N-1A for the Trust, dated November 2, 2015 (File
Nos. 333-179904 and 811-22649). The descriptions of the Funds and the Shares
contained herein are based, in part, on information in the Registration Statement. The
Commission has issued an order granting certain exemptive relief to the Trust under the
Investment Company Act of 1940 (15 U.S.C. 80a-1) (“1940 Act”) (the “Exemptive
Order”). See Investment Company Act Release No. 29571 (January 24, 2011) (File No.
812-13601).



BlackRock Fund Advisors is the investment adviser (“BFA” or “Adviser”) to the Funds.®
State Street Bank and Trust Company is the administrator, custodian, and transfer agent
(“Administrator,” “Custodian,” and “Transfer Agent,” respectively) for the Trust. BlackRock
Investments, LLC serves as the distributor (“Distributor’”) for the Trust.

BATS Rule 14.11(i)(7) provides that, if the investment adviser to the investment
company issuing Managed Fund Shares is affiliated with a broker-dealer, such investment
adviser shall erecta “fire wall” between the investment adviser and the broker-dealer with
respect to access to information concerning the composition and/or changes to such investment
company portfolio.® In addition, Rule 14.11(i)(7) further requires that personnel who make
decisions on the investment company’s portfolio composition must be subject to procedures
designed to prevent the use and dissemination of material nonpublic information regarding the
applicable investment company portfolio. Rule 14.11(i)(7) is similar to BATS Rule

14.11(b)(5)(A)(1), however, Rule 14.11(i)(7) in connection with the establishment of a “fire

BFA is an indirect wholly owned subsidiary of BlackRock, Inc.

An investment adviser to an open-end fund is required to be registered under the
Investment Advisers Act of 1940 (the “Advisers Act”). Asaresult, the Adviser and its
related personnel are subject to the provisions of Rule 204A-1 under the Advisers Act
relating to codes of ethics. This Rule requires investment advisers to adopt a code of
ethics that reflects the fiduciary nature of the relationship to clients as well as compliance
with other applicable securities laws. Accordingly, procedures designed to prevent the
communication and misuse of non-public information by an investment adviser must be
consistent with Rule 204A-1 under the Advisers Act. In addition, Rule 206(4)-7 under
the Advisers Act makes it unlawful for an investment adviser to provide investment
advice to clients unless such investment adviser has (i) adopted and implemented written
policies and procedures reasonably designed to prevent violation, by the investment
adviser and its supervised persons, of the Advisers Actand the Commission rules adopted
thereunder; (ii) implemented, at a minimum, an annual review regarding the adequacy of
the policies and procedures established pursuant to subparagraph (i) above and the
effectiveness of their implementation; and (iii) designated an individual (whois a
supervised person) responsible for administering the policies and procedures adopted
under subparagraph (i) above.



wall” between the investment adviser and the broker-dealer reflects the applicable open-end
fund’s portfolio, not an underlying benchmark index, asis the case with index-based funds. The
Adviser is not a registered broker-dealer, but is affiliated with multiple broker-dealers and has
implemented “fire walls” with respect to such broker-dealers regarding access to information
concerning the composition and/or changes to a Fund’s portfolio. In addition, Adviser personnel
who make decisions regarding a Fund’s portfolio are subject to procedures designed to prevent
the use and dissemination of material nonpublic information regarding the Fund’s portfolio. In
the event that (a) the Adviser becomes registered as a broker-dealer or newly affiliated with
another broker-dealer, or (b) any new adviser or sub-adviser is a registered broker-dealer or
becomes affiliated with a broker-dealer, it will implement a fire wall with respectto its relevant
personnel or such broker-dealer affiliate, as applicable, regarding access to information
concerning the composition and/or changes to the portfolio, and will be subject to procedures
designed to prevent the use and dissemination of material non-public information regarding such
portfolio.

iShares iBonds Dec 2023 AMT-Free Muni Bond ETF

According to the Registration Statement, the Fund will seek to maximize tax-free current
income and terminate on or around December 2023. To achieve its objective, the Fund will
invest, under normal circumstances,” at least 80% of its net assets in Municipal Securities, as

defined below, such that the interest on each security is exempt from U.S. federal income taxes

The term “under normal circumstances” includes, but is not limited to, the absence of
adverse market, economic, political, or other conditions, including extreme volatility or
trading halts in the financial markets; operational issues causing dissemination of
inaccurate market information; or force majeure type events such as systems failure,
natural or man-made disaster, act of God, armed conflict, act of terrorism, riot, or labor
disruption, or any similar intervening circumstance.



