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Order Granting Accelerated Approval of Proposed Rule Change and Amendment Nos. 1
and 2 Thereto Relating to iShares® Lehman Bond Funds

Pursuant to Section 19(b)(1)* of the Securities Exchange Act of 1934 (the “Act”)? and
Rule 19b-4 thereunder, notice is hereby given that on August 24, 2006 the New York Stock
Exchange LLC (“NYSE” or “Exchange”) filed with the Securities and Exchange Commission
(“Commission”) the proposed rule change as described in Items | and 11 below, which Items have
been prepared by the Exchange. The Exchange submitted Amendment No. 1 to the proposed
rule change on November 6, 2006.* The Exchange submitted Amendment No. 1 to the proposed
rule change on December 6, 2006.> The Commission is publishing this notice to solicit

comments on the proposed rule change, as amended, from interested persons and is approving

the proposal on an accelerated basis.

! 15 U.S.C. 78s (b)(1).
2 15 U.S.C. 78a.
8 17 CFR 240.19b-4.

In Amendment No. 1, which supplemented the proposed rule change as filed, the Exchange,
among other things, represented that less than 1% of the market value of the underlying indices
consisted of Rule 144A securities; addressed the firewall procedures used by Lehman Brothers
Inc.; explained why an independent calculation agent is not required for the covered products;
provided the top-ten component weightings for each index; and clarified the applicability of trade
halts.

In Amendment No. 2, which supplemented the proposed rule change as filed, the Exchange added
disclosure to the purpose section of the filing and Exhibit 1 thereto (a) to note that the Funds
(defined below) must comply with the federal securities laws, including that the securities
accepted for deposit and those used to satisfy redemption requests are sold in transactions that
would be exempt from the Securities Act of 1933 (“Securities Act”) and in compliance with the
conditions of Rule 144A thereunder; and (b) to clarify how market capitalization is calculated for
the Underlying Index (defined below) of each Fund.



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

The Exchange proposes to list and trade shares (“Shares” or “iShares”) of the following
eight series of the iShares Trust (collectively, the “Funds™): (1) iShares® Lehman Short Treasury
Bond Fund; (2) iShares Lehman 3-7 Year Treasury Bond Fund; (3) iShares Lehman 10-20 Year
Treasury Bond Fund; (4) iShares Lehman 1-3 Year Credit Bond Fund; (5) iShares Lehman
Intermediate Credit Bond Fund; (6) iShares Lehman Credit Bond Fund; (7) iShares Lehman
Intermediate Government/Credit Bond Fund; and (8) iShares Lehman Government/Credit Bond
Fund.

I1. Self-Requlatory Organization’s Statement of the Purpose of, and Statutory Basis
for, the Proposed Rule Change

In its filing with the Commission, the Exchange included statements concerning the
purpose of and basis for the proposed rule change, as amended. The text of those statements may
be examined at the places specified in Item 111 below. The Exchange has prepared summaries, set
forth in Sections A, B, and C below, of the most significant aspects 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 has adopted listing standards applicable to Investment Company Units
(*ICUs”) and trading standards pursuant to which the Exchange may either list and trade ICUs or

trade such ICUs on the Exchange on an unlisted trading privileges (“UTP”) basis.®

In 1996, the Commission approved Section 703.16 of the NYSE Manual, which sets forth general
the rules related to the listing of ICUs. See Securities Exchange Act Release No. 36923 (March
5, 1996), 61 FR 10410 (March 13, 1996) (SR-NYSE-95-23). In 2000, the Commission also
approved the Exchange’s generic listing standards pursuant to Rule 19b-4(e) of the Act for listing
and trading, or the trading pursuant to UTP, of ICUs under Section 703.16 of the Manual and
NYSE Rule 1100. See Securities Exchange Act Release No. 43679 (December 5, 2000), 65 FR
77949 (December 13, 2000) (SR-NYSE-00-46). Such standards, however, did not contemplate



The Exchange now proposes to list and trade the following series of the iShares® Trust
(the “Trust”)” under Section 703.16 of the NYSE Listed Company Manual (the “Manual”) and
the Exchange’s Rules 1100 et seq.: (1) iShares® Lehman Short Treasury Bond Fund; (2) iShares
Lehman 3-7 Year Treasury Bond Fund; (3) iShares Lehman 10-20 Year Treasury Bond Fund; (4)
iShares Lehman 1-3 Year Credit Bond Fund; (5) iShares Lehman Intermediate Credit Bond
Fund; (6) iShares Lehman Credit Bond Fund; (7) iShares Lehman Intermediate
Government/Credit Bond Fund; and (8) iShares Lehman Government/Credit Bond Fund.

