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PERSPECTIVE
A critical part of your role as mutual fund directors is overseeing the policies and 

procedures your funds use for valuing portfolio assets. At a time of rapid evolution in 

market structures, regulations and technology, being well informed about the practices 

of your funds’ third-party valuation providers is more vital than ever. I would like to 

use this space to update you on our progress in integrating the evaluated pricing 

business now known as Securities Evaluations (SE), which Intercontinental Exchange 

acquired from S&P Global in October 2016.

My responsibilities at Interactive Data Pricing and Reference Data (PRD), a SEC 

Registered Investment Adviser that is a business unit within ICE Data Services, 

include ensuring that daily PRD evaluations for approximately 2.7 million fixed 

income instruments are consistently and timely delivered, internally published 

procedures are adhered to, and our evaluation methodologies align with prevailing 

market practices and applicable accounting frameworks.

The process of combining the separately managed SE and PRD evaluated pricing 

services and staff, described in a series of letters to clients of both businesses 

between May 2016 and September 2017, is close to completion. Municipal bonds, 

the last remaining asset class to be served by separate SE and PRD evaluation teams, 

are scheduled to be integrated on October 16, 2017. We finished integrating the 

evaluations for taxable securities -- a catchall category comprising global corporate, 

government and structured finance instruments -- on April 24, 2017. Both SE and the 

derivatives business now known as ICE CMA that was acquired along with SE have 

become part of the suite of data products and services that comprise ICE Data 

Services, ICE’s end-to-end solution for information, analytics and connectivity.

When integration concludes, only a single evaluated price will be generated for each 

security. In addition, clients will have access to a single comprehensive global reference 

database for municipal and taxable bonds within the PRD and SE delivery products.

From the outset, our post-acquisition integration plans have been designed to serve 

two key goals: producing a stronger offering for our clients by carefully integrating two 

high quality operations, and minimizing transition related disruptions to our clients’ 

existing services. 

Regarding content, we expect the integration to benefit clients by enhancing both 

quality and coverage for fixed income evaluated pricing, and reference data. Combining 

the two evaluation units will result in a net increase of evaluation staff compared to 

PRD evaluation staff preceding the acquisition. We further expect that clients will not 

experience coverage gaps or loss of their municipal bond evaluations. In fact, clients 

may experience an increase in coverage, depending on the security type.

We understand the importance of maintaining continuity and stability for our clients. 

Those objectives will continue to play a critical role as the integration process moves 

through its final stage. I welcome your questions and your feedback as we work toward 

meeting your funds’ expectations for a seamless transition.

CHRISTOPHER KRUPA
Senior Director

Global Head of Evaluations

christoper.krupa@theice.com

mailto:christoper.krupa%40theice.com?subject=
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THROUGH SEP 2017 OCT 2017 – JAN 2018

SELECT INDUSTRY DEVELOPMENTS 
AND ICE DATA SERVICES EVENTS
Directors of funds may choose to discuss with their fund advisor whether or how the industry and 

regulatory developments listed below have impacted their funds

1 PRD = Interactive Data Pricing and Reference Data
2 Full integration of OTC derivatives within Form N-PORT Service is targeted for Q1-2018
3 Timing of release depends on future actions by official bodies established to assign ISIN identifiers to derivatives

APR
ICE Data Services 
launched 
Exchange Traded 
Derivatives 
reference data

JUN 1
ICE announced 
agreement to 
acquire Bank of 
America Merrill 
Lynch Global 
Research index 
platform

AUG 31
SEC named 
Dalia Blass as 
Director of the 
Investment 
Management 
Division

SEP 20
FOMC 
announced 
balance sheet 
reduction of 
$10 billion per 
month, to start 
in October

SEP
Beta release of 
ICE Data Services 
Form N-PORT 
service

JUN 14
FOMC raised 
federal funds 
rate target by 
25 basis points 
to 1.00%-
1.25% range

JUL-SEP
ICE Data 
Services N-PORT 
Working Group 
met in New York 
(Jul 27) and 
Boston
(Sep 21)

APR 24
Integration of 
taxable bond 
evaluations 
between 
Securities 
Evaluations and 
PRD1

NOV 13
ICE Data Services 
West Coast 
Working Group 
meeting

DEC 13
FOMC policy 
statement 
followed by 
Fed Chair 
Yellen press 
conference

AUG 3
SEC announced 
departure of 
David Grim as 
Director of the 
Investment 
Management 
Division

JUL-SEP
White House 
nominated 
Hester Peirce 
(Jul 19) and 
Robert Jackson 
(Sep 1) to fill 
vacant seats on 
the SEC

AUG 1

Compliance date 
for amendments 
to Regulation S-X 
and securities 
lending 
disclosures 
in Reporting 
Modernization rule

MAY 2
U.S. Senate 
confirmed Jay 
Clayton as SEC 
Chairman

OCT 16
Integration of 
municipal bond 
evaluations 
between 
Securities 
Evaluations and 
PRD1

JUN 20
Donnelley 
Financial 
Solutions 
announced 
agreement 
with ICE Data 
Services for 
Form N-PORT 
reporting service

DEC
Production 
release of
ICE Data Services 
Form N-PORT 
service2

OCT-DEC
Reference 
pricing for OTC 
Derivatives to 
become available 
through
ICE Data Services

JAN 31
FOMC policy 
statement

OCT-DEC3

Derivative 
instruments 
(Exchange 
Traded and 
OTC) added 
to ICE Data 
Services MiFID 
II reference 
data package

JAN 3
MiFID II 
compliance date

AUG 3
U.S. Senate 
confirmed 3 
CFTC nominees: 
Christopher 
Giancarlo 
(chairman); 
Brian Quintenz, 
Rostin Behnam 
(commssioners)

APR
ICE Data Services 
launched 
initial phase
of MiFID II
reference data 
bundle

APR 5
ICE Data Services
Mutual Fund 
Directors 
Working Group 
meeting
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OVERSEEING FIXED INCOME FUNDS THAT GO
OUTSIDE THE BOX
RISKS TAKEN BY “UNCONSTRAINED” OR “MULTI-SECTOR” BOND
FUNDS CAN PRESENT SPECIAL CHALLENGES FOR BOARDS

Fixed income funds that pursue returns across a broad range of 

asset types are enjoying a resurgence in performance and cash 

flows this year, after a period of retrenchment in 2015-16. 