and the federal alternative minimum tax (the “AMT”). The Fund is not a money market fund
and does not seek to maintain a stable net asset value of $1.00 per share. The Fund will be
classified as a “non-diversified” nvestment company under the 1940 Act.®

The Fund intends to qualify each year as a regulated investment company (a “RIC”)
under Subchapter M of the Internal Revenue Code of 1986, as amended. The Fund will invest
its assets, and otherwise conduct its operations, in a manner that is intended to satisfy the
qualifying income, diversification and distribution requirements necessary to establish and
maintain RIC qualification under Subchapter M.

Principal Holdings — Municipal Securities

To achieve its objective, the Fund will invest, under normal circumstances, in U.S.-dollar
denominated investment-grade fixed-rate Municipal Securities, as defined below. The Fund will
invest in both callable and non-callable municipal bonds. Investment-grade securities are rated a
minimum of BBB- or higher by Standard & Poor’s Ratings Services and/or Fitch, or Baa3 or
higher by Moody’s, or if unrated, determined by the Adviser to be of equivalent quality.9 Under
normal circumstances, the Fund’s effective duration will vary within one year (plus or minus) of
the effective duration of the securities comprising the S&P AMT-Free Municipal Series Dec

2023 Index, which, as of December 15, 2015, was 6.51 years.™

8 The diversification standard is set forth in Section 5(b)(1) of the 1940 Act.

According to the Adviser, BFA may determine that unrated securities are of “equivalent
quality” based on such credit quality factors that it deems appropriate, which may include
among other things, performing ananalysis similar, to the extent possible, to that
performed by a nationally recognized statistical ratings organization when rating similar
securities and issuers. In making such a determination, BFA may consider internal
analyses and risk ratings, third party research and analysis, and other sources of
information, as deemed appropriate by the Adviser.

10 Effective duration is a measure of the Fund’s price sensitivity to changes in yields or

interest rates.



Municipal securities (“Municipal Securities”) are fixed and variable rate securities issued
in the U.S. by U.S. states and territories, municipalities and other political subdivisions, agencies,
authorities, and instrumentalities of states and multi-state agencies and authorities and will
include only the following instruments: general obligation bonds,™* limited obligation bonds (or

12

revenue bonds),*?, municipal notes,* municipal commercial paper,** tender option bonds,*

variable rate demand obligations (“VRDOs”),*® municipal lease obligations,'” stripped

- General obligation bonds are obligations involving the credit of an issuer possessing

taxing power and are payable from such issuer’s general revenues and not from any
particular source.

12 Limited obligation bonds are payable only from the revenues derived from a particular

facility or class of facilities or, in some cases, from the proceeds of a special excise or
other specific revenue source, and also include industrial development bonds issued
pursuant to former U.S. federal tax law. Industrial development bonds generally are also
revenue bonds and thus are not payable from the issuer’s general revenues. The credit
and quality of industrial development bonds are usually related to the credit of the
corporate user of the facilities. Payment of interest on and repayment of principal of such
bonds is the responsibility of the corporate user (and/or any guarantor).

13 Municipal notes are shorter-term municipal debt obligations that may provide interim

financing in anticipation of tax collection, receipt of grants, bond sales, or revenue
receipts.

1 Municipal commercial paper is generally unsecured debt that is issued to meet short-term

financing needs.

1 Tender option bonds are synthetic floating-rate or variable-rate securities issued when

long-term bonds are purchased in the primary or secondary market and then deposited
into a trust. Custodial receipts are then issued to investors, such as the Fund, evidencing
ownership interests in the trust.

16 VRDOs are tax-exempt obligations that contain a floating or variable interest rate

adjustment formula and a right of demand on the part of the holder thereof to receive
payment of the unpaid principal balance plus accrued interest upon a short notice period
not to exceed seven days.

1 Municipal lease obligations include certificates of participation issued by government

authorities or entities to finance the acquisition or construction of equipment, land, and/or
facilities.



securities,"® structured securities,® when issued securities,® zero coupon securities,”* and
exchange traded and non-exchange traded investment companies (including investment
companies advised by BFA or its affiliates) that invest in such Municipal Securities.?

