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Secretary
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100F Street,NE

Washington, D.C.20549-1090
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RE: Reporting of Securities Loans (File No.S7-18-21)
DearMs. Countryman:
BlackRock, Inc. (togetherwith its subsidiaries, “BlackRock™) respectfully submits

the following commentletter on the proposed rule,“Reporting of Securities Loans’
(“the proposal”).
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BlackRock is generally supportive of the Securities and Exchange Commission’s
(“SEC” or “Commission”) effortsto bring more transparency to the securities
lending markets. However,we have identified several areas where the proposal
should be modified toensure any newreporting requirements (i) account for the
structure and operations particularto securities lending markets, (ii) adequately
manage implementation timelines and costs, (iii) align with the objective to simplify
and harmonize transaction reporting standards, and (iv) ensure publicly available
datais informative to market participants.!

BlackRock is a fiduciary to its asset managementclients and, consistentwith our
fiduciary duties, manages assets for many funds and accounts which have chosen
to make their portfolios available forsecuritieslending by appointing alending
agent. In many cases, those funds and accounts have appointed a BlackRock
affiliate as theirlending agent,?whereby, consistentwith ourresponsibilities as a
fiduciary, BlackRock arranges loans of our clients’ portfolio securities for the
purpose of accruing additional revenue toimprove fund performance and
potentially offset fees and otherexpenses otherwise borne by the fund or account.
We believe doing sois in our clients’ long-term bestfinancial interests. BlackRock

1 Note, BlackRock is a 10% owner of Equilend, whose Datalend product is one of the commercially
available options for those interested in securities lending data.

2 BlackRock has two U.S. legal entities that act as lending agents: BlackRock Institutional Trust
Company, N.A. (“BTC”) and BlackRock Investment Management LLC (“BIM”). In its capacity as
lending agent on behalf of certain funds and accounts, BTC or BIM, as applicable, manages all
aspects of a securities lending transaction, including facilitating loans, operational oversight, risk
management, and reporting.
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also manages assets for funds and accounts that borrow securities, mostly through
prime brokerage arrangements.

Ourviews on the proposal are summarized as follows:

We recommend the Commission opt for T+1 securities lending reporting
instead of the proposal’srequirementtoreport 15 minutes aftertime of
trade. Intradayreporting will be of low informational value thatis unlikely to
achieve the potential benefitsthe Commission highlights,given the majority
of securities loans are at stable pricing levels throughoutthe day. The
additional costborne bylenders of reporting 15 minutes aftertime of trade
is significantcompared to next-day reporting,on both an initialand ongoing
basis. Additionally,the nature of the securities lending markets poses a
numberof logistical hurdles thatwill make intraday reporting impractical. In
lightof these considerations,we believe next-dayreportingis a better
solution to achieve the Commission’s goals.

To improve the transaction level data collected,we recommend the
transaction record for cash collateralized loansinclude the name of the
reference rate used and the spread to thatreference rate instead of
reporting the rebate rate. While there is a market convention of using the
OvernightBankFunding Rate (“OBFR™) as the reference rate, thisis a
negotiable term between the partiestothe lending transaction. The price
negotiation centers on the spread to thatreference rate, not the rebate,and
the rebate will fluctuate daily as the reference rate value changes. Loans
where the selected reference rate and spread to thatreference rate donot
change should be out of scope for loan modification reporting.

We recommend the Commission provide more clarity on the scope of
lendersand loanssubjectto the proposed requirements. In our view, only
traditional securitieslending markettrades (i.e.,transactions whereby a
lenderlendssecurities toa borrower in exchange for collateral butexcluding
repurchasetransactionswhere the purpose of the trade is to provide cash
financing in exchange fornon-cash collateral) made on behalfofa U.S.-
lender(including U.S.domiciled lending funds and accounts and entities
subjectto U.S. broker-dealerregistration requirements) should be in scope
for the rule. Non-markettradessuch as reallocations of existing marketloan
opportunities bylending agents todifferentin-scope lendingfunds and
accounts withintheirlending programs should be excluded as areportable
loan modification. Additionally,as securities lending market dynamics differ
by the asset class, we recommend the Commission provide furtherclarity on
which assetclasses are in scope.