That makes it timely to look at the unique risks these kinds of 

funds can present for board oversight of valuation, liquidity and 

other fund management activities.

Multi-asset fixed income funds blossomed at the start of this 

decade, as the financial crisis aftermath compressed bond 

yields to historic lows while raising awareness that future 

Federal Reserve rate hikes could eventually trigger steep losses 

for traditional bond market benchmarks. Typically under the 

fund’s stated investment objective, a multi-asset fixed income 

fund manager will have discretion to make strategic shifts 

among a range of investments and strategies. This allows for a 

risk profile that can differ substantially from widely used 

investment grade benchmarks that tend to be dominated by 

high-quality, relatively liquid instruments, primarily U.S. 

Treasurys and Agency/GSE mortgage bonds.4 Reduced 

correlation with market interest rate movements has been a key 

selling point for multi-asset bond funds, also known as 

“unconstrained,” “multi-sector,” “non-traditional,” or “core 

plus.”

Stepping outside the usual bond-fund fare of investment-grade 

corporate and government bonds and Agency/GSE mortgage 

securities, these funds may make strategic allocations to 

emerging market debt, high yield debt, currencies, options and 

other derivatives, bank loans, and structured credit (CLOs), 

among other investments. Strategies can range from income 

enhancement through holding higher-yielding assets, to more 

complex tools such as selling volatility or going neutral or short 

duration5 -- a sharp contrast to traditional bond funds, whose 

investment policies generally require hewing closely to the 

aggregate index duration of approximately five years. Managers 

may undertake tactical shifts among country or currency 

exposures, asset types, and credit quality; may hold most of the 

portfolio in cash at times when the manager anticipates better 

buying opportunities ahead; and may use leverage to magnify 

holdings or allocate more than 100% of assets to a particular 

market sector.6 On the opposite pole of the risk spectrum, a 

non-traditional fund could also assume above-market duration 

exposure if its portfolio manager anticipates that 

macroeconomic or other events will spark a flight from riskier 

assets into long-term government bonds. 

From 2008 through mid-2015, Morningstar’s “nontraditional 

bond” category swelled from 24 mutual funds with a combined 

$9 billion in assets to 120 funds and $150 billion in assets.7 

Assets fled from the category in 2015 and 2016, however, after 

the rate backup scenario that drove investor interest in the 

category failed to materialize. This year, amid solid average 

returns across all Morningstar fixed income fund categories, 

non-traditional funds and a separate category denoted as 

multi-sector funds resumed attracting cash from investors. 

From January-July 2017 multi-sector funds attracted the 

third-largest cash inflows as a percentage of assets among the 

40 largest fund categories in all asset classes tracked by 

Morningstar, and nontraditional bond funds also ranked in the 

top 10.8

QUESTIONS TO CONSIDER
A fund that relies on non-standard sources of return is, by 

definition, exposed to non-standard sources of investment risk. 

In addition to risk stemming from market movements in a broad 

range of asset markets, non-traditional assets may call for 

heightened oversight of risks associated with asset valuation, 

liquidity, political or legal systems (if the fund invests in 

countries with unstable governments or uncertain commitment 

to property rights), or settlement procedures. Shareholder 

disclosures may benefit from additional review in this area.

4 The Cracked Benchmark? Why Some Investors Want a New Standard for Bonds, MarketWatch, July 24, 2017. Matthew Bartolini, Why I Quit the Agg, and Why You Should Too, 

State Street Global Advisors SPDR Blog, June 12, 2017.
5 The 2017 Bond Strategy Backed By Goldman and BlackRock, Bloomberg News, January 3, 2017.
6 For a portion of 2014, one $20 billion-plus fund reportedly had 65% of its assets in cash, and still held a 45% cash holding as of March 2015. Joshua Brown, The Biggest 

Mistake Investors Are Making Right Now, Fortune, March 25, 2015.
7 Are Non-Traditional Bond Funds Right for Clients?, Investopedia.com, August 29, 2016.
8 Nathan Behan, A Macro View: What Do Mutual Fund Flows Tell Us About the Average Investor’s Mindset?, PMC Weekly Review, August 18, 2017.

http://www.marketwatch.com/story/the-cracked-benchmark-why-some-investors-want-a-new-standard-for-bonds-2017-07-21
http://blog.spdrs.com/post/why-i-quit-the-agg-and-why-you-should-too
https://www.bloomberg.com/news/articles/2017-01-03/the-2017-bond-strategy-that-goldman-blackrock-and-tcw-all-back
http://fortune.com/2015/03/25/unconstrained-bond-funds-risk/
http://fortune.com/2015/03/25/unconstrained-bond-funds-risk/
http://www.investopedia.com/articles/financial-advisor/082916/are-nontraditional-bond-funds-right-clients.asp
http://www.investpmc.com/insights/commentaries/pmc-weekly-review-august-18-2017
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Funds that seek low correlation with traditional bond markets 

also present unique considerations for benchmark selection and 

oversight. And regulatory reporting may be more challenging for 

non-traditional portfolios than for traditional ones -- particularly 

when the expanded data requirements of the SEC’s new rules 

addressing Investment Company Reporting Modernization and 

Liquidity Risk Management Programs kick in during 2018. 

(Both those rules are discussed in separate articles in this 

issue of U.S. Fund Directors Insight.)