In the last year of operation, as the bonds held by the Fund mature, the proceeds will not
be reinvested in bonds but instead will be held in cash and cash equivalents, including, without
limitation, shares of affiliated money market funds, AMT-free tax-exempt municipal notes,
VRDOs, tender option bonds and municipal commercial paper. In or around December 2023, the
Fund will wind up and terminate, and its net assets will be distributed to then current
shareholders.

In the absence of normal circumstances, the Fund may temporarily depart from its normal

investment process, provided that such departure is, in the opinion of the Adviser, consistent

18 Stripped securities are created when an issuer separates the interest and principal

components of an instrument and sells them as separate securities. In general, one
security is entitled to receive the interest payments on the underlying assets and the other
to receive the principal payments.

19 Structured securities are privately negotiated debt obligations where the principal and/or

interest is determined by reference to the performance of an underlying investment,
index, or reference obligation, and may be issued by governmental agencies. While
structured securities are part of the principal holdings of the Fund, the Issuer represents
that such securities, when combined with those instruments held as part of the other
portfolio holdings described below, will not exceed 20% of the Fund’s net assets.

20 The Fund may purchase or sell securities that it is entitled to receive on a when issued or

delayed delivery basis as well as through a forward commitment.

2l Zero coupon securities are securities that are sold ata discount to par value and do not

pay interest during the life of the security. The discount approximates the total amount of
interest the security will accrue and compound over the period until maturity at a rate of
interest reflecting the market rate of the security at the time of issuance. Upon maturity,
the holder of a zero coupon security is entitled to receive the par value of the security.

2 The Fund currently anticipates investing in only registered open-end investment

companies, including mutual funds and the open-end investment company funds

described in BATS Rule 14.11. The Fund may invest in the securities of other
investment companies to the extent permitted by law.



with the Fund’s investment objective and in the best interest of the Fund. For example, the Fund
may hold a higher than normal proportion of its assets in cashin response to adverse market,
economic or political conditions.

The Fund intends to qualify each year as a regulated investment company (a “RIC”)
under Subchapter M of the Internal Revenue Code of 1986, as amended.”® The Fund will invest
its assets, and otherwise conduct its operations, in a manner that is intended to satisfy the
qualifying income, diversification and distribution requirements necessary to establish and
maintain RIC qualification under Subchapter M.

Other Portfolio Holdings

The Fund may also, to a limited extent (under normal circumstances, less than 20% of the
Fund’s net assets), engage in transactions in futures contracts, options, or swaps in order to
facilitate trading or to reduce transaction costs.** The Fund’s investments will be consistent with
its investment objective and will not be used to achieve leveraged returns (i.e. two times or three
times the Fund’s benchmark, as described in the Registration Statement).

The Fund may also enter into repurchase and reverse repurchase agreements for
Municipal Securities (collectively, “Repurchase Agreements”). Repurchase Agreements involve
the sale of securities with an agreement to repurchase the securities atan agreed-upon price, date

and interest payment and have the characteristics of borrowing as part of the Fund’s principal

23 26 U.S.C. 851.

24 Derivatives might be included in the Fund’s investments to serve the investment
objectives of the Fund. Such derivatives include only the following: interest rate futures,
interest rate options, interest rate swaps, and swaps on Municipal Securities indexes. The
derivatives will be centrally cleared and they will be collateralized. Derivatives are not a
principal investment strategy of the Fund.



holdings.*®

The Fund may also invest in short-term instruments (“Short-Term Instruments™),?® which

includes exchange traded and non-exchange traded investment companies (including investment

companies advised by BFA or its affiliates) that invest in money market instruments.

Investment Restrictions

The Fund may hold up to an aggregate amount of 15% of its net assets in illiquid assets

(calculated at the time of investment), as deemed illiquid by the Adviser?” under the 1940 Act.”®

25

26

27

The Fund’s exposure to reverse repurchase agreements will be covered by liquid assets
having a value equal to or greater than such commitments. The use of reverse repurchase
agreements is a form of leverage because the proceeds derived from reverse repurchase
agreements may be invested in additional securities. As further stated below, the Fund’s
investments will be consistent with its investment objective and will not be used to
achieve leveraged returns.