The Funds will be based on the following indexes, respectively: (1) Lehman Brothers
Short U.S. Treasury Index; (2) Lehman Brothers 3-7 Year U.S. Treasury Index; (3) Lehman
Brothers 10-20 Year U.S. Treasury Index; (4) Lehman Brothers 1-3 Year U.S. Credit Index; (5)
Lehman Brothers Intermediate U.S. Credit Index; (6) Lehman Brothers U.S. Credit Index; (7)
Lehman Brothers Intermediate U.S. Government/Credit Index; and (8) Lehman Brothers U.S.
Government/Credit Index. The indexes are referred to herein collectively as “Indexes” or

“Underlying Indexes.”

ICUs that are based on indexes containing fixed income securities, and thus the Exchange has
filed this proposal to accommodate the products that are the subject of this proposal.

The Trust is registered under the Investment Company Act of 1940 (the “Investment Company
Act”). 15 U.S.C. 80a. On July 19, 2006, the Trust filed with the Commission a Registration
Statement for the Funds on Form N-1A under the Securities Act, 15 U.S.C. 77a, and under the
Investment Company Act relating to the Funds (File Nos. 333-92935 and 811-09729) (the
“Registration Statement”).

The Commission has issued orders granting relief requested by the Trust in its Applications for
Orders under Sections 6(c) and 17(b) of the Investment Company Act for the purpose of
exempting the Funds from various provisions of the Investment Company Act. See In the Matter
of Barclays Global Fund Advisors, et al., Investment Company Act Release No. 25622 (June 22,
2002); In the Matter of Barclays Global Fund Advisors, et al., Investment Company Act Release
No. 26175 (September 8, 2003); and In the Matter of Barclays Global Fund Advisors, et al.,
Investment Company Act Release No. 27417 (June 13, 2006).

iShares is a registered trademark of Barclays Global Investors, N.A.




Operation of the Funds®

Each Fund is an “index fund” that seeks investment results that correspond generally to
the price and yield performance, before fees and expenses, of a particular index (its “Underlying
Index”) developed by Lehman.

Barclays Global Fund Advisors (“BGFA?”), the investment adviser to each Fund
(“Adviser”), is a subsidiary of Barclays Global Investors, N.A. (“BGI”). BGFA and its affiliates
are not affiliated with the Index Provider. Investors Bank & Trust Company (“Investors Bank”
or “IBT”) is the administrator, custodian and transfer agent for each Fund. SEI Investments
Distribution Co. (“SEI”) serves as the Distributor of Creation Units (as described below) for each
Fund on an agency basis. The Exchange states that SEI does not maintain a secondary market in
shares of the Funds. The Exchange also notes that SEI has no role in determining the policies of
any Fund or the securities that are purchased or sold by any Fund. Lehman Brothers, Inc.
(“Lehman Brothers”) is the Index Provider. Lehman Brothers is not affiliated with the Trust,
BGI, BGFA, Investors Bank, the Distributor, or the NYSE.

The Exchange states that BGFA uses a “passive” or indexing approach to try to achieve
each Fund’s investment objective. Unlike many investment companies, the Funds do not try to
“beat” the indexes they track and do not seek temporary defensive positions when markets
decline or appear overvalued.

Each of the iShares Lehman Short Treasury Bond Fund, iShares Lehman 3-7 Year

Treasury Bond Fund, and iShares Lehman 10-20 Year Treasury Bond Fund (the “Treasury

’ The Exchange notes that the information provided herein is based on information included in the

Registration Statement. While the Adviser (defined above) would manage the Funds, the Funds’
Board of Directors would have overall responsibility for the Funds’ operations. Further, the
composition of the Board is, and would be, in compliance with the requirements of Section 10 of
the Investment Company Act. The Funds are subject to and must comply with Section 303A.06
of the Manual, which requires that the Funds have an audit committee that complies with Rule
10A-3 under the Act.



Funds”) generally will invest at least 90% of its assets in the bonds of its Underlying Index and
at least 95% of its assets in U.S. government bonds. Each Treasury Fund also may invest up to
10% of its assets in U.S. government bonds not included in its Underlying Index, but which
BGFA believes will help the Fund track its Underlying Index. For example, a Treasury Fund
may invest in bonds not included in its Underlying Index in order to reflect changes in its
Underlying Index (such as reconstitutions, additions, and deletions). Each Treasury Fund also
may invest up to 5% of its assets in repurchase agreements collateralized by U.S. government
obligations and in cash and cash equivalents, including shares of money market funds affiliated
with BGFA.

