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Rule 13: Settling Banks 

13.1  A Settling Bank is a bank or trust company described in Rule 2.3A(b) that has been 
approved by the Compliance and Risk Management Committee in the manner specified in this 
Rule and that is a party to an effective Settling Bank agreement whereby the Settling Bank 
undertakes to perform settlement services for a Participant. Each Settling Bank agrees to abide 
by these Rules and to enter a Settling Bank agreement with the Company and each Participant 
the Settling Bank represents. 
  
13.2  Appointment and Governance.  
 

13.2.1  Application.  
 

(a) Each Settling Bank applicant will, as required by the Company, complete and 
deliver to the Company a Settling Bank application in such form as prescribed by 
the Company and will provide such other reports, opinions, financial and other 
information as the Company may determine to be appropriate.  

 
(b) As part of the application, each Settling Bank applicant will complete and 
deliver to the Company an executed copy of the relevant tax form required by the 
IRS under FATCA. 

 
(c) Each Settling Bank applicant must also fulfill, within the time frames 
established by the Company, any operational testing requirements (the scope of 
such testing to be determined by the Company in its sole discretion) and related 
reporting requirements (such as reporting test results to the Company in a manner 
specified) that may be imposed by the Company to ensure the operational capability 
of the Settling Bank applicant. 

 
(d) Any Confidential Information furnished to the Company by the Setting Bank 
applicant or by the Company to the Settling Bank applicant will be held in 
confidence, and the Company or Settling Bank applicant, as applicable, will protect 
such information with the same degree of care that the Company or Settling Bank 
applicant, as applicable, uses to protect its own information of like nature and, in 
any event, not less than a reasonable degree of care. The Company, the Settling 
Bank applicant, and their respective employees or agents will not communicate, 
distribute, rent, sell, retransmit, redistribute, disclose, release, share or re-license the 
Confidential Information to any third party without the authorization of the 
furnishing party. The Company or Settling Bank applicant, however, may disclose 
Confidential Information furnished by the other to third parties as required by law. 
The responsibilities under this provision will continue to apply to any Settling Bank 
applicant after it is approved by the Company as a Settling Bank. 

  
13.2.2  Eligibility Standards. 
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(a) Subject to the other requirements under this Rule, an applicant is eligible to 
apply to become a Settling Bank if it meets the criteria specified in Rule 2.3A(b). 
By applying to become a Settling Bank, an applicant acknowledges and agrees that, 
consistent with Rule 5A, any accounts at the Settling Bank in the name of the 
Company for the benefit of Participants will not be subject to any lien, security 
interest or setoff right of the Settling Bank or any other party other than the 
Company.    

 
(b) The Compliance and Risk Management Committee will review and approve or 
disapprove Settling Bank applications. The Compliance and Risk Management 
Committee, or its designated delegates or agents, may examine the books and 
papers of any Settling Bank applicant, take such evidence as they may deem 
necessary or employ such other means as may be deemed desirable or appropriate 
to ascertain relevant facts regarding the Settling Bank applicant’s qualifications. 
Approval of a Settling Bank application is subject to the applicant’s demonstration 
to the Company that it meets certain standards of financial responsibility, 
operational capability and character at the time of its application and on an ongoing 
basis thereafter.  

 
(c) The evaluation of a Settling Bank applicant will be based on standards of 
creditworthiness, overall financial condition, operational capability and aggregate 
exposure on both an individual and affiliated entities basis. 

 
(i) The evaluation will consider whether the Settling Bank applicant 
maintains appropriate registrations, capital in excess of regulatory 
minimums and commensurate with activity anticipated to be transacted 
and operational capability and sufficient staffing with appropriate levels of 
experience. The evaluation will assess the Settling Bank applicant’s 
aggregate credit risk and, as applicable, material exposure that may arise 
from tiered participation arrangements. It will also assess whether the 
Settling Bank applicant has demonstrated that it adheres to GAAP, 
maintains satisfactory safekeeping procedures and has internal controls 
that fully protect assets.  

 
(ii) In conducting the evaluation, the Compliance and Risk Management 
Committee, or its designated delegates or agents, may also request of the 
Settling Bank applicant any information that is determined to be necessary 
to assess the Settling Bank applicant’s financial condition or operational 
capability or that is otherwise deemed appropriate to assess as a condition 
of approval.  