In order to avoid misleading data caused by reporting large, pooled loans
across lenders atthe individual lenderlevel,the Commission should modify
the proposal to require the lending agentas areported field instead of the
lender’s legal entity identifier (“LEI”). Thiswill avoid the potentially
confusing appearance of tens or even hundreds ofindividual loansthatare,
in reality, part of the same overallloan transaction negotiated between a
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borrower and a lending agentorthird-party intermediary on behalf of the
underlying lender(s) foran aggregate notional amount.

e Whendetermining scope,the SEC should look to avoid overlap or
duplication with Securities Financing Transactions Regulation (“SFTR”)
reporting in Europe. We strongly encourage the Commission to minimize
the numberof individual loans required tobe reported underboth regimes.

e Insettingtheimplementation date of afinal rule, we encourage
consideration of the complexity of any newrequirements and reporting
pathways to allow ample time for compliance. We also recommend the
Commission considera phased approach to implementation by assetclass
(e.g.,beginwith reporting for U.S. equity loans and then re-evaluate and
determine whetherto extend toother in-scope assetclasses over time) and
structure a timeline with consideration for the number of entities thatwill be
reporting transactionsto the dedicated registered national securities
association (“RNSA”) for the first time.

Additionally,the Commission should considerwaysto report and identify
open securities loans initiated before the firstday any newrequirements are
effective;thisis the “day-one problem”. As these live loans will continue to
be modified untilthey are eventually terminated, eitherthe Commission or
the designated RNSA will need todevise asolution for appropriately
incorporating them into the data set.

e The Commissionshould ensure thatdirect reporting tothe RNSAis
logistically feasible forentitiesthatare not broker-dealers to avoid both
operational and confidentiality considerations involved with appointinga
reporting agent.

Frequency of Reporting

While BlackRockis supportive of transparency of securities lending data,we donot
believethereisany additional value toinvestorsin providing intraday data, given
the nature of pricing for securities lending transactions, the potential forintraday
datato confuseinvestors,and the unnecessary costs and burdens it would pose to
market participants. We recommend thatthe Commission require next-day
reporting (i.e., T+1 reporting).

As a general matter, most of the securitieslending market,encompassing loans of
so-called “general collateral”,does not exhibitintraday pricing changes. General
collateral refers to loans where the supply of lendable securities is more than
sufficientto satisfy borrowing demand, and as a result, the pricing of such
securities loans is unlikely tochange intraday (or even day-over-day). For general
collateral securities, which account for 79% of transactions and 87%o of market



value of those transactionsin the U.S. equity lending market,® once the terms of the
loan transaction are agreed upon by the partiestheretoon the loan’s trade date,
such terms virtually always remain valid for at leastthat day. In fact, the pricing of
general collateralloans between alenderand borrower often do not change over
the course of monthsor evenyears. And whileloans of securitieswith a more
limited supply and higherdemand,commonly referred toas “specials”, will see
more price movementdayover day between alenderand borrower,they are also
unlikely to see significant price movementintraday.* Additionally,since the vast
majority of loans are “open” (i.e.,without an agreed upon termination date) and
theirinitial terms are valid for just one day, the incremental value of intraday data
relative to next-dayis likely marginal at best for market participants. Lendersand
borrowers will be able to use next-dayreporting if they choose to renegotiate loan
terms laterin thelife of the loan. Finally,with respect to loans of U.S.Treasuries,
the Commission should considerthat the size of such loansis generallyagreed to
throughoutthefirst half of the trading day, with a single lending spread forall U.S.
Treasuryloans of the same type between aspecificborrower and lendersetlaterin
theday.> As a resultof these dynamics,we believe that by requiring next-day
reporting the Commission can still achieve the benefits of enhanced transparency
in the securitieslending markets withoutunintended consequences.