The Fund may invest in Short-Term Instruments, including money market instruments,
on an ongoing basis to provide liquidity or for other reasons. Money market instruments
are generally short-term investments that include only the following: (i) shares of money
market funds (including those advised by BFA or otherwise affiliated with BFA); (ii)
obligations issued or guaranteed by the U.S. government, its agencies or instrumentalities
(including government-sponsored enterprises); (i) negotiable certificates of deposit
(“CDs”), bankers’ acceptances, fixed-time deposits and other obligations of U.S. and
non-U.S. banks (including non-U.S. branches) and similar institutions; (iv) commercial
paper, including asset-backed commercial paper; (v) non-convertible corporate debt
securities (e.g., bonds and debentures) with remaining maturities at the date of purchase
of not more than 397 days and that satisfy the rating requirements set forth in Rule 2a-7
under the 1940 Act; and (vi) short-term U.S. dollar-denominated obligations of non-U.S.
banks (including U.S. branches) that, in the opinion of BFA, are of comparable quality to
obligations of U.S. banks which may be purchased by the Fund. All money market
securities acquired by the Fund will be rated investment grade. The Fund does not intend
to invest in any unrated money market securities. However, it may do so, to a limited
extent, such as where a rated money market security becomes unrated, if such money
market security is determined by the Adviser to be of comparable quality. BFA may
determine that unrated securities are of comparable quality based on such credit quality
factors that it deems appropriate, which may include, among other things, performing an
analysis similar, to the extent possible, to that performed by a nationally recognized
statistical rating organization rating similar securities and issuers.

In reaching liquidity decisions, the Adviser may consider factors including: the frequency
of trades and quotes for the security; the number of dealers wishing to purchase or sell the



The Fund will monitor its portfolio liquidity on an ongoing basis to determine whether, in light
of current circumstances, an adequate level of liquidity is being maintained, and will consider
taking appropriate steps in order to maintain adequate liquidity if, through a change in values, net
assets, or other circumstances, more than 15% of the Fund’s net assets are held i illiquid assets.
Illiquid assets include securities subject to contractual or other restrictions on resale and other
instruments that lack readily available markets as determined in accordance with Commission
staff guidance.

The Fund may also invest up to 20% of its net assets in Municipal Securities that pay
interest that is subject to the AMT.

The Fund will not purchase the securities of issuers conducting their principal business
activity in the same industry if, immediately after the purchase and as a result thereof, the value

of the Fund’s investments in that industry would equal or exceed 25% of the current value of the

security and the number of other potential purchasers; dealer undertakings to make a
market in the security; the nature of the security and the nature of the marketplace trades
(e.q., the time needed to dispose of the security, the method of soliciting offers, and the
mechanics of transfer); any legal or contractual restrictions on the ability to transfer the
security or asset; significant developments involving the issuer or counterparty
specifically (e.q., default, bankruptcy, etc.) or the securities markets generally; and
settlement practices, registration procedures, limitations on currency conversion or
repatriation, and transfer limitations (for foreign securities or other assets).

28 The Commission has stated that long-standing Commission guidelines have required

open-end funds to hold no more than 15% of their net assets in illiquid securities and
other illiquid assets. See Investment Company Act Release No. 28193 (March 11, 2008),
73 FR 14618 (March 18, 2008), footnote 34. See also, Investment Company Act Release
No. 5847 (October 21, 1969), 35 FR 19989 (December 31, 1970) (Statement Regarding
“Restricted Securities”); Investment Company Act Release No. 18612 (March 12, 1992),
57 FR 9828 (March 20, 1992) (Revisions of Guidelines to Form N-1A). A fund’s
portfolio security is illiquid if it cannot be disposed of in the ordinary course of business
within seven days at approximately the value ascribed to it by the fund. See Investment
Company Act Release No. 14983 (March 12, 1986), 51 FR 9773 (March 21, 1986)
(adopting amendments to Rule 2a-7 under the 1940 Act); Investment Company Act

Release No. 17452 (April 23, 1990), 55 FR 17933 (April 30, 1990) (adopting Rule 144A
under the Securities Act of 1933).

10



Fund’s total assets, provided that this restriction does not limit the Fund’s: (i) investments in
securities of other investment companies, (i) investments in securities issued or guaranteed by
the U.S. government, its agencies or instrumentalities, (ii)) investments in securities of state,
territory, possession or municipal governments and their authorities, agencies, instrumentalities
or political subdivisions or (iv) investments in repurchase agreements collateralized by any such
obligations.?