Each of the iShares Lehman 1-3 Year Credit Bond Fund, iShares Lehman Intermediate
Credit Bond Fund, and iShares Lehman Credit Bond Fund (the “Credit Bond Funds”), and
iShares Lehman Intermediate Government/Credit Bond Fund and iShares Lehman
Government/Credit Bond Fund (the “Government/Credit Bond Funds™) will invest at least 90%
of its assets in the securities of its Underlying Index. Each Credit Bond Fund and
Government/Credit Bond Fund may invest the remainder of its assets in securities not included
in its Underlying Index, but which BGFA believes will help the Fund track its Underlying Index.
For example, a Credit Bond Fund or Government/Credit Bond Fund may invest in bonds not
included in its Underlying Index in order to reflect changes in its Underlying Index (such as
reconstitutions, additions and deletions). Each Credit Bond Fund or Government/Credit Bond
Fund also may invest its other assets in futures, options and swap contracts, cash and cash
equivalents, including money market funds advised by BGFA.

BGFA uses a Representative Sampling indexing strategy. “Representative Sampling”

involves investing in a representative sample of bonds in the relevant Underlying Index, which



has a similar investment profile as the relevant Underlying Index. Bonds selected have
aggregate investment characteristics (based on market capitalization and industry weightings),
fundamental characteristics (such as return variability, earnings valuation, duration, maturity, or
credit ratings and yield) and liquidity measures similar to those of the relevant Underlying Index.
Funds that use Representative Sampling generally do not hold all of the bonds that are included
in the relevant Underlying Index.

BGFA expects that, over time, the correlation between each Fund’s performance and that
of its Underlying Index, before fees and expenses, will be 95% or better. A correlation
percentage of 100% would indicate perfect correlation. Any correlation percentage of less than
100% is called “tracking error.” The Exchange states that a Fund using a Representative
Sampling indexing strategy can be expected to have a greater tracking error than a Fund using a
Replication indexing strategy.™

A Fund will not concentrate its investments (i.e., hold 25% or more of its total assets), in
a particular industry or group of industries, except that a Fund will concentrate its investments to
approximately the same extent that its Underlying Index is so concentrated. For purposes of this
limitation, securities of the U.S. government (including its agencies and instrumentalities),
repurchase agreements collateralized by U.S. government securities, and securities of state or
municipal governments and their political subdivisions are not considered to be issued by
members of any industry.

From time to time, adjustments may be made in the portfolio of the Funds in accordance
with changes in the composition of the Underlying Indexes or to maintain compliance with

requirements applicable to a regulated investment company (“RIC”) under the Internal Revenue

10 Replication is an indexing strategy in which a Fund invests in substantially all of the securities in

its Underlying Index in approximately the same proportions as in the Underlying Index.



Code (“Code”)."* For example, if at the end of a calendar quarter a Fund would not comply with

the RIC diversification tests, the Adviser would make adjustments to the portfolio to ensure

continued RIC status.

The Exchange states that an index is a theoretical financial calculation, while each Fund

is an actual investment portfolio. The performance of the Funds and the Underlying Indexes will

vary somewhat due to transaction costs, market impact, corporate actions (such as mergers and

spin-offs), and timing variances. The Funds’ investment objectives, policies, and investment

strategies will be fully disclosed in their prospectus and statement of additional information

(“SAI”).
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In order for the Funds to qualify for tax treatment as a RIC, they must meet several requirements
under the Code. Among these is a requirement that, at the close of each quarter of the Funds’
taxable year, (1) at least 50% of the market value of the Funds’ total assets must be represented
by cash items, U.S. government securities, securities of other RICs and other securities, with such
other securities limited for the purpose of this calculation with respect to any one issuer to an
amount not greater than 5% of the value of the Funds’ assets and not greater than 10% of the
outstanding voting securities of such issuer; and (2) not more than 25% of the value of their total
assets may be invested in securities of any one issuer, or two or more issuers that are controlled
by the Funds (within the meaning of Section 851(b)(4)(B) of the Code) and that are engaged in
the same or similar trades or business (other than U.S. government securities of other RICs).

“Other securities” of an issuer are considered qualifying assets only if they meet the following
conditions:

The entire amount of the securities of the issuer owned by the company is not greater in value
than 5% of the value of the total assets of the company; and the entire amount of the securities of
such issuer owned by the company does not represent more than 10% of the outstanding voting
securities of such issuer.

Under the second diversification requirement, the “25% diversification limitation,” a company
may not invest more than 25% of the value of its assets in any one issuer or two issuers or more
that the taxpayer controls.