Oversight challenges may become more acute when:

• The fund is materially exposed to asset types that other 

funds overseen by the board invested in either intermittently 

and in small allocations, or not at all.

• The fund was launched only recently and represents an initial 

foray into this product type for the particular fund family.

Boards responsible for overseeing unconstrained, multi-sector, 

core-plus or other non-traditional bond funds may consider 

questions such as the following:

• How do the adviser’s risk management procedures provide for 

assessing risks associated with newly added asset types not 

previously owned by the fund or by any other portfolio 

managed by the adviser?

• Are the adviser’s policies and procedures regarding asset 

valuation and liquidity risk appropriate for the fund’s full 

range of potential holdings and investment strategies? Do 

periodic reviews incorporate consideration of specific 

additional asset types or investment strategies the fund may 

utilize in the foreseeable future? 

• What steps have been taken to resolve any issues associated 

with producing all disclosures required by Form N-PORT for 

non-traditional assets held by the fund?

• What index does the fund use as a performance benchmark? 

 ○ Does a custom benchmark need to be created to reflect 

non-traditional assets or strategies utilized by this fund?

 ○ What is the adviser’s process to track the appropriateness 

of the benchmark to the fund?

ICE DATA SERVICES RESPONSE
Fixed income evaluated prices: ICE Data Services’ Interactive 

Data Pricing and Reference Data delivers end-of-day 

evaluations for approximately 2.7 million fixed income and 

international equity issues representing approximately 135 

countries and over 50 different currencies. We also offer 

intra-day Continuous Evaluated Pricing for U.S. and global 

fixed income securities, including emerging market securities.

OTC derivatives pricing and analytics: ICE Data Services’ 

SuperDerivatives provides valuation calculation services 

supported by a dedicated quantitative analysis team that have 

implemented models for the calculation of OTC derivatives, 

including bespoke complex structures in the portfolio. 

Comprehensive multi-asset coverage encompasses FX, 

commodities, energy, interest rates, equities and credit 

derivatives (including CDS for more than 2,000 single names 

and 250 credit indices). Related services include a 

comprehensive suite of analytics tools and independent market 

risk reference data for derivatives across multiple asset types. 

Portfolio analytics: BondEdge® provides security, portfolio and 

cash flow analytics to help investment professionals manage 

risk and returns for multi-asset portfolios relative to an array of 

leading indices and liability benchmarks. Coverage includes 

more than 2.7 million domestic and international fixed income 

and equity securities and a broad range of derivatives, 

augmented by access to benchmarks from leading fixed income 

and equity index providers. 

Reference data: Throughout 2016 and 2017 we made 

substantial investments in upgrading our reference data 

coverage, completeness and timeliness, with emphasis on 

markets beyond the U.S. We subscribed to multiple external 

reference data feeds providing data for hundreds of thousands 

of securities from South America, Europe and Asia-Pacific, 

including eurobonds. In addition, in April 2017 we launched 

exchange traded derivatives reference data for futures and 

options on a wide range of asset types from seven ICE 

exchanges encompassing North America, Europe and Asia. 

Liquidity metrics: ICE Liquidity Indicators™ provides security-

level liquidity metrics for a growing range of asset types. The 

service uses a transparent methodology to assign a liquidity 

score to an individual security and provides estimates of trade 

volume capacity, projected future price volatility, projected 

days to liquidate, and projected market price impact based on 

market stress conditions specified by the user. First offered in 

2015 for corporate and municipal bonds, coverage currently 

includes asset-backed and structured mortgage-backed 

securities, Agency/GSE debentures, convertibles, EMEA and 

Asia-Pacific securities, Euro ABS, and most recently global 

equities. Current plans call for adding coverage of leveraged 

loans as the next target deliverable in the coming months.

Regulatory reporting: To assist our mutual fund clients with 

their reporting needs under the SEC’s Investment Company 

Reporting Modernization rule, ICE Data Services is working with 

Donnelley Financial Solutions and other regulatory reporting 

and software platforms to provide a Form N-PORT reporting 

service (described in a separate article in this issue of U.S. 

Fund Directors Insight).

Performance benchmarks: ICE Data Indices has a broad 

offering of indices available across asset classes to assist you 

with your benchmarking needs.
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SEC LIQUIDITY RULES ADVANCE
TOWARD IMPLEMENTATION
COMPLIANCE EFFORTS SPOTLIGHT INTERDEPENDENCE AMONG FUND ADVISERS, 
BOARDS, SUB-ADVISERS, DATA VENDORS, AND THE SEC ITSELF

It’s crunch time for funds preparing to implement the rules for 

Investment Company Liquidity Risk Management Programs that 

the SEC finalized in October 2016. Among the rules’ key 

provisions are requirements that open-end mutual funds 

(including open-end ETFs but not money market funds):

• Adopt written liquidity risk management programs. Each 

fund’s board of directors will be required to approve the 

program and oversee its adequacy and effectiveness, 

including reviewing a written report from the program’s 

administrator of the adequacy of the program at least once a 

year. 

• Classify each portfolio asset into one of four buckets based 

on number of days reasonably expected for an investment to 

be convertible to cash (or, in the case of the less-liquid and 

illiquid categories, sold or disposed of) that the fund would 

“reasonably anticipate trading,” without “significantly 

changing” the investment’s market value.

• Establish a minimum proportion of “highly liquid assets” 

(able to be converted to cash within three business days).

• Hold no more than 15% of the portfolio in “illiquid” assets 

(requiring greater than seven calendar days to be sold or 

disposed of).9

The compliance deadline is December 1, 2018 for fund 

families with more than $1 billion in net assets under 

management, and June 1, 2019 for smaller fund families.