Focusing on the pricing of general collateral loans as an example,lending agents
and borrowers generally negotiate the pricing ata single lending spread applicable
to all general collateral loans,which may lead to differencesin general collateral
pricing across borrowers for the same security. However, deviationsin general
collateralloan pricing are not a function of borrowing demand for the underlying
securities;rather they give the borrower or lending agent the abilitytonegotiate
pricing based ona numberof other factors including but notlimited to the credit
worthiness of the counterparties and overall borrowing relationship. Intraday data
provided tothe public could mislead investors as to the source of pricing
deviations,which may be misinterpreted as a byproduct of market dynamics, rather
than a function of the broadernegotiations between respective borrowers and
lenders on general collateral.® Allowing investorsto only view next-day pricing
would mitigate theirrisk of being misled.

3 IHS Markit Data & BlackRock research from January 1,2021 to December 31, 2021. Additionally,
based on BlackRock research, approximately 91% of the U.S. equity lending market traded with
virtually no daily price volatility (i.e., standard deviation less than 0.1 basis points).

While specials can exist in any asset class, they are most notable in equities where there can be
heightened demand for borrowing a specific issuer’s securities. For the period from January 1,
2021 to December 31, 2021, over 90% of BlackRock’s most special U.S. Equity lending
transactions by volume traded within a range of less than 100 basis points (for the same asset) in
a given day with a specific borrower. Specials, in this case, include any security with a lending fee
greater than 300 basis points and trades greater than $1 million in market value.

5 For the period from January 1, 2021 to December 31,2021, 92% of BlackRock’s U.S. Treasury
lending transactions by volume traded at a single daily lending spread.

To illustrate this point, consider the following example: lending agent has negotiated specific
general collateral pricing with borrower A and borrower B as (i) OBFR less 5 bps and (ii) OBFR less
10 bps, respectively. Ifthe lending agent, on behalf of a lending fund or account, lends a specific
general collateral equity security to both borrower A and borrower B butreports one loan before



Otheraspects of the securities lending market also do not align well with intraday
reporting. Unlike in other markets, lending trades are not conducted with an
implied guaranteed settlement. Ifthe lendercannot facilitate settlementor the
borrower fails to accept the pending trade before the market closes on settlement
date,” the Depository Trust Corporation (“DTC”) will automatically drop the trade,
effectivelycancelingit. Further,tradescan berejected aftersettlementbyeither
party through a Don’t Know (“DK”) process. This is very differentfrom bond trades
subjectto TRACE reporting or equity trades executed on an exchange,which are
contractual at time of trade with a guaranteed transferof risk from sellerto buyer.
Additionally,trades and trade terms can be verbally confirmed well before they are
booked into any system; underthe proposal, the exacttiming of when a trade would
needto bereportedinthese cases would be uncertain. Forexample,thereisno
market requirementforwhen a renegotiated rebate orothertrade modification
needsto be processed by eitherparty, and many marketparticipants will update
these trade terms throughoutthe day, even after market close. Further,newtrades
can be executed for marketdelivery at any time during the day before the close of
settlementat DTC. Consequently,some market participants will book tradesin
batchesor at theirdiscretion,as opposed to individuallywhen agreed. These
considerationsillustrate why other global reporting regimes do notrequire intraday
reporting, as certain activity reported intraday mightultimately notresultin an
executed trade. Accordingly, investors and the securities lending marketwould be
betterserved by adopting T+1 reporting,whichwould ensure only executed trades
are disclosed.

Beyond the limited value toinvestors of producing intraday pricing data, intraday
reporting would pose a significantoperational and cost burden tothe reporting
party, on both an initialand ongoing basis. The securitieslending industryis
familiarwith next-dayreporting; SFTR reporting requirements, post-trade loan
reconciliations betweenlendersand borrowers and reporting to third-party data
vendors are already being done on a next-day basis. Relative to next-day reporting,
a move to intradayreporting would likely create an industry-wide obligation to
enhance technology and processesin order to produce reports of similar quality
and accuracy tothe T+1 reporting under SFTR and would increase costs to deliver
datathroughoutthe day.? This additional costis likelyto be passed onto lenders
and could inadvertently disadvantage smaller market participants and make
lending uneconomical forsome investors.

the other (dueto timing of the trades), such data could be misinterpreted by investors as a
fluctuation in market pricing of the equity security. In actuality, the differences in pricing are only
a reflection of the overall negotiated general collateral pricing between the lending agent and the
specific borrower. If loans are reported on a T+1 basis, this misconception would be avoided
because investors have the benefit of the full context of all general collateral trades executed on
that day.