Compliance with the above referenced RIC asset diversification requirements are monitored by
the Adviser and any necessary adjustments to portfolio issuer weights will be made on a quarterly
basis or as necessary to ensure compliance with RIC requirements. When a Fund’s Underlying
Index itself is not RIC compliant, the Adviser generally employs a representative sampling
indexing strategy (as described in the Funds’ prospectus) in order to achieve the Fund’s
investment objective. The Funds’ prospectus also gives the Funds additional flexibility to comply
with the requirements of the Code and other regulatory requirements and to manage future
corporate actions and index changes in smaller markets by investing a percentage of fund assets
in securities that are not included in the Fund’s Underlying Index.



Description of the Funds and the Underlying Indexes*?

The iShares Lehman Short Treasury Bond Fund seeks investment results that correspond
generally to the price and yield performance, before fees and expenses, of the short-term sector
of the U.S. Treasury market as defined by the Lehman Brothers Short U.S. Treasury Index. This
Index measures the performance of public obligations of the U.S. Treasury that have a remaining
maturity of between 1 and 12 months, are rated investment grade, and have more than $250
million or more of outstanding face value. In addition, the securities must be denominated in
U.S. dollars and must be fixed rate and non-convertible. Excluded from the Index are certain
special issues, such as flower bonds, targeted investor notes (“TINs”), and state and local
government series bonds (“SLGs”), and coupon issues that have been stripped from assets that
are already included in the Index. As of May 31, 2006, there were 43 issues included in the
Index. The Index, as for each of the Underlying Indexes, is market capitalization weighted,*?
and the securities in the Index are updated (as described below) on the last calendar day of each
month.

The iShares Lehman 3-7 Year Treasury Bond Fund seeks investment results that
correspond generally to the price and yield performance, before fees and expenses, of the

intermediate-term sector of the U.S. Treasury market as defined by the Lehman Brothers 3-7

12 For each of the Funds, a Fund’s investment objective and its Underlying Index may be changed

without shareholder approval. In such case, the Exchange would be obligated to file for approval
of listing and trading such derivative product pursuant to Section 19(b)(1) of the Act (15 U.S.C.
78s (b)(1)) as a proposed rule change, which must be approved by the Commission, to permit
continued listing and trading of the derivative product. See Telephone conference between
Florence Harmon, Senior Special Counsel, Division of Market Regulation, Commission, and
Michael Cavalier, Assistant General Counsel, NYSE, on November 17, 2006.

The Exchange states that the market capitalization of each Underlying Index’s bond component is
calculated by multiplying the price of the bond (accounting for accrued interest) by the par
amount outstanding. For investment grade corporate debt, Lehman utilizes trader marked prices
and a multi-dealer pricing matrix. For U.S. Treasuries and certain government related bonds,
Lehman marks the bonds on a daily basis. For both categories of bonds, multiple pricing sources
are also used to verify pricing determinations. See Amendment No. 2, supra note 5.
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Year U.S. Treasury Index. This Index measures the performance of public obligations of the
U.S. Treasury that have a remaining maturity of greater than or equal to 3 years and less than 7
years, are rated investment grade, and have $250 million or more of outstanding face value. In
addition, the securities must be denominated in U.S. dollars and must be fixed rate and non-
convertible. Excluded from the Index are certain special issues, such as flower bonds, TINs, and
SLGs, and coupon issues that have been stripped from assets that are already included in the
Index. As of May 31, 2006, there were 36 issues included in the Index.

The iShares Lehman 10-20 Year Treasury Bond Fund seeks investment results that
correspond generally to the price and yield performance, before fees and expenses, of the long-
term sector of the U.S. Treasury market as defined by the Lehman Brothers 10-20 Year U.S.
Treasury Index. This Index measures the performance of public obligations of the U.S. Treasury
that have a remaining maturity of greater than or equal to 10 years and less than 20 years, are
rated investment grade, and have $250 million or more of outstanding face value. In addition,
the securities must be denominated in U.S. dollars and must be fixed rate and non-convertible.
Excluded from the Index are certain special issues, such as flower bonds, TINs, and SLGs, and
coupon issues that have been stripped from assets that are already included in the Index. As of
May 31, 2006, there were 22 issues included in the Index.