iShares iBonds Dec 2024 AMT-Free Muni Bond ETF

According to the Registration Statement, the Fund will seek to maximize tax-free current
income and terminate on or around December 2024. To achieve its objective, the Fund will
invest, under normal circumstances,® at least 80% of its net assets in Municipal Securities, as
defined below, such that the interest on each security is exempt from U.S. federal income taxes
and the federal alternative minimum tax (the “AMT”). The Fund is not a money market fund
and does not seek to maintain a stable net asset value of $1.00 per share. The Fund will be
classified as a “non-diversified” investment company under the 1940 Act.®

The Fund intends to qualify each year as a regulated investment company (a “RIC”)

under Subchapter M of the Internal Revenue Code of 1986, as amended. The Fund will invest

29 See Form N-1A, Item 9. The Commission has taken the position that a fund is

concentrated if it invests in more than 25% of the value of its total assets in any one
industry. See, e.q., Investment Company Act Release No. 9011 (October 30, 1975), 40
FR 54241 (November 21, 1975).

30 The term “under normal circumstances” includes, but is not limited to, the absence of

adverse market, economic, political, or other conditions, including extreme volatility or
trading halts in the financial markets; operational issues causing dissemination of
inaccurate market information; or force majeure type events such as systems failure,
natural or man-made disaster, act of God, armed conflict, act of terrorism, riot, or labor
disruption, or any similar intervening circumstance.

3 The diversification standard is set forth in Section 5(b)(1) of the 1940 Act.

11



its assets, and otherwise conduct its operations, in a manner that is intended to satisfy the
qualifying income, diversification and distribution requirements necessary to establish and
maintain RIC qualification under Subchapter M.

Principal Holdings — Municipal Securities

To achieve its objective, the Fund will invest, under normal circumstances, in U.S.-dollar
denominated investment-grade fixed-rate Municipal Securities, as defined below. The Fund will
invest in both callable and non-callable municipal bonds. Investment-grade securities are rated a
minimum of BBB- or higher by Standard & Poor’s Ratings Services and/or Fitch, or Baa3 or
higher by Moody’s, or if unrated, determined by the Adviser to be of equivalent quality. %2 Under
normal circumstances, the Fund’s effective duration will vary within one year (plus or minus) of
the effective duration of the securities comprising the S&P AMT-Free Municipal Series Dec
2024 Index, which, as of December 15, 2015, was 7.24 years.*

Municipal securities (“Municipal Securities”) are fixed and variable rate securities issued
in the U.S. by U.S. states and territories, municipalities and other political subdivisions, agencies,
authorities, and instrumentalities of states and multi-state agencies and authorities and will

include only the following instruments: general obligation bonds,* limited obligation bonds (or

32 According to the Adviser, BFA may determine that unrated securities are of “equivalent

quality” based on such credit quality factors that it deems appropriate, which may include
among other things, performing ananalysis similar, to the extent possible, to that
performed by a nationally recognized statistical ratings organization when rating similar
securities and issuers. In making such a determination, BFA may consider internal
analyses and risk ratings, third party research and analysis, and other sources of
information, as deemed appropriate by the Adviser.

33 Effective duration is a measure of the Fund’s price sensitivity to changes in yields or

interest rates.

3 General obligation bonds are obligations involving the credit of an issuer possessing

taxing power and are payable from such issuer’s general revenues and not from any
particular source.

12



35

revenue bonds),*®, municipal notes,*® municipal commercial paper,®’ tender option bonds,*

variable rate demand obligations (“VRDOs”),*® municipal lease obligations,*® stripped

securities,** structured securities,* when issued securities,** zero coupon securities,** and

35

36

37

38

39

40

41

42

43

Limited obligation bonds are payable only from the revenues derived from a particular
facility or class of facilities or, in some cases, from the proceeds of a special excise or
other specific revenue source, and also include industrial development bonds issued
pursuant to former U.S. federal tax law. Industrial development bonds generally are also
revenue bonds and thus are not payable from the issuer’s general revenues. The credit
and quality of industrial development bonds are usually related to the credit of the
corporate user of the facilities. Payment of interest on and repayment of principal of such
bonds is the responsibility of the corporate user (and/or any guarantor).

Municipal notes are shorter-term municipal debt obligations that may provide interim
financing in anticipation of tax collection, receipt of grants, bond sales, or revenue
receipts.

Municipal commercial paper is generally unsecured debt that is issued to meet short-term
financing needs.

Tender option bonds are synthetic floating-rate or variable-rate securities issued when
long-term bonds are purchased in the primary or secondary market and then deposited
into a trust. Custodial receipts are then issued to investors, such as the Fund, evidencing
ownership interests in the trust.