The SEC liquidity rules are accelerating industry adoption of 

formal, technology-enabled criteria and tools to assess liquidity 

of securities and portfolios, as a supplement to the traditional 

emphasis on the judgment of a fund’s traders and portfolio 

managers. As of February 2017, several fund companies were 

already either using or actively testing liquidity risk 

measurement systems; a number of firms that were testing at 

that time indicated that they expected to make decisions 

around implementation in the second half of 2017, following 

board approval.10 In a subsequent live poll of the audience at 

our May 2017 annual Funds Advisory Board conference, 

approximately two-thirds of the 38 respondents said they were 

between 30% and 50% of the way toward implementing the 

SEC liquidity rules, with the remainder split equally among 

firms above and below that range.

Fund industry participants and observers have cited several 

facets of the rule that could pose challenges for 

implementation and/or oversight:

• The lack of clear SEC guidance regarding definitions of key 

concepts including “significant price impact” and 

“reasonable trade size” will make it difficult for the industry 

to develop a consensus approach for quantifying liquidity. 

Instead, observers expect liquidity classifications for the 

same or similar securities to vary among different advisers.11

• In view of liquidity’s dynamic nature, funds will have to 

calculate and update liquidity classifications for their 

portfolios far more frequently than the monthly reports 

required by the SEC. Any fund’s liquidity management 

system must be able to identify breaches of the fund’s stated 

minimum for highly liquid assets or the SEC-mandated 15% 

maximum for illiquid assets as soon as a breach occurs, so it 

can be reported to the SEC as the rule requires. 

• Breaches of the thresholds for highly liquid assets or illiquid 

assets can be caused by factors beyond a fund’s control, 

such as market activity or a spike in redemptions. A fund 

that was managing its liquidity effectively could then be 

forced to buy or sell assets to restore a calculated liquidity 

level. 

• The task of re-establishing a desired liquidity level by 

altering portfolio composition is further complicated by the 

difficulty of predicting a fund’s future redemption levels. 

• The SEC does not specify the time period allowed for funds 

to correct breaches of the highly liquid assets minimum or 

the illiquid assets maximum.

The following thoughts were offered by Norm Champ, a partner 

at Kirkland & Ellis who headed the SEC’s Division of 

Investment Management from 2012-2015, at our May 2017 

conference:

• Within a “reasonable period” after implementation, the 

commission probably will gather data to help shape future 

liquidity-related examination topics and potential 

9 The highly liquid assets minimum is a new requirement created by this rule. The 15% cap on illiquid investments codifies a requirement already established by past SEC guidance.
10 Remarks made by industry presenters at ICE Data Services’ Liquidity Working Group program, February 23, 2017.
11 SEC Liquidity Rules May Trigger Forced Sales, Funds Warn, Risk.net, June 20, 2017.

https://www.sec.gov/rules/final/2016/33-10233.pdf
https://www.risk.net/asset-management/5293756/sec-liquidity-rules-may-trigger-forced-sales-funds-warn
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enforcement actions by conducting a sweep focused on 

liquidity risk. 

• The commission nowadays aims to identify potential issues 

and risks in advance, rather than primarily reacting to issues 

after they occur through enforcement actions. 

• Advisers should write down what they are doing and how 

-- such as, the methodology they use for determining a 

security’s liquidity classification, including the assumptions 

involved in establishing the appropriate “significant value 

impact” and “reasonable trade size.” The documentation 

should provide insight into the adviser’s thought process as 

well as documenting specific actions taken.

QUESTIONS TO CONSIDER
Some of the same principles boards have adopted when 

overseeing fund valuations are transferable to the oversight of 

liquidity risk, according to Norm Champ. His suggestions for 

boards include:

• Understand the adviser’s process

• Oversee and monitor its implementation

• Review tests of the process, to confirm that policies are 

being followed

• The board need not participate directly in the fund’s 

day-to-day process

Boards may consider asking their advisers questions such as 

the following:

• Explain how our planned liquidity risk management solution 

will dynamically monitor portfolio liquidity.

 ○ Will it provide a capability to pre-score any contemplated 

portfolio changes to gauge the impact on various liquidity 

measures? 

• Describe how the planned liquidity risk management solution 

will be integrated within portfolio management workflows. 

• Describe the portfolio management team’s role in the process 

of analyzing prospective liquidity solution vendors’ 

methodology, coverage, quality, and functionality.

• Describe the methodology being used to establish 

“significant value impact” and “reasonable trade size” for 

liquidity classification purposes. 

 ○ What records exist that document the thought process and 

specific actions taken regarding such determinations?

• What is the adviser’s contingency plan for bringing fund 

holdings of “highly liquid” assets back above the fund’s 

stated minimum after a breach? 

 ○ How will the planned liquidity risk management solution 

support that process? 

• On the opposite end of the liquidity spectrum, what is the 

adviser’s contingency plan for bringing fund holdings of 

illiquid assets below the 15% maximum after a break above 

that level? 

 ○ How will the planned liquidity risk management solution 

support that process? 

• How does the liquidity risk management plan account for the 

impact of extrinsic factors such as market activity or an 

increase in redemptions? 

 ○ How do the plan and any related technical tools manage 

the risk that the fund could be forced to buy or sell assets 

to restore a calculated liquidity level, solely due to market 

movement or shareholder redemptions?

• How does the liquidity risk management plan provide for 

shareholder redemptions data that is controlled by sub-

advisers or other third parties? 

• Has the board been apprised of all key dates in the adviser’s 

implementation plan for the SEC liquidity rule, and the current 

status of efforts to implement each significant plan segment?

ICE DATA SERVICES RESPONSE
While actively engaging in research and developing our 

approach to measuring liquidity over the years, ICE Data 

Services and its affiliated companies have regularly sought 

industry feedback as a source of validation and potential 

insights. We have conducted client surveys on a number of 

occasions addressing questions related to measuring and 

managing portfolio liquidity. Responses to two key questions 

from our most recent poll on this topic, conducted in June 

2017, are displayed below.