The iShares Lehman 1-3 Year Credit Bond Fund seeks investment results that correspond
generally to the price and yield performance, before fees and expenses, of the investment-grade
credit sector of the U.S. bond market as defined by the Lehman Brothers 1-3 Year U.S. Credit
Index. This Index measures the performance of investment-grade corporate debt and sovereign,

supranational, local authority, and non-U.S. agency bonds™* that are U.S. dollar denominated and

14 “Local authority” bonds are U.S. municipal securities. “Non-U.S. agency bonds” are issued by

foreign government sponsored entities from developed nations but are not backed by the full faith



have a remaining maturity of greater than or equal to 1 year and less than 3 years, are rated
investment grade, and have more than $250 million or more of outstanding face value. In
addition, the securities must be denominated in U.S. dollars and must be fixed rate and non-
convertible. Excluded from the Index are structured notes with embedded swaps or other special
features, private placements, floating rate securities, and Eurobonds. As of May 31, 2006, there
were 601 issues included in the Index.™

The iShares Lehman Intermediate Credit Bond Fund seeks investment results that
correspond generally to the price and yield performance, before fees and expenses, of the
investment-grade credit sector of the U.S. bond market as defined by the Lehman Brothers
Intermediate U.S. Credit Index. This Index measures the performance of investment-grade
corporate debt and sovereign, supranational, local authority, and non-U.S. agency bonds that are
U.S. dollar denominated and have a remaining maturity of greater than or equal to 1 year and
less than 10 years, are rated investment grade, and have more than $250 million or more of
outstanding face value. In addition, the securities must be denominated in U.S. dollars and must
be fixed rate and non-convertible. Excluded from the Index are structured notes with embedded
swaps or other special features, private placements, floating rate securities, and Eurobonds. As

of May 31, 2006, there were 2,193 issues included in the Index.*®

and credit of the foreign government. See Telephone conference between Florence Harmon,
Senior Special Counsel, Division of Market Regulation, Commission, and Michael Cavalier,
Assistant General Counsel, NYSE, on November 20, 2006 (“November 20 Telephone
Conference”).

1 Regarding the top ten holdings in the Lehman Brothers 1-3 Year U.S. Credit Index, the top ten

holdings constitute 8.3% of the Index, with the largest holding constituting 1%. See Amendment
No. 1, supra note 4.

16 Regarding the top ten holdings in the Lehman Brothers Intermediate U.S. Credit Index, the top

ten holdings constitute 2.6% of the Index, with the largest holding constituting 0.3%. See
Amendment No. 1, supra note 4.
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The iShares Lehman Intermediate Government/Credit Bond Fund seeks investment
results that correspond generally to the price and yield performance, before fees and expenses, of
the investment-grade credit sector of the U.S. bond market and the total U.S. Treasury market as
defined by the Lehman Brothers Intermediate U.S. Government/Credit Index. This Index
measures the performance of U.S. dollar denominated U.S. Treasuries, investment-grade
government-related (i.e., U.S. and foreign agencies, sovereign, supranational, and local
authority) debt, and investment-grade U.S. corporate securities that have a remaining maturity of
greater than or equal to 1 year and less than 10 years, are rated investment grade, and have more
than $250 million or more of outstanding face value. In addition, the securities must be
denominated in U.S. dollars and must be fixed rate and non-convertible. Excluded from the
Index are certain special issues, such as flower bonds, TINs, and SLGs, and coupon issues that
have been stripped from assets that are already included in the Index. Also excluded from the
Index are structured notes with embedded swaps or other special features, private placements,
floating rate securities, and Eurobonds. As of May 31, 2006, there were 3,021 issues included in
the Index."

The iShares Lehman Credit Bond Fund seeks investment results that correspond
generally to the price and yield performance, before fees and expenses, of the investment-grade
credit sector of the U.S. bond market as defined by the Lehman Brothers U.S. Credit Index. This
Index measures the performance of investment-grade corporate debt and sovereign,
supranational, local authority, and non-U.S. agency bonds that are U.S. dollar denominated and

have a remaining maturity of greater than or equal to 1 year, are rated investment grade, and

v Regarding the top ten holdings in the Lehman Brothers Intermediate U.S. Government/Credit

Index, the top ten holdings constitute 6.9% of the Index, with the largest holding constituting
1.1%. See Amendment No. 1, supra note 4.