VRDOs are tax-exempt obligations that contain a floating or variable interest rate
adjustment formula and a right of demand on the part of the holder thereof to receive
payment of the unpaid principal balance plus accrued interest upon a short notice period
not to exceed seven days.

Municipal lease obligations include certificates of participation issued by government
authorities or entities to finance the acquisition or construction of equipment, land, and/or
facilities.

Stripped securities are created when an issuer separates the interest and principal
components of an instrument and sells them as separate securities. In general, one
security is entitled to receive the interest payments on the underlying assets and the other
to receive the principal payments.

Structured securities are privately negotiated debt obligations where the principal and/or
interest is determined by reference to the performance of an underlying investment,
index, or reference obligation, and may be issued by governmental agencies. While
structured securities are part of the principal holdings of the Fund, the Issuer represents
that such securities, when combined with those instruments held as part of the other
portfolio holdings described below, will not exceed 20% of the Fund’s net assets.

The Fund may purchase or sell securities that it is entitled to receive on a when issued or

13



exchange traded and non-exchange traded investment companies (including investment
companies advised by BFA or its affiliates) that invest in such Municipal Securities.*

In the last year of operation, as the bonds held by the Fund mature, the proceeds will not
be reinvested in bonds but instead will be held in cash and cash equivalents, including, without
limitation, shares of affiliated money market funds, AMT-free tax-exempt municipal notes,
VRDOs, tender option bonds and municipal commercial paper. In or around December 2024, the
Fund will wind up and terminate, and its net assets will be distributed to then current
shareholders.

In the absence of normal circumstances, the Fund may temporarily depart from its normal
investment process, provided that such departure is, in the opinion of the Adviser, consistent
with the Fund’s investment objective and in the best interest of the Fund. For example, the Fund
may hold a higher than normal proportion of its assets in cash in response to adverse market,
economic or political conditions.

The Fund intends to qualify each year as a regulated investment company (a “RIC”)
under Subchapter M of the Internal Revenue Code of 1986, as amended.”® The Fund will invest

its assets, and otherwise conduct its operations, in a manner that is intended to satisfy the

delayed delivery basis as well as through a forward commitment.

“ Zero coupon securities are securities that are sold at a discount to par value and do not

pay interest during the life of the security. The discount approximates the total amount of
interest the security will accrue and compound over the period until maturity at a rate of
interest reflecting the market rate of the security at the time of issuance. Upon maturity,
the holder of a zero coupon security is entitled to receive the par value of the security.

4 The Fund currently anticipates investing in only registered open-end investment

companies, including mutual funds and the open-end investment company funds
described in BATS Rule 14.11. The Fund may invest in the securities of other
investment companies to the extent permitted by law.

46 26 U.S.C. 851.

14



qualifying income, diversification and distribution requirements necessary to establish and
maintain RIC qualification under Subchapter M.

Other Portfolio Holdings

The Fund may also, to a limited extent (under normal circumstances, less than 20% of the
Fund’s net assets), engage in transactions in futures contracts, options, or swaps in order to
facilitate trading or to reduce transaction costs.*’ The Fund’s investments will be consistent with
its investment objective and will not be used to achieve leveraged returns (i.e. two times or three
times the Fund’s benchmark, as described in the Registration Statement).

The Fund may also enter into repurchase and reverse repurchase agreements for
Municipal Securities (collectively, ‘“Repurchase Agreements”). Repurchase Agreements involve
the sale of securities with an agreement to repurchase the securities at an agreed-upon price, date
and interest payment and have the characteristics of borrowing as part of the Fund’s principal
holdings.*®

The Fund may also invest in short-term instruments (“Short-Term Instruments™),”® which

o Derivatives might be included in the Fund’s investments to serve the inveStment

objectives of the Fund. Such derivatives include only the following: interest rate futures,
interest rate options, interest rate swaps, and swaps on Municipal Securities indexes. The
derivatives will be centrally cleared and they will be collateralized. Derivatives are not a
principal investment strategy of the Fund.

8 The Fund’s exposure to reverse repurchase agreements will be covered by liquid assets

having a value equal to or greater than such commitments. The use of reverse repurchase
agreements is a form of leverage because the proceeds derived from reverse repurchase
agreements may be invested in additional securities. As further stated below, the Fund’s
investments will be consistent with its investment objective and will not be used to
achieve leveraged returns.