WHAT DEGREE OF MOVEMENT ARE YOU CONSIDERING TO 
QUALIFY AS A “SIGNIFICANT VALUE IMPACT”?

AT WHAT LEVEL ARE YOU CONSIDERING TO APPLY YOUR 
“SIGNIFICANT VALUE IMPACT”?

0.25%

0.50%

0.75%

1.00%

2.00%

5.00%

>5%

6%

21%

4%

32%

19%

7%

10%

SECURITY

ASSET CLASS

PORTFOLIO

FUND COMPLEX

55%

21%

19%

5%

195 Responses

198 Responses
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HOW WOULD YOU BEST DETERMINE A “REASONABLE TRADE SIZE” (RTS) FOR A PORTFOLIO OF SECURITIES?

INDUSTRY POLLING (JUNE 2017)

We have had many interactions with the SEC, Investment Company Institute, and industry working groups on the subject of liquidity. 

The comment letter we submitted on the SEC Liquidity Risk Management rule proposal was cited 15 times in the final rule. We met 

with the SEC staff on three occasions preceding release of the final rule, and once again following release of the final rule. Since 

2015 we have presented on liquidity risk measurement to ICI committees on several occasions, most recently in September 2017, 

and to the Mutual Fund Directors Forum.

Liquidity risk management was a featured discussion topic at five industry programs sponsored by ICE Data Services thus far in 

2017:

• Liquidity Working Group (February 23 in New York)

• West Coast Working Group (March 28 in Pasadena, California)

• Mutual Fund Directors Working Group (April 5 in New York)

• Funds Advisory Board (May 16 in New York)

• Form N-PORT Working Group (July 27 in New York; see separate article elsewhere in this newsletter)

Our dialogues with the industry played a formative and ongoing role in the evolution of ICE Liquidity Indicators™, our primary 

offering to assist firms complying with the SEC Liquidity Risk Management rules. ICE Liquidity Indicators uses a wide range of 

market data to derive estimates of projected trading volume, projected days needed to liquidate a position, and projected market 

price impact from liquidating a position. Outputs are contingent on assumptions set by the user, including market stress level, 

acceptable market price impact and reasonable trade size. During 2017, the service was enhanced to support classifying a user’s 

holdings with the SEC’s four aggregate portfolio liquidity buckets (Highly Liquid, Moderately Liquid, Less Liquid, and Illiquid). ICE 

Liquidity Indicators coverage recently expanded from fixed income securities to U.S. equity securities, effective August 28, 2017. 

The service can be used to compare and rank peer funds in terms of portfolio-level liquidity.

We have used prior issues of U.S. Fund Directors Insight to convey our perspective on liquidity to the fund director community and 

solicit your feedback. Volume 1, Number 2 (published in June 2015) spotlighted regulators’ rapidly growing interest in the topic, a 

few months before the SEC first proposed a Liquidity Risk Management Programs rule for funds in September of that year. Volume 

2, Number 1 (published in March 2016) included a discussion of liquidity risk measurement and oversight, tied to the SEC’s 

December 2015 sweep of high-yield bond mutual funds that followed the abrupt shutdown of one fund that held distressed 

securities.

A pro-rate slice across the portfolio, based on past redemption 

trends (e.g., 2%, 5%, 10%, etc.)

A security-specific RTS, based on a practical and realistic 

liquidation scenario, where some securities would be favored 

for trading and others would opt to be held longer in the find

An algorithmically determined, security-specific RTS, based on 

variables including projected trade volume capacity, past 

trading behavior, or other inputs

A fixed RTS for all securities held in the fund (e.g., RTS = 

$5MM or full position size if less that $5MM, for instance) 58 Responses

44.8%

31.0%

19.0%

5.2%

http://www.sec.gov/comments/s7-16-15/s71615-23.pdf
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FUNDS GEAR UP FOR EXPANDED SEC DATA
REPORTING REGIME

NEWLY REQUIRED FORM N-PORT AND FORM N-CEN POSE DATA ROUTING AND 
MANAGEMENT CHALLENGES FOR FUNDS AND KEY THIRD PARTIES THEY INTERFACE WITH

The breadth, depth and frequency of information in mutual 

funds’ periodic reports to the SEC will expand dramatically in 

June 2018 as a result of the new SEC rule addressing 

Investment Company Reporting Modernization. Finalized in 

October 2016, the rule adds extensive disclosure requirements 

through two newly required forms that replace existing Form 

N-Q and Form N-SAR:

• Form N-PORT requires funds to report monthly on a wide 

range of security-level information to the SEC for the first 

time. The first installment of this form is due in July 2018 

(reporting information as of June 2018) for fund families 

with more than $1 billion under management, and in July 

2019 for smaller fund families.

• Form N-CEN, filed annually, imposes new disclosures for 

securities lending activities, counterparty information, details 

of derivatives exposures, and general information. The first 

filing is due in August 2018 or later, depending on the 

fund’s fiscal year-end date.

Form N-PORT requires hundreds of data elements and in 

certain instances, three months of trailing data in each monthly 

submission. Certain portions of the N-PORT disclosures will be 

released to the public; other portions will remain confidential; 

and still others, including liquidity classifications, will be made 

public only at portfolio level. 

The new disclosures encompass asset and issuer 

classifications, derivatives, securities lending and repo/reverse 

repo activities, a wide swath of reference and other data for 

debt instruments, instrument level fair value hierarchy 

classifications (Level 1, 2 or 3) in accordance with U.S. GAAP, 

country of domicile and country of risk, and a range of risk 

metrics for funds with 25% or greater exposure to debt, interest 

rate and certain other derivatives. Where applicable, risk 

metrics will be required at the portfolio level (disaggregated by 

currency and maturity/duration buckets), although not for each 

individual asset. For derivatives, in addition to the Form 

N-PORT disclosures, significant new disclosures must be added 

to funds’ financial statements under amendments to Regulation 

S-X adopted as part of the Reporting Modernization rule. 