Of note, most loans of U.S. equity settle on T+0.

8  These challenges and costs would be potentially amplified if the same lending transactions were
to be reported in both the US and EU/UK.



Overall,next-day reporting would still allow the Commission to fulfill its objective of
providing timely pricing information to market participants. Thiswould resultin
reduced information asymmetries and improved monitoring and surveillance of
securities markets bythe RNSA and regulators,while effectively balancing those
benefitswith the cost burden borne by market participants.

Transaction Record Data

We also believe the Commission should reconsiderthe appropriate transaction
record datato bestcharacterize the securities lending markets. Whenloan
transactions are collateralized by cash, the pricing of such trades is based on a
lending spread to a reference rate, most commonly OBFR. The spread and the
reference rate determine the rebate paid tothe borrower. While the Commission
proposes reporting of the rebate rate, the more critical data pointfor pricingis the
spread. While the rebate can change dailydue to changesin OBFR,°the spread
only changesifthe partiesto the loan choose to renegotiate. Fora general
collateral security, the spread can often remain unchanged forthe entire life of the
loan. The proposal, however,would considerany changestotherebateas a
repricing,eventhough the borrower and lenderdid notactually agree to reprice the
loan.

In order to appropriately capture the negotiated terms of the loan, we believe that
the transaction record for cash collateralized trades should include the reference
rate name as well as the lending spread,instead of the rebate. Thiswould eliminate
the need to submitdailyloan modifications for each loan in order to reflect
changesinrebatesdueto fluctuationsin OBFR (orother applicable reference
rates). As a result,loan modification data pertaining to pricing would be restricted
to actual renegotiations ofthe lending spread.

We would also ask thatthe requirementtoreportthe legalname and/or LEl of the
security issuerbe removed from the proposal. We believe that manyissuers may
not have LEls, and more importantly,the proposal also asks for a security identifier
which should provide relevantinformation,forpersons interested in such details.

Scope of Reporting

The proposal does not include specificparameters around the scope of lenders and
loans subjectto thereporting requirements. As currently drafted, the proposal
appliestoall “lenders”,which is broadly defined to cover any person who loans a
security on behalf of itself or anotherperson.® Giventhe purpose of the proposal is
toincrease transparencyin the securities lending markets, it is importantto have
clarity around what constitutes a loan of securitiesin orderto ensure consistency
with respectto the data provided. Furthermore,without furtherclarification the
proposal may capture transactions outside of the traditional securitieslending

9 For example, if OBFR is 25 basis points, and the security is priced at OBFR less 10 basis points,
the rebate rate paid to the borrower would be 15 basis points. If on the following day OBFR is 27
basis points, then the rebate rate is now 17 basis points.

10 See Federal Register Vol. 86, No. 233, p69803, footnote 9 for the definition used in the proposal.
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market, which may skew the data and negativelyimpactthe utility of the
information provided.!* In defining what constitutes aloan of securities covered by
the proposal, the SEC should limitthe scope to traditional securities lending
transactions where the parties have entered intothe loan transaction in orderfor a
borrower to obtain use of the securities for a fee,'?rather than to provide a lender
with cash financing thatis collateralized with non-cash collateral.