49 The Fund may invest in Short-Term Instruments, including money market instruments,

on an ongoing basis to provide liquidity or for other reasons. Money market instruments
are generally short-term investments that include only the following: (i) shares of money
market funds (including those advised by BFA or otherwise affiliated with BFA); (ii)
obligations issued or guaranteed by the U.S. government, its agencies or instrumentalities

15



includes exchange traded and non-exchange traded investment companies (including investment

companies advised by BFA or its affiliates) that invest in money market instruments.

Investment Restrictions

The Fund may hold up to an aggregate amount of 15% of its net assets in illiquid assets

(calculated at the time of investment), as deemed illiquid by the Adviser™® under the 1940 Act.”

50

51

(including government-sponsored enterprises); (iii) negotiable certificates of deposit
(“CDs”), bankers’ acceptances, fixed-time deposits and other obligations of U.S. and
non-U.S. banks (including non-U.S. branches) and similar institutions; (iv) commercial
paper, including asset-backed commercial paper; (v) non-convertible corporate debt
securities (e.g., bonds and debentures) with remaining maturities at the date of purchase
of not more than 397 days and that satisfy the rating requirements set forth in Rule 2a-7
under the 1940 Act; and (vi) short-term U.S. dollar-denominated obligations of non-U.S.
banks (including U.S. branches) that, in the opinion of BFA, are of comparable quality to
obligations of U.S. banks which may be purchased by the Fund. All money market
securities acquired by the Fund will be rated investment grade. The Fund does not intend
to invest in any unrated money market securities. However, it may do so, to a limited
extent, such as where a rated money market security becomes unrated, if such money
market security is determined by the Adviser to be of comparable quality. BFA may
determine that unrated securities are of comparable quality based on such credit quality
factors that it deems appropriate, which may include, among other things, performing an
analysis similar, to the extent possible, to that performed by a nationally recognized
statistical rating organization rating similar securities and issuers.

In reaching liquidity decisions, the Adviser may consider factors including: the frequency
of trades and quotes for the security; the number of dealers wishing to purchase or sell the
security and the number of other potential purchasers; dealer undertakings to make a
market in the security; the nature of the security and the nature of the marketplace trades
(e.q., the time needed to dispose of the security, the method of soliciting offers, and the
mechanics of transfer); any legal or contractual restrictions on the ability to transfer the
security or asset; significant developments involving the issuer or counterparty
specifically (e.qg., default, bankruptcy, etc.) or the securities markets generally; and
settlement practices, registration procedures, limitations on currency conversion or
repatriation, and transfer limitations (for foreign securities or other assets).

The Commission has stated that long-standing Commission guidelines have required
open-end funds to hold no more than 15% of their net assets in illiquid securities and
other illiquid assets. See Investment Company Act Release No. 28193 (March 11, 2008),
73 FR 14618 (March 18, 2008), footnote 34. See also, Investment Company Act Release
No. 5847 (October 21, 1969), 35 FR 19989 (December 31, 1970) (Statement Regarding
“Restricted Securities”); Investment Company Act Release No. 18612 (March 12, 1992),
57 FR 9828 (March 20, 1992) (Revisions of Guidelines to Form N-1A). A fund’s
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The Fund will monitor its portfolio liquidity on an ongoing basis to determine whether, in light
of current circumstances, an adequate level of liquidity is being maintained, and will consider
taking appropriate steps in order to maintain adequate liquidity if, through a change in values, net
assets, or other circumstances, more than 15% of the Fund’s net assets are held i illiquid assets.
Illiquid assets include securities subject to contractual or other restrictions on resale and other
instruments that lack readily available markets as determined in accordance with Commission
staff guidance.

The Fund may also invest up to 20% of its net assets in Municipal Securities that pay
interest that is subject to the AMT.

The Fund will not purchase the securities of issuers conducting their principal business
activity in the same industry if, immediately after the purchase and as a result thereof, the value
of the Fund’s investments in that industry would equal or exceed 25% of the current value of the
Fund’s total assets, provided that this restriction does not limit the Fund’s: (i) investments in
securities of other investment companies, (i) investments in securities issued or guaranteed by
the U.S. government, its agencies or instrumentalities, (ii)) investments in securities of state,
territory, possession or municipal governments and their authorities, agencies, instrumentalities
or political subdivisions or (iv) investments in repurchase agreements collateralized by any such

obligations.>?

portfolio security is illiquid if it cannot be disposed of in the ordinary course of business
within seven days at approximately the value ascribed to it by the fund. See Investment
Company Act Release No. 14983 (March 12, 1986), 51 FR 9773 (March 21, 1986)
(adopting amendments to Rule 2a-7 under the 1940 Act); Investment Company Act
Release No. 17452 (April 23, 1990), 55 FR 17933 (April 30, 1990) (adopting Rule 144A
under the Securities Act of 1933).