The SEC XML schema lists 19 allowable codes representing 

asset types and eight codes representing issuers; a fund must 

assign one asset type code and one issuer code to each 

instrument in its portfolio. ICE Data Services’ discussions with 

industry participants suggest that the process of classifying 

holdings based on the SEC’s codes may prove challenging for 

funds and may lead to inconsistent outcomes across different 

fund families. A Frequently Asked Questions document for 

Reporting Modernization published by the SEC on June 1 

contained guidance for classifying a small number of asset 

types. However, fund professionals have spotlighted what they 

see as a lack of clarity regarding asset type and issuer 

classifications for many instruments not addressed in the first 

FAQ, as well as definitions of certain reference data elements 

required on Form N-PORT, and whether certain assets should 

be excluded from calculations of portfolio-level risk metrics 

such as duration. The SEC might address some of those 

questions in future FAQ updates.

QUESTIONS TO CONSIDER
In a live poll of the audience at ICE Data Services’ May 2017 

annual Funds Advisory Board conference, approximately 

two-thirds of the 35 respondents said they were between 30% 

and 50% of the way toward implementing the Reporting 

Modernization rule, while another 20% said their efforts were 

at least 60% complete.

Boards may consider questions such as the following:

• Has the board been apprised of all significant target dates in 

the adviser’s implementation plan for the SEC Reporting 

Modernization rule, and the current status of efforts to 

implement each major plan segment?

• How does the implementation plan provide for access to data 

that is controlled by our fund administrators, sub-advisers, 

pricing vendors and other third parties? 

 ○ Are arrangements in place with all third parties to share 

portfolio and other data for our funds that may be needed 

to populate Form N-PORT and Form N-CEN? 

• Which entity will perform the work of combining instrument-

level metrics into portfolio-level and segment-level 

https://www.sec.gov/rules/final/2016/33-10231.pdf
https://www.sec.gov/info/edgar/specifications/form-n-port-xml-tech-specs-1_d.htm
https://www.sec.gov/investment/investment-company-reporting-modernization-faq
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12 “Donnelley Financial Solutions and ICE Data Services Offer Filing Solution for SEC’s Reporting Modernization Rule” Press release, June 20, 2017.

aggregates for disclosures requiring such aggregation? 

 ○ How will the adviser verify the methodologies, processes 

and results of the aggregate calculations? 

 ○ What is the plan to reconcile potentially inconsistent 

information provided by different sub-advisers who hold 

the same instrument?

• What arrangements are being made to enable the adviser to 

correct or challenge vendors’ calculations or judgments 

regarding particular data points in our N-PORT reports?

• Have the adviser, fund administrator or other third party 

identified any holdings of our funds, or any data points our 

funds must disclose on Form N-PORT, whose classification or 

means of calculation for that form appear ambiguous or 

problematic? 

 ○ Describe efforts being undertaken by the adviser and/or 

the third parties to resolve ambiguities or other anticipated 

issues with producing any required N-PORT disclosures.

ICE DATA SERVICES RESPONSE
We have agreements in place with Donnelley Financial 

Solutions and other regulatory reporting and software platforms 

to provide a Form N-PORT reporting service to support funds’ 

new data requirements stemming from the SEC’s Investment 

Company Reporting Modernization rule. The service, which 

currently provides limited data on a test basis for portfolios 

submitted by clients, is targeted to integrate additional 

instrument types and data fields in stages between now and 

March 2018, with most of the service expected to be fully 

functional by the end of 2017. The offering draws data on 

funds’ holdings from existing ICE Data Services product 

offerings that provide evaluated pricing, reference data, 

derivatives prices and fixed income risk analytics, together with 

new content we are creating specifically for Form N-PORT. Data 

are then aggregated from instrument level to portfolio or 

segment level where prescribed by the SEC rule, structured into 

Form N-PORT file formats and submitted to the SEC through 

Donnelley’s ArcFiling reporting platform12 or other third-party 

platforms.

We have organized and/or participated in industry events 

designed to share N-PORT related observations, concerns and 

questions with peers, and for us to deepen our understanding 

of the concrete challenges our clients face in their preparations 

for the Reporting Modernization rule. ICE Data Services 

sponsored N-PORT Working Group discussions on July 27 in 

New York and September 21 in Boston. Representatives from 

ICE Data Services, Donnelley Financial Services and Eagle 

Investment Solutions discussed perspectives on the SEC rule 

and our planned offering related to it through an industry 

webinar on March 30, sponsored by Donnelley. Additional 

industry webinars are being planned.

An important focus of these meetings is sharing perspectives 

about ambiguities associated with certain Form N-PORT data 

elements. For example, the SEC in its FAQ document indicates 

that funds have the option of reporting mortgage TBAs as either 

derivatives or securities, depending on how the fund 

characterizes those instruments in its internal and shareholder 

reports. We intend to classify the TBA asset type as “ABS-

MBS.” We are aware of many more instruments that raise 

questions for asset type and/or issuer classification, and we are 

working with clients and the SEC to resolve them.

http://www.businesswire.com/news/home/20170620005106/en/Donnelley-Financial-Solutions-ICE-Data-Services-Offer
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ODD LOT VALUATIONS:
A WORK IN PROGRESS
INDUSTRY GROPES TOWARD CLARITY AND CONSENSUS ON PRICING SMALL-SIZED 
POSITIONS WITHIN A MARKET ECOSYSTEM ORIENTED TOWARD INSTITUTIONAL SIZE LOTS

In the wake of an SEC enforcement action settled in December 

2016,13 funds and boards are refining practices for valuing 

positions too small to be sold in a round lot. While there does 

not seem to be consensus on best practices as yet, a sustained 

trend toward increased market transparency is fueling the 

creation of new tools to design and test various approaches 

toward valuing odd lot holdings.