In order to satisfy a large loan request from a borrower, it is not uncommon for a
lending agentto pooltogetheravailable supply ofagiven security across multiple
lendersintheirlending program,intoapooled pass-through account from which to
conduct markettrades. This allows the lending agenttosatisfy significantly larger
loan transactionsin a single deliveryto a borrower instead of settling individual
loans from each lending fund oraccount separately. Given borrowers have a
preference forlarger, stable trades, and, for most securities, supply far outstrips
demand,creating pools of lendable inventoryincreases the lending funds’and
accounts’ ability to entermarket trades. To allocate these large, bulked loans to
individual lending funds’and accounts’inventory,lending agents use algorithms
which are constantly allocating and reallocating parts of open loan opportunities
throughoutthe day as the inventory of individual lenders shifts. The ability to
reallocate a loan opportunity across various lenders allows the lending agentto
avoid recalling the loaned securities from a borrower due to a changein a particular
lender’'sunderlying portfolio. Instead,the changeinlenderisreflected
operationallyand communicated tothe borrower via the AgentLenderDisclosure
(“ALD”) process. Given no change in the economics of the trade or any physical
movementof securities, these intraday record entries are not market trades and
should not be reported as such.

Additionally, forloan transactions executed through athird-party intermediary or
lending agent,we believe itwould be potentially misleading toreportthe underlying
lender(s) because lending transactions are typically negotiated between alending
agentand a borrower for a specified notionalamount. Requiring disclosure of the
underlying lender(s) could resultin a negotiated loan transaction with a borrower
being reported astensor even hundreds of individual loans which may be
potentially confusing toinvestors. Modifying the proposalto require the lending
agentas a reported field instead of the lender’s LEI would resolve thisissue.
However, we understand thatthe Commission might have other reasons for
wanting to understand the specificlendersinvolved in aloan transaction. At the
end of the day, lending agents provide borrowers with information on exactly which
underlying lenders are party to their bulked trades through the ALD process for

11 While the proposal makes reference in footnote 2 (Federal Register Vol. 86, No. 233, p69803) that
it is not the intention of the SEC to include repurchase agreements within the scope of the rule,
further specificity is needed with respectto which transactions are intended to be covered. Given
the similarities between a securities loan and a repurchase transaction, certain securities lending
transactions could be executed under an industry standard Master Repurchase Agreement or
other non-traditional lending documentation. Therefore, it is important that the SEC provide
express guidance on what constitutes a loan of securities in order to ensure the relevant loan

transactions are appropriately captured.
12 A fee can include an interest rate on the cash collateral where the intent is for that interest rate to

be below what could be earned in a cash reinvestment fund over the life of the loan.

7



counterparty exposure analysis purposes. Next-day reporting of multiple individual
lenders,along with their respective allocations to each openloan as a private field,
could allow the Commission to conductsimilar analysis without distorting the
publicly reported information onthe overall markettrades negotiated between
lending agents and borrowers.

In addition,we recommend the Commission provide furtherclarification around the
scope of lendersthatare subjectto the proposal. As noted above,the current
definition of “lender”is extremely broad and does not include guidance on how
non-U.S.entities (including both lending agents and underlying beneficial owners)
are impacted underthe proposal. We suggestthe Commission expressly limitthe
scope of reporting to U.S.lenders (including U.S.-domiciled lending funds and
accounts and entities subjectto U.S. broker-dealerregistration requirements) that
are engaged in securities lendingtransactions (as clarified above) eitherdirectly or
through a third-partyintermediaryorlending agent. The domicile of the third-party
intermediaryorlending agentshould be expressly excluded as a relevantfactor in
determining the scope of reporting. Providing explicitparametersaround the
scope of lenderswill not only help to reduce the operational burden of
implementingand maintaining areporting system, butitwill also provide more
streamlined disclosure with respectto the U.S. securitieslending market. In
addition, clarifying the scope of lenders as described herein will help reduce overlap
with existing reporting regimes such as SFTR.

UnderSFTRrequirements!3in Europe, firms domiciled inthe EU and the UK are
obligated toreportsecuritieslending and otherfinancing transactions (e.g.,repo
and marginlending). However,the scope of the SFTRreporting requirements is
determined by the domicile of the lenderand/orborrower which enterinto a loan
transaction and is not driven by the type of instrumentbeing lent. Underthe
proposal,lendersand lending agents which fallunderboth reporting regimes may
berequired todisclose the same loan activity in multiple jurisdictions with different
datastandards. Therefore,we urge the SEC to draw clear parameters on the
scoping pointsraised herein,thereby offering market participants clarity under
which regime reporting obligations fall and, tothe extent possible, consistencyin
reporting fields and timing of reporting.