See Form N-1A, Item 9. The Commission has taken the position that a fund is
concentrated if it invests in more than 25% of the value of its total assets in any one

52
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iShares iBonds Dec 2025 AMT-Free Muni Bond ETF

According to the Registration Statement, the Fund will seek to maximize tax-free current
income and terminate on or around December 2025. To achieve its objective, the Fund will
invest, under normal circumstances,”® at least 80% of its net assets in Municipal Securities, as
defined below, such that the interest on each security is exempt from U.S. federal income taxes
and the federal alternative minimum tax (the “AMT”). The Fund is not a money market fund
and does not seek to maintain a stable net asset value of $1.00 per share. The Fund will be
classified as a “non-diversified” investment company under the 1940 Act.”

The Fund intends to qualify each year as a regulated investment company (a “RIC”)
under Subchapter M of the Internal Revenue Code of 1986, as amended. The Fund will invest
its assets, and otherwise conduct its operations, in a manner that is intended to satisfy the
qualifying income, diversification and distribution requirements necessary to establish and
maintain RIC qualification under Subchapter M.

Principal Holdings — Municipal Securities

To achieve its objective, the Fund will invest, under normal circumstances, in U.S.-dollar
denominated investment-grade fixed-rate Municipal Securities, as defined below. The Fund will

invest in both callable and non-callable municipal bonds. Investment-grade securities are rated a

industry. See, e.g., Investment Company Act Release No. 9011 (October 30, 1975), 40
FR 54241 (November 21, 1975).

53 The term “under normal circumstances” includes, but is not limited to, the absence of

adverse market, economic, political, or other conditions, including extreme volatility or
trading halts in the financial markets; operational issues causing dissemination of
inaccurate market information; or force majeure type events such as systems failure,
natural or man-made disaster, act of God, armed conflict, act of terrorism, riot, or labor
disruption, or any similar intervening circumstance.

> The diversification standard is set forth in Section 5(b)(1) of the 1940 Act.
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minimum of BBB- or higher by Standard & Poor’s Ratings Services and/or Fitch, or Baa3 or
higher by Moody’s, or if unrated, determined by the Adviser to be of equivalent quality.>® Under
normal circumstances, the Fund’s effective duration will vary within one year (plus or minus) of
the effective duration of the securities comprising the S&P AMT-Free Municipal Series Dec
2025 Index, which, as of December 15, 2015, was 8.26 years.®

Municipal securities (“Municipal Securities”) are fixed and variable rate securities issued
in the U.S. by U.S. states and territories, municipalities and other political subdivisions, agencies,
authorities, and instrumentalities of states and multi-state agencies and authorities and will
include only the following instruments: general obligation bonds,>’ limited obligation bonds (or

revenue bonds),>®, municipal notes,>® municipal commercial paper,®® tender option bonds,®

> According to the Adviser, BFA may determine that unrated securities are of “equivalent

quality” based on such credit quality factors that it deems appropriate, which may include
among other things, performing ananalysis similar, to the extent possible, to that
performed by a nationally recognized statistical ratings organization when rating similar
securities and issuers. In making such a determination, BFA may consider internal
analyses and risk ratings, third party research and analysis, and other sources of
information, as deemed appropriate by the Adviser.

%6 Effective duration is a measure of the Fund’s price sensitivity to changes in yields or

interest rates.

> General obligation bonds are obligations involving the credit of an issuer possessing

taxing power and are payable from such issuer’s general revenues and not from any
particular source.

%8 Limited obligation bonds are payable only from the revenues derived from a particular

facility or class of facilities or, in some cases, from the proceeds of a special excise or
other specific revenue source, and also include industrial development bonds issued
pursuant to former U.S. federal tax law. Industrial development bonds generally are also
revenue bonds and thus are not payable from the issuer’s general revenues. The credit
and quality of industrial development bonds are usually related to the credit of the
corporate user of the facilities. Payment of interest on and repayment of principal of such
bonds is the responsibility of the corporate user (and/or any guarantor).

> Municipal notes are shorter-term municipal debt obl