The latest Deloitte valuation survey report issued in September 

2017 documents the fund industry’s heightened interest in this 

topic over the past year. The proportion of survey participants 

who reported having conversations with their pricing vendor 

about odd lot valuations jumped to 60% in 2017 from 37% a 

year earlier. The proportion who reported performing analyses to 

determine whether odd lots should be valued differently than 

round lots showed a similarly steep rise, from 47% from 26% 

in the prior year’s survey. And 22% reported modifying policies, 

procedures, practices, or internal controls for odd lots.

The SEC settlement order suggests funds should review 

valuation policies and procedures to ensure they include 

“sufficient objective checks or guidance for elevating pricing 

issues to the Pricing Committee or Valuation Committee.”

In the ensuing months, fund companies have been reassessing 

current practices in order to identify and address any 

discrepancies between their valuations and the prices at which 

an orderly transaction to sell the asset would take place 

between market participants at the measurement date under 

current market conditions.14 The overall picture conveyed by 

fund participants in industry working groups and forums is that 

these efforts are a work in progress, with considerable variation 

across firms. Measures under exploration include:

• To develop a basis for adjusting vendor prices to better 

reflect the potential exit price for small-size holdings, 

systematically compare vendor prices with prices received for 

small-lot sales, segregated by fixed income market sector. 

Where the exit prices and the vendor prices differ 

substantially, calculate a fair valuation adjustment factor for 

the applicable market sector. Then apply that factor to 

vendor prices for portfolio holdings throughout the sector 

that fall below certain size thresholds.

• Review disclosures about odd lots in prospectuses, annual 

reports, and all other shareholder communications.

• A fund’s decision on how to treat the valuation of an odd lot 

can vary based on fund strategy or holdings across the fund 

complex. When a fund company aggregates odd lots in its 

fair value process, it may choose to aggregate holdings across 

all portfolios or aggregate holdings by strategy. The latter 

choice could potentially produce two different valuations for 

the same security.

QUESTIONS TO CONSIDER
Boards may consider questions such as the following:

• How does fund management define what constitutes an odd 

lot?

• When valuing holdings of small size, how if at all does fund 

management adjust prices received from external sources 

that were intended for institutional size lots?

• Does the fund ever immediately value new small size 

holdings at vendor prices that are higher than the price the 

fund paid to purchase the position? 

• How does the adviser’s pricing policy provide for establishing 

a reasonable basis to believe that positions smaller than an 

institutional lot can in fact be sold at the values the fund 

uses to calculate NAV? 

 ○ What documentation exists to demonstrate that the stated 

procedures are consistently followed? 

• Does the pricing policy specify conditions for escalating a 

pricing issue (whether involving odd lots, or not) to a pricing 

committee, a board member, or a committee of the board? 

 ○ Has an odd lot pricing issue been escalated to the 

13 The adviser paid $19.8 million to settle the case, including a $18.3 million civil penalty plus disgorgement and interest. Investment Advisers Act of 1940 Release No. 4577
14 While stating that “it is not necessarily improper to value an odd lot at a pricing vendor mark,” the SEC settlement order suggested that in such instances a fund might need 

to conduct “contemporaneous review or analysis to determine if… odd lots could in fact be sold at or near the pricing vendor marks.”

https://www2.deloitte.com/content/dam/Deloitte/us/Documents/financial-services/us-fsi-fair-valuation-pricing-survey-fifteenth-edition.pdf
https://www.sec.gov/litigation/admin/2016/ia-4577.pdf
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committee level or discussed at the board level recently or 

in the past?

• Are the adviser’s surveillance procedures able to identify and 

scrutinize instances where valuations of one or more odd lot 

holdings might influence NAV and contribute to the reported 

performance of the fund? 

 ○ If such an instance occurred, would the adviser’s 

disclosure policies and procedures ensure that the sources 

of fund performance would be fully and accurately 

disclosed in the fund’s periodic reports and any 

commentaries the adviser puts out?

ICE DATA SERVICES RESPONSE
• Interactive Data Pricing and Reference Data, an ICE Data 

Services company, does not produce separate evaluations for 

odd-lot positions. Interactive Data Pricing and Reference 

Data’s bid side evaluations are market-based measurements 

that represent our good faith opinion as to what the holder 

would receive in an orderly transaction for an institutional 

round lot position (typically 1MM or greater current USD or 

local currency equivalent) under current market conditions. 

• The extent to which smaller or retail sized lot transactions 

are considered in our evaluation process is governed by 

several factors, including the asset type, the amount 

outstanding and the type of security. 

 ○ A document that further details how lot size is considered 

in our evaluated prices is available on request.

• We continue to collaborate with the funds industry on the 

development of valuation best practices and to share 

perspectives from different participants within this 

community. Odd lot valuation practices was an agenda topic 

at our annual Funds Advisory Board (FAB) client conference 

on May 16, 2017, and at our West Coast Working Group 

meeting on March 28, 2017. 

• In a live poll of the audience at our FAB conference, 50% of 

34 respondents defined an odd lot trade as less than $1 

million current face in most markets. 21% chose a 

$500,000 ceiling and 26% chose a $250,000 ceiling.15

• Our clients have been considering analytics currently 

generated by ICE Data Services, including transaction 

size-adjusted markups and markdowns as compared to our 

institutional round-lot evaluated prices, to help assist funds 

in measuring if there are any potential material exposures 

from odd-lot positions. This type of analysis can support 

ongoing policies and procedures set by fund management to 

routinely examine whether any odd-lot pricing adjustments 

are appropriate.