11



have more than $250 million or more of outstanding face value. In addition, the securities must
be denominated in U.S. dollars and must be fixed rate and non-convertible. Excluded from the
Index are structured notes with embedded swaps or other special features, private placements,
floating rate securities, and Eurobonds. As of May 31, 2006, there were 2,996 issues included in
the Index.'®

The iShares Lehman Government/Credit Bond Fund seeks investment results that
correspond generally to the price and yield performance, before fees and expenses, of the
investment-grade U.S. government and U.S corporate securities of the U.S. bond market as
defined by the Lehman Brothers U.S. Government/Credit Index. This Index measures the
performance of U.S. dollar denominated U.S. Treasuries, investment-grade government-related
(i.e., U.S. and foreign agencies, sovereign, supranational and local authority) debt, and
investment-grade U.S. corporate securities that have a remaining maturity of greater than or
equal to 1 year, are rated investment grade, and have more than $250 million or more of
outstanding face value. In addition, the securities must be denominated in U.S. dollars and must
be fixed rate and non-convertible. Excluded from the index are certain special issues, such as
flower bonds, TINs, and SLGs, and coupon issues that have been stripped from assets that are
already included in the index. Also excluded from the index are structured notes with embedded
swaps or other special features, private placements, floating rate securities, and Eurobonds. As

of May 31, 2006 there were 3,935 issues included in the Index.™®

18 Regarding the top ten holdings in the Lehman Brothers U.S. Credit Index, the top ten holdings

constitute 2.3% of the Index, with the largest holding constituting 0.4%. See Amendment No. 1,
supra note 4.

19 Regarding the top ten holdings in the Lehman Brothers U.S. Government/Credit Index, the top

ten holdings constitute 5.7% of the Index, with the largest holding constituting 0.8%. See
Amendment No. 1, supra note 4.

12



The Exchange represents that, as of September 29, 2006, less than one percent of the
market value of the Underlying Indexes for each of the Funds consisted of Rule 144A securities,
and no Rule 144A securities were included in the Lehman Short Treasury Index; Lehman 3-7
Year Treasury Index; and Lehman 10-20 Year Treasury Index.”

Index Provider

The Index Provider for each Fund, Lehman Brothers, is a broker-dealer. Therefore,
appropriate firewalls must exist around the personnel who have access to information concerning
changes and adjustments to an index and the trading personnel of the broker-dealer. Lehman
Brothers has represented to the Exchange that it will (1) implement and maintain procedures
designed to prevent the misuse and dissemination, in violation of applicable laws, rules and
regulations, of material non-public information relating to the Indexes licensed by BGI; and (2)
periodically check the application of such procedures, including the application of such
procedures as they relate to those persons directly responsible for changes in the composition or
calculation of the relevant Index.?

The Exchange notes that, while there is not an independent calculation agent for the

Indexes, the securities included in the Indexes are U.S. government, U.S. credit and investment-

20 See Amendment No. 1, supra note 4. Rule 144A(b) under the Securities Act provides that “[a]ny

dealer who offers or sells securities in compliance with the conditions set forth in paragraph (d) of
this section shall be deemed not to be a participant in a distribution of such securities within the
meaning of section 4(3)(C) of the Act and not to be an underwriter of such securities within the
meaning of section 2(11) of the Act, and such securities shall be deemed not to have been offered
to the public within the meaning of section 4(3)(A) of the Act.” 17 CFR 230.144A. Among the
conditions to be met in paragraph (d) is that the “securities are offered or sold only to a qualified
institutional buyer or to an offeree or purchaser that the seller and any person acting on behalf of
the seller reasonably believe is a qualified institutional buyer.” Id.

2 See November 20 Telephone Conference, supra note 14.
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grade corporate debt issues that are traded in highly liquid, transparent markets and subject to
multiple pricing sources, as described below.*

For each of the Indexes, the applicable Index constituents are reset on the last business
day of each month and remain static throughout the month. The universe of Index constituents
adjust for securities that become ineligible for inclusion in an Index during the month (e.qg.,
because of downgrades or called bonds) or for issues that are newly eligible (e.g., up-grades or
newly issued bonds) on the last business day of each month. The Indexes are valued using end
of day bid side prices, as marked by Lehman Brothers. Intra-month cash flows contribute to
monthly returns, but they are not reinvested during the month and do not earn a reinvestment
return. Total returns are calculated based on the sum of price changes, gain/loss on repayments
of principal, and coupon received or accrued, expressed as a percentage of beginning market
value. The Indexes are calculated once a day and are available from major data vendors.

The Exchange states that Lehman Brothers has represented to BGI that, in calculating the
Indexes, it utilizes multiple contributor sources to verify bond prices.?® The primary price for
each security is analyzed and compared to other third-party pricing sources through both
statistical routines and scrutiny by the Lehman Brothers research staff. Significant discrepancies
are researched and corrected, as necessary.