Implementation of Reporting Requirements

Whilethe Commission did not include animplementation timelinein the proposal,
generating the transaction data for transmissionis a significantundertaking,
requiring meaningful technology development and testing forthe designated
RNSA as well as most lenders or their lending agents.'> Any proposed timeline

13 Regulation (EU) 2015/2365 of the European Parliament and of the Council of 25 November 2015
on transparency of securities financing transactions.

% Since leaving the EU, the UK has mirrored the EU SFTR regime with only small differences in the
UK SFTR.

15 We acknowledge that many market participants trans mit certain transaction data to certain
commercial data providers today. These existing data transmissions are not in the format



should carefully considerthe universe of entities required toreport transactions for
the first time. As such, we believe the implementation timeline should allowlenders
sufficienttime to establishinternal reporting regimes afterthe designated RNSA
has completed theirtechnology database and requisitetesting. Indoing so, the
Commission should considerits experience in overseeing the establishment of the
Consolidated Audit Trail (“CAT”) asthe proposal notes the similarities to CAT’s
requirements forcollection and dissemination of data.

To furtheralleviate some of these implementation concerns,we also recommend
the Commission considerbeginning with reporting requirements forloans of U.S.
equities only, before evaluating whetherto extend reporting toloans of other asset
classes. Loans of U.S.equities already mostly occur on electronictrading
platforms, making the generation of trade data for these loans more
straightforward than for loans of other asset classes.

Additionally,the proposal does notconsidera keyimplementation question
regarding the “day-one” problem forreporting existing loans. As the proposal
notes, most loans are open-ended withouta settermination date. Accordingly,
loans are continually resized and rerated until eitherthe lenderor the borrower
recalls or returns all shares, respectively. Giventhe longevity of the average loan,
there will be a substantial numberofloans thatexist prior to the implementation
date of the reporting requirements,and such loans will likely continue to be
modified aslong as they remain outstanding.'®* We see three possible paths for
handling these “dayone”loans: (1) report each loan the first time it is modified after
theimplementation date asif it were a newloan, (2) provide all existing loans with
an identifieron the day of implementation, or(3) exclude all existing loans from all
reporting obligations,including reporting of modifications made tothose loans
aftertheimplementation date.

Finally,we encourage the Commissionto ensure that the RNSA provide adirect
reporting pathway with equivalent ease of use as the broker-dealer pathway. Inour
view, lending agentsthatare not broker-dealers would find it optimal to report
directlyto the RNSAto avoid both logistic and confidentiality considerations
involved with appointing areporting agent. We note thatdoing so would require
the RNSAto build aninterface to receive data from a non-broker-dealerand putin
place proceduresto governtheirrelationshipswith non-broker-dealers. However,
understanding thatsome lenders ortheirlending agents may preferthe reporting
agentoption,that path should continue to be available. Additionally,the RNSA that
receives the data will need time to determine howthey may need to adapttheir
technologyto do so and to establish appropriate processes and procedures forthe
safe handling of the data. In particular, special attention will need to be paid to the
processes surrounding data privacy and confidentialitywhere applicable.

specified by the proposal, meaning that new technology builds and process changes will be
needed.

16 Ofnote, as the proposal considers the termination of an open loan that does not have a preset

termination data to be a modification, every loan open on the implementation date will be
modified at least once.
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We appreciate the Commission’s consideration of our views on the proposed rule
and hope our comments and recommendations inform the Commission’s
assessmentof how it mightimprove the proposal. Should the Commission or staff
have questionsaboutour submission,we are pleased to provide additional
information at your convenience. Should you have any questions aboutourviews,
please reach out to Robert Dunbar(robert.dunbar@blackrock.com).

Sincerely,

Elizabeth Kent
Managing Director, Global Public Policy Group

Roland Villacorta
Managing Director, Securities Lending
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