15 The latest Deloitte valuation survey report states that most survey participants appear to tag odd-lots as being $1 million or less, but 24% percent said the size would differ 

based on asset class.
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RECENT BOARD QUESTIONS RECEIVED
BY ICE DATA SERVICES
Question: Which outside vendors does Interactive Data Pricing and Reference Data depend on to produce evaluations, and what 

steps do you take to verify they are reliable?

Answer: We currently rely on three vendors to produce valuations for certain fixed income and other instruments that we redistribute 

to our clients. SVCSM (a service of SS&C Technologies, Inc.) provides valuations for Canadian dollar-denominated securities. Pluris 

Valuation Advisors LLC provides valuations for certain auction rate securities; and Bank of America/Merrill Lynch PriceServe 

provides CDO/CLO and other supplemental instrument valuations. In addition, a fourth vendor, Intex Solutions, provides us with 

cashflow data for structured securities that we require in order to evaluate such securities.

Other vendors that provide data or services to Interactive Data Pricing and Reference Data (PRD) for our evaluations are considered 

to be valuable sources, but we believe that we could continue producing evaluations if a particular non-critical market data vendor’s 

service was interrupted.

Since 2015 our process for vendors whose valuations we redistribute to our clients also requires an annual on-site due diligence 

meeting with PRD, focused primarily on examining the vendor’s evaluation processes and related oversight controls. These meetings 

also review the vendor’s current support processes, challenges, process for adding new securities, and plans to make changes to 

their current offering. In addition, Intex Solutions is being incorporated into our on-site due diligence meeting program.

Our due diligence process also includes an annual detailed questionnaire sent to all vendors. Responses are reviewed by the vendor 

management team of our parent company, Intercontinental Exchange, Inc., and results of the review are shared with the appropriate 

business unit and Evaluated Services management. Ongoing oversight and monitoring is performed to confirm that contract terms 

are met and the product or service continues to meet current needs. In addition, the PRD Compliance department works in 

coordination with ICE’s Vendor Management team and the Evaluated Services group to help towards robust due diligence being 

performed with respect to external vendors.

Question: Describe your safeguards against cyber threats or attacks on your network, computers and other resources?

Answer: Intercontinental Exchange, Inc. maintains the integrity of the data within our systems/applications through policies and 

procedures covering information security, access to systems/applications, change management, and privacy/confidentiality, among 

others.

Information systems and networks are protected by security measures deployed using a multi-tiered strategy, including such 

technologies as multi-level virus protection, host and network based intrusion detection systems, multiple packet, application and 

proxy based firewalls, patch management, and application firewalls, among others. We utilize commercial vendor software to run 

threat and vulnerability assessments for external and internet facing systems at regular intervals.
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FURTHER INFORMATION
icedataservices@theice.com theice.com/data

Past editions of this newsletter or 

any other ICE Data Services reports 

mentioned herein are available by 

request to:

icedataservices@theice.com

If interested in attending a meeting 

of the ICE Data Services Funds 

Advisory Board or one of our 

industry Working Groups, please 

reach out to:

Liz Abela-Davi 

liz.abela@theice.com 

+1 (212) 497 3177

LIMITATIONS: This document is not to be published, reproduced, copied, disclosed or used without the express 

written consent of Intercontinental Exchange, Inc.

This document is provided for informational purposes only. The information contained herein is subject to change 

without notice and does not constitute any form of warranty, representation, or undertaking.

Nothing herein should in any way be deemed to alter the legal rights and obligations contained in agreements 

between Intercontinental Exchange, Inc., Interactive Data Corporation, Interactive Data Pricing and Reference Data 

LLC and/or any of their affiliates and their respective clients relating to any of the products or services described 

herein. Nothing herein is intended to constitute legal, tax, accounting, or other professional advice. Clients should 

consult with an attorney, tax, or accounting professional regarding any specific legal, tax or accounting situation.

Intercontinental Exchange, Inc. and its affiliates, including Interactive Data Corporation and Interactive Data 

Pricing and Reference Data LLC, makes no warranties whatsoever, either express or implied, as to merchantability, 

fitness for a particular purpose, or any other matter. Without limiting the foregoing, Intercontinental Exchange, Inc. 

and its affiliates makes no representation or warranty that any data or information (including but not limited to 

evaluated pricing) supplied to or by it or any of its affiliates are complete or free from errors, omissions, or defects. 

ICE Data Services refers to a group of products and services offered by certain Intercontinental Exchange, Inc. 

(NYSE:ICE) companies and is the marketing name used for Interactive Data Corporation and its subsidiaries 

globally, including Interactive Data Pricing and Reference Data LLC, Interactive Data (Europe) Ltd. and Interactive 

Data (Australia) Pty Ltd.

Evaluated pricing (including fixed income evaluations), continuous evaluated pricing, end-of-day evaluations, and 

Fair Value Information Services related to securities are provided in the US through Interactive Data Pricing and 

Reference Data LLC and internationally through Interactive Data (Europe) Ltd. and Interactive Data (Australia) Pty 

Ltd. Interactive Data Pricing and Reference Data LLC is a registered investment adviser with the US Securities and 

Exchange Commission. Interactive Data (Australia) Pty Ltd. is licensed by the Australian Securities and 

Investments Commission. Additional information about Interactive Data Pricing and Reference Data LLC is 

available on the SEC’s website at www.adviserinfo.sec.gov. Trademarks of Intercontinental Exchange, Inc. and/or its 

affiliates include: Intercontinental Exchange, ICE, ICE block design, NYSE, ICE Data Services, New York Stock 

Exchange, and Interactive Data. Information regarding additional trademarks and intellectual property rights of 

Intercontinental Exchange, Inc. and/or its affiliates is located at www.intercontinentalexchange.com/terms-of-use. 

Other products, services, or company names mentioned herein are the property of, and may be the service mark or 

trademark of, their respective owners.

© 2017 Intercontinental Exchange, Inc.

https://www.theice.com/market-data