 
13.2.3  Approval Determination and Notification of the Board. 
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(a) The Compliance and Risk Management Committee will present to the Board of 
Directors the evaluation of the Settling Bank applicant and the determination to 
approve or disapprove the Settling Bank application. 

 
(b) Notwithstanding that a Settling Bank application has been approved, if a 
material change in the condition of the Settling Bank applicant occurs that could 
bring into question the Settling Bank applicant’s ability to perform, and such 
material change becomes known to the Company prior to the applicant commencing 
its responsibilities as a Settling Bank, the Company will have the right to stay such 
commencement until a reconsideration of the Settling Bank applicant’s financial 
responsibility, operational capability and character can be completed. As a result of 
such reconsideration, the Company may determine to withdraw approval or 
condition the approval upon the furnishing by the Settling Bank of additional 
information or assurances.  

 
(c) The Board of Directors will be informed of all Settling Bank applications no 
later than its next regularly scheduled meeting. 

 
13.3  Ongoing Monitoring.  

13.3.1  Ongoing Monitoring of Eligibility Standards.  
 

(a) The qualifications and standards required under Rule 13.2.2 will be continuing 
requirements. Each Settling Bank will be monitored and reviewed on an ongoing 
basis to ensure its continued compliance with the eligibility standards under Rule 
13.2.2, which may include monitoring of news and market developments and 
review of financial reports and other public information. In addition, each Settling 
Bank will comply with the ongoing informational, financial and operational 
requirements set forth below. 

 
(b) At the time it is approved, a Settling Bank will be assigned a Credit Risk Rating 
by the Company in accordance with the Credit Risk Rating Matrix described in 
Rule 5B. Such Credit Risk Rating will be reassessed each time the Settling Bank 
provides the Company with information pursuant to this Rule or as the Company 
otherwise determines appropriate. Because the factors used as part of the Credit 
Risk Rating Matrix may not identify all risks that a Settling Bank may present, the 
Company may, in its discretion, override the Settling Bank’s Credit Risk Rating 
derived from the Credit Risk Rating Matrix to downgrade the Settling Bank.  

 
(c) A Settling Bank may be placed on the Watch List and/or may be subject to 
enhanced surveillance based on relevant factors, including those set forth in 
paragraph (d) below, as the Company deems necessary to protect the Company and 
its Participants.  
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(d) The factors to be considered by the Company under paragraph (c) include, but 
are not limited to: (i) news reports, regulatory observations and/or a downgrade in 
the Settling Bank’s Credit Risk Rating derived from the Credit Risk Rating Matrix 
that raise reasonable concerns relating to the Settling Bank; (ii) reasonable concerns 
around the Settling Bank’s liquidity arrangements; (iii) material changes to the 
Settling Bank’s organizational structure; (iv) reasonable concerns of the Company 
about the Settling Bank’s financial stability due to particular facts and 
circumstances, such as material litigation or other legal and/or regulatory risks; (v) 
failure of the Settling Bank to demonstrate satisfactory financial condition or 
operational capability or if the Company has a reasonable concern regarding the 
Settling Bank’s ability to maintain applicable standards; and (vi) failure of the 
Settling Bank to provide information required by the Company to assess risk 
exposure posed by the Settling Bank’s activity.  

 
13.3.2  Reports and Information. Each Settling Bank will submit to the Company the 
following reports and information as applicable to such Settling Bank (together with all 
addenda and amendments applicable thereto) within the time periods specified by the 
Company:  

 
(a) a copy of the Settling Bank’s annual audited financial statements; 

 
(b) if the Settling Bank is required to file a Call Report, a copy of its Call Report 
and (to the extent not contained within such Call Reports) information containing 
each of its capital levels and ratios;  

 
(c) if the Settling Bank is not required to file a Call Report, a copy of its unaudited 
quarterly financial statements as provided to the state regulatory authority having 
jurisdiction over the Settling Bank, containing each of its capital levels and ratios;  

 
(d) if the Settling Bank is subject to capital or other financial requirements 
prescribed by its regulatory authority, copies of any regulatory notification required 
to be made when the Settling Bank’s capital level or other financial requirement 
falls below the levels prescribed by the applicable regulator; and 

 
(e) with respect to a Settling Bank that has received from its regulators an extension 
of time by which one of the above-listed reports or submissions to the regulator is 
otherwise due, a copy of the extension letter or other regulatory communication 
granting such extension. 

