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Rule 5A: Collateral Management 

5.1A  Purpose. The purpose of this Rule is to ensure that the Company only accepts as collateral 
high quality Margin Assets that exhibit low credit, market and liquidity risk, and Margin Assets 
are available for use, as necessary, to satisfy Close-Out Liability Obligations under Rule 6. Each 
Participant is required to post Margin Assets to collateralize the risk that the Participant may not 
timely perform its Settlement Obligations to another Participant that is its Counterparty Pair and 
that the Company would therefore be required to apply the Margin Assets to satisfy Close-Out 
Liability Obligations in whole or in part. The Rule also sets governance processes for 
establishing and maintaining standards used to determine acceptable forms of collateral. The 
Board of Directors will review the terms of this Rule 5A at least annually.  

5.2A  Acceptable Margin Assets. To determine which asset classes are considered acceptable 
forms of Margin Assets, the Company will evaluate any potential new asset class for overall 
market, credit and liquidity risk. The evaluation of the potential new asset class will be 
considered by the Compliance and Risk Management Committee which may recommend any 
such asset class to the Board of Directors for its review and potential approval.    

5.3A  Form of Margin Assets. Forms of acceptable Margin Assets are as follows: 

(a) Cash   

5.4A  Security Interest in Favor of the Company. Each Participant grants to the Company a first 
priority perfected security interest in its Margin Assets to secure the Company’s use of the 
Margin Assets to make good any Settlement Obligations owed by the Participant to a 
Counterparty Pair in connection with transactions that have been accepted by the Company for 
clearance and settlement pursuant to these Rules. Each Participant acknowledges and agrees that 
its Margin Assets will be free of any lien or other encumbrance senior to that of the Company. 

5.5A  Maintenance and Reinvestment of Cash Margin Assets. 

5.5.1A  Maintenance and Accounts. Cash Margin Assets will be maintained in Settling 
Bank accounts in the name of the Company using account names indicating that such 
Cash Margin Assets are held for the benefit of Participants, and the Settling Bank will 
recognize the relevant accounts on its records as margin accounts. The accounts holding 
Cash Margin Assets will not be used to hold the Company’s proprietary funds and the 
Cash Margin Assets will not be subject to any lien, security interest or setoff right of the 
Settling Bank or any other party other than the Company. 

5.5.2A  Investment of Cash Margin Assets.  

(a) Interest Bearing Settling Bank Accounts. Cash Margin Assets may be 
maintained by the Company in an interest-bearing account at a Settling Bank. 

(b) Securities Repurchase Arrangements. Cash Margin Assets may be invested by 
the Company for its own account using securities repurchase arrangements in 
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which the Company is the securities repurchase agreement buyer. Any such 
securities repurchase arrangement will give the Company the right to the return of 
the Cash Margin Assets within one (1) Business Day. Each counterparty of the 
Company must be a legal entity that is either organized under U.S. law or 
domiciled in a state or territory of the United States and be approved by the 
Compliance and Risk Management Committee. The Compliance and Risk 
Management Committee will also approve an investment limit in respect of any 
approved counterparty. As part of the initial review of a potential counterparty, 
the Compliance and Risk Management Committee will consider a credit review 
conducted by the Company. For an approved counterparty, the Company will 
update the credit review at least quarterly and provide the results of the review to 
the Compliance and Risk Management Committee. The credit review will include 
but will not be limited to consideration of the following materials related to a 
potential or approved counterparty: (i) audited financial statements; (ii) available 
audit opinions; (iii) call reports; (iv) external credit ratings; and/or (v) other 
materials that similarly provide information regarding liquidity resources, 
earnings, capital levels or other relevant information. Based on the credit review, 
the Compliance and Risk Management Committee may change the investment 
limit for a counterparty, determine that a counterparty will no longer be approved, 
minimize risk of loss or delay in access to Cash Margin Assets or take such other 
action as the Compliance and Risk Management Committee deems necessary or 
appropriate to manage credit, market and liquidity risks. The Compliance and 
Risk Management Committee will promptly notify the Board of Directors of any 
action taken under this provision. Each counterparty will be required to provide 
collateral in the form of Government Securities equal at all times to at least one 
hundred and two percent (102%) of the Cash invested by the Company. As may 
be agreed to by the Company in connection with any particular securities 
repurchase agreement, a counterparty of the Company may also use Cash as 
collateral in combination with Government Securities collateral provided that the 
aggregate market value of such Government Securities and Cash collateral 
together must at all times equal or exceed one hundred and two percent (102%) of 
the amount of the Cash invested by the Company pursuant to such securities 
repurchase arrangement and not yet repaid to the Company. Each counterparty 
will be required to grant the Company a first priority perfected security interest in 
the collateral to secure any failure by the counterparty to timely return Cash 
Margin Assets to the Company. 

(c) Money Market Mutual Funds. Cash Margin Assets may be invested by the 
Company for its own account in Money Market Mutual Funds. The Compliance 
and Risk Management Committee must approve any Money Market Mutual Fund 
in which the Company may invest Cash Margin Assets and will approve a 
corresponding investment limit. The Compliance and Risk Management 
Committee will only approve a Money Market Mutual Fund where it has a stable 
net asset value and a credit rating of AAA or Aaa from a recognized rating 
agency. 
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5.5.3A  Interest and Gains. Any interest or gain received or accrued on the deposit or 
investment of Cash Margin Assets will belong to the Company. 

5.6A  Review of Margin Assets. At least annually, the Compliance and Risk Management 
Committee will review the accepted forms of Margin Assets and the ways in which the Company 
is permitted to invest Cash Margin Assets and notify the Board whether any changes are 
recommended. Any recommendation that the Board consider approving a new asset class as a 
form of Margin Assets will include an evaluation of related market, credit and liquidity risks.  
The Board will promptly review any recommendations and the reasons therefore. 