Net Asset Value

The Exchange states that, as with other open-end investment companies, iShares will be
issued at the net asset value (“NAV”) per share next determined after an order in proper form is
received. Investors Bank calculates the NAV for each Fund once daily Monday through Friday

generally as of the regularly scheduled close of business of the NYSE (normally 4:00 p.m.,

22 See Amendment No. 1, supra note 4.

2 See id.
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Eastern Time) on each day that the NYSE is open for trading, based on prices at the time of
closing, provided that (a) any assets or liabilities denominated in currencies other than the U.S.
dollar shall be translated into U.S. dollars at the prevailing market rates on the date of valuation,
as quoted by one or more major banks or dealers that makes a two-way market in such currencies
(or a data service provider based on quotations received from such banks or dealers); and
(b) U.S. fixed-income assets may be valued as of the announced closing time for trading in fixed-
income instruments on any day that the Bond Market Association announces an early closing
time. The NAV of each Fund is calculated by dividing the value of the net assets of such Fund
(i.e., the value of its total assets less total liabilities) by the total number of outstanding shares of
the Fund, generally rounded to the nearest cent. In calculating a Fund’s NAV, a Fund’s
investments are generally valued using market valuations. In the event that current market
valuations are not readily available or such valuations do not reflect current market values, the
affected investments will be valued using fair value pricing pursuant to the pricing policy and
procedures approved by the Trust’s Board of Trustees. The frequency with which a Fund’s
investments are valued using fair value pricing is primarily a function of the types of securities
and other assets in which the Fund invests pursuant to its investment objective, strategies and
limitations.

Investments that may be valued using fair value pricing include, but are not limited to:
(i) an unlisted security related to corporate actions; (ii) a restricted security (i.e., one that may not
be publicly sold without registration under the Securities Act); (iii) a security whose trading has
been suspended or which has been delisted from its primary trading exchange; (iv) a security that
is thinly traded; (v) a security in default or bankruptcy proceedings for which there is no current

market quotation; (vi) a security affected by currency controls or restrictions; and (vii) a security

15



affected by a significant event (i.e., an event that occurs after the close of the markets on which
the security is traded but before the time as of which the Fund’s NAV is computed and that may
materially affect the value of the Fund’s investments). Examples of events that may be
“significant events” are government actions, natural disasters, armed conflict, acts of terrorism,
and significant market fluctuations.

Continuous Distribution

Shares of the Funds will be issued on a continuous offering basis in groups of 50,000 to
100,000 iShares (as specified for each Fund), or multiples thereof. These “groups” of shares are
called “Creation Unit Aggregations” (also, “Creation Units”). The anticipated price at which the
iShares will initially trade is approximately $100. The Funds will issue and redeem iShares only
in Creation Unit Aggregations.?*

The Shares that trade in the secondary market are “created” at NAV by market makers,
large investors, and institutions (known as “Authorized Participants”) only in Creation Unit
Aggregations. Each “creator” enters into an authorized participant agreement (“Participant
Agreement”) with SEI, the Funds’ distributor, which is subject to acceptance by the transfer
agent, and then deposits into the applicable Fund a portfolio of bonds closely approximating the
holdings of the Fund and a specified amount of cash in exchange for a specified number of
Creation Units.

Similarly, Shares can only be redeemed in a specified number of Creation Units,
principally in-kind for a portfolio of bonds held by a Fund and a specified amount of cash.

Except when aggregated in Creation Units, shares are not redeemable. The prices at which

4 A Creation Unit Aggregation of 50,000 iShares would have an estimated initial value of

approximately $5,000,000.
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creations and redemptions occur are based on the next calculation of NAV after an order is
received in a form described in the Participant Agreement.

Creations and redemptions must be made through a firm that is a Depository Trust
Company (“DTC”) participant and has the ability to clear through the Federal Reserve System.
Information about the procedures regarding creation and redemption of Creation Units (including
the cut-off times for receipt of creation and redemption orders) is included in the SAI. Each
Fund will impose a purchase transaction fee and a redemption transaction fee to offset transfer
and other transaction costs associated with the issuance and redemption of Creation Units of
shares.

All orders to purchase and redeem iShares in Creation Unit Aggregations must be placed
through an Authorized Participant. An Authorized Participant must be either a “Participating
Party,” 1.e., a broker-dealer or other participant in the clearing process through the National
Securities Clearing Corporation (“NSCC”) Continuous Net Settlement System (the “Clearing
Process”), a clearing agency that is registered with the Commission, or a DTC participant, and in
each case, must enter into a Participant Agreement.?

Issuance of Creation Unit Aggregations

The Trust issues and sells Shares of each Fund only in Creation Unit Aggregations on a
continuous basis through the Distributor, without a sales load, at the NAV next determined after
receipt, on any business day (any day the NYSE is open for trading), of an order in proper form.