 
The Company may from time to time require the submission of additional reports and other 
information as it may deem necessary or advisable. Reports and information provided 
pursuant to this Rule 13.3.2 will be provided in the form and to the persons or departments 
specified by the Company from time to time.  

 
13.4  Notification of Changes in Condition.  
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(a) Each Settling Bank will:  
 

(i) promptly inform the Company, within two (2) Business Days, both orally and in 
writing, if it is no longer in compliance with any of the relevant qualifications and 
standards set forth in these Rules (regardless of whether in effect at the time the 
Settling Bank was approved), or with respect to any additional qualifications as 
required by the Company in connection with its approval as a Settling Bank, 
including in the event of the Settling Bank becoming subject to a Statutory 
Disqualification. Such notification must be given by the Settling Bank as soon as 
practicable and in any event must be received by the Company within two (2) 
Business Days from the date on which the Settling Bank first learns of its non-
compliance; and  

 
(ii) submit to the Company written notice of any material organization changes 
including mergers, acquisitions, changes in corporate form and name changes as 
soon as practicable, but in no event later than ninety (90) calendar days prior to the 
effective date of such event unless the Settling Bank demonstrates that it could not 
have reasonably given notice within such time frame.  

 
(b) Each Settling Bank will submit to the Company written notice of any event that would 
effect a change in control of the Settling Bank or could have a material impact on such 
Settling Bank’s business and/or financial condition, including but not limited to:  

 
(i) material changes in ownership, control or management;  

 
(ii) material changes in business lines, including but not limited to new business 
lines undertaken; or   

 
(iii) participation as a defendant in litigation which could reasonably be anticipated 
to have a direct negative impact on the Settling Bank’s financial condition or ability 
to conduct business.  

 
With respect to an event (such as a merger or a planned change in business) for which the 
Settling Bank has advance knowledge, written notification must be received by the 
Company as soon as practicable upon the Settling Bank’s having knowledge that such 
event is scheduled to occur and, with respect to an event for which the Settling Bank does 
not have advance knowledge thereof, such written notification must be received by the 
Company as soon as practicable after such event has occurred.  

 
(c) Each Settling Bank will inform the Company, both orally and in writing, if it (i) 
undergoes a change in circumstance that would affect its FATCA Certification or (ii) 
otherwise has reason to know that it is not, or will not be, FATCA Compliant, in each case, 
within two (2) Business Days of knowledge thereof.  
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(d) Notice provided to the Company pursuant to this Rule 13.4 will be provided in the form 
and to the persons or departments specified by the Company.  

 
(e) The Company may review the financial responsibility and operational capability of a 
Settling Bank to the extent provided in these Rules and otherwise require from the Settling 
Bank additional reporting of its financial or operational condition at such intervals and in 
such detail as the Company will determine, including, but not limited to, such information 
as the Company may request regarding the businesses and operations of the Settling Bank 
and its risk management practices with respect to services of the Company used by the 
Settling Bank for another person or persons, and will make a determination as to whether 
such Settling Bank should be placed on the Watch List and/or be subject to enhanced 
surveillance by the Company.  

 
13.5  Commencements or Terminations by the Settling Bank. The Settling Bank agrees that the 
following requirements will apply: 

(a) A Settling Bank will not commence representation of any Participant without giving at 
least five (5) Business Days’ advance written notice thereof to the Company. 

 
(b) A Settling Bank will not terminate its representation of any Participant without giving 
at least ten (10) Business Days’ advance written notice thereof to the Company. 

 
(c) A Settling Bank will not terminate its status as a Settling Bank without giving written 
notice to the Company as soon as practicable, but in no event later than ninety (90) 
Business Days in advance of such termination.   

 
13.6  Termination of a Settling Bank by the Company. The Company may at any time terminate 
a Settling Bank’s right to act as a Settling Bank.  