The consideration for purchase of Creation Unit Aggregations of a Fund generally

consists of the in-kind deposit of a designated portfolio of securities (the “Deposit Securities™),

% Such participant, if not registered as a broker-dealer, must be exempt from being (or otherwise

not required to be) registered as a broker-dealer. See November 20 Telephone Conference, supra
note 14.
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which constitutes a substantial replication, or a portfolio sampling representation, of the
securities involved in the relevant Fund’s Underlying Index (“Fund Securities”) and an amount
of cash (the “Cash Component”) computed as described below. Together, the Deposit Securities
and the Cash Component constitute the “Fund Deposit,” which represents the minimum initial
and subsequent investment amount for a Creation Unit Aggregation of any Fund.

The Cash Component is sometimes also referred to as the “Balancing Amount.” The
function of the cash component is to compensate for any differences between the NAV per
Creation Unit Aggregation and the Deposit Amount (as defined below). The Cash Component is
an amount equal to the difference between the NAV of the shares (per Creation Unit
Aggregation) and the “Deposit Amount” is an amount equal to the market value of the Deposit
Securities. If the Cash Component is a positive number (i.e., the NAV per Creation Unit
Aggregation exceeds the Deposit Amount), the creator will deliver the Cash Component. If the
Cash Component is a negative number (i.e., the NAV per Creation Unit Aggregation is less than
the Deposit Amount), the creator will receive the Cash Component. Computation of the Cash
Component excludes any stamp duty or other similar fees and expenses payable upon transfer of
beneficial ownership of the Deposit Securities, which are the sole responsibility of the
Authorized Participant.

BGFA, through the NSCC, makes available on each business day, prior to the opening of
business on the Exchange (currently 9:30 a.m., Eastern Time), the list of the names and the
required number of shares (subject to possible amendments or corrections) of each Deposit
Security to be included in the current Fund Deposit (based on information at the end of the

previous business day) for each Fund.
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Such Deposit Securities are applicable, subject to any adjustments as described below, in
order to effect creations of Creation Unit Aggregations of a given Fund until such time as the
next-announced composition of the Deposit Securities is made available. The identity and
number of shares of the Deposit Securities required for a Fund Deposit for each Fund changes as
rebalancing adjustments, corporate action events, and interest payments on underlying bonds are
reflected from time to time by BGFA with a view to the investment objective of the relevant
Fund. The composition of the Deposit Securities may also change in response to adjustments to
the weighting or composition of the component securities of the relevant Underlying Index.

In addition, the Trust reserves the right to permit or require the substitution of an amount
of cash (a “cash in lieu” amount) to be added to the Cash Component to replace any Deposit
Security that may not be available in sufficient quantity for delivery or that may not be eligible
for transfer through the systems of DTC for corporate bonds or the Federal Reserve System for
U.S. Treasury securities. The Trust also reserves the right to permit or require a “cash in lieu”
amount where the delivery of the Deposit Security by the Authorized Participant would be
restricted under the securities laws or where the delivery of the Deposit Security to the
Authorized Participant would result in the disposition of the Deposit Security by the Authorized
Participant becoming restricted under the securities laws, or in certain other situations. The
adjustments described above will reflect changes known to BGFA on the date of announcement
to be in effect by the time of delivery of the Fund Deposit, in the composition of the Underlying
Index being tracked by the relevant Fund or resulting from certain corporate actions.

Fund Deposits must be delivered through the Federal Reserve System (for cash and
government securities) and through DTC (for corporate securities) by an Authorized Participant.

The Fund Deposit transfer must be ordered by the DTC Participant in a timely fashion so as to
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ensure the delivery of the requisite number of Deposit Securities through DTC to the account of
the Fund by no later than 3:00 p.m., Eastern Time, on the Settlement Date. The “Settlement
Date” for all Funds is generally the third business day after the Transmittal Date.

A purchase transaction fee is imposed for the transfer and other transaction costs of the
Funds associated with the issuance of Creation Units of shares. The fee is a single charge and
will be the same regardless of the number of Creation Units purchased by an investor on the
same day in the amount specified in the Funds’ prospectus or SAL.

Redemptions of Creation Unit Aggregations

Shares may be redeemed only in Creation Unit Aggregations at their NAV next
determined after receipt of a redemption request in proper form by a Fund only on a business
day. A Fund will not redeem shares in amounts less than Creation Unit Aggregations.
Beneficial owners must accumulate enough shares in the secondary market to constitute a
Creation Unit Aggregation in order to have such shares redeemed by the Trust.

With respect to each Fund, BGFA, through the NSCC, makes available immediately prior
to the opening of business on the NYSE (currently 9:30 a.m., Eastern Time) on each business
day, the iden