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EXHIBIT J 
 

NARRATIVE DESCRIPTIONS OF EACH SERVICE OR FUNCTION PERFORMED BY 
PAXOS SECURITIES SETTLEMENT COMPANY, LLC 

I. INTRODUCTION 

This Exhibit J provides a narrative description of the services and functions that Paxos Securities 
Settlement Company, LLC (“PSSC” or the “Company”) proposes to perform in operating the 
Paxos Settlement Service as a registered clearing agency. Unless otherwise specified, terms that 
have initial capitalization have the same meaning that is described in Rule 1 that is provided in 
Exhibit E to this application for clearing agency registration.   

A. Background and the Feasibility Study No-Action Phase 

On October 28, 2019, the staff of the Division of Trading and Markets (the “Division”) of the 
U.S. Securities and Exchange Commission (“SEC” or “Commission”) published certain no-
action relief from clearing agency registration under Section 17A(b) of the Securities Exchange 
Act of 1934, as amended (“Securities Exchange Act”), in connection with a plan by Paxos Trust 
Company (“PTC”), to conduct a feasibility study (“Paxos Feasibility Study”) in connection with 
operation of a securities settlement system called the Paxos Settlement Service. PTC is a New 
York limited purpose trust company that is regulated by the New York State Department of 
Financial Services (“NYDFS”). Under the terms of the no-action relief, the Paxos Feasibility 
Study was approved for a period of twenty-four months, and commenced with active participants 
on February 12, 2020. PTC ended the Paxos Feasibility Study in October 2021. 

In the Paxos Feasibility Study, PTC operated the Paxos Settlement Service, which is a private 
and permissioned ledger system developed by PTC. The Paxos Settlement Service software 
maintains a ledger (“Paxos Ledger”) to record ownership of certain securities eligible for 
services at The Depository Trust Company (“DTC”) as well as U.S. dollar cash and to record the 
exchange of such securities and cash to settle securities transactions between participants in the 
Paxos Settlement Service. Under the terms specified in the no-action relief, the Paxos Feasibility 
Study was conducted in a de minimis manner with well-defined parameters and limits on the 
volume of shares settled through the Paxos Settlement Service and the associated exposures 
between participants.   

B. Formation of Paxos Securities Settlement Company, LLC 

On June 23, 2020, PSSC was formed expressly for the purpose of potentially deploying the 
Paxos Settlement Service on a broader scale in connection with this application for registration 
of PSSC as a clearing agency. PSSC is an affiliate company of PTC, and both entities have the 
same parent company, Paxos Holdings LLC. If PSSC is approved by the Commission as a 
registered clearing agency, it will operate the Paxos Settlement Service to perform similar 
clearance and settlement services for PSSC Participants to the services that were performed by 
PTC for its participants using the Paxos Settlement Service during the Paxos Feasibility Study. 
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PSSC will use proprietary software systems to operate the Paxos Settlement Service, which will 
maintain the Paxos Ledger to record ownership for certain securities eligible for book-entry 
services at DTC (“Eligible Securities”) and U.S. dollar cash (“Cash”). The Paxos Ledger, as part 
of the Paxos Settlement Service, will record the exchange of such Eligible Securities and Cash to 
settle transactions in such Eligible Securities between Participants. As a registered clearing 
agency, PSSC would not operate the Paxos Settlement Service under the transaction volume, 
participation and other limitations that applied to PTC’s operation of the Paxos Settlement 
Service during the Paxos Feasibility Study. In advance of commencing operations as a registered 
clearing agency, PSSC would also apply for and become a participant in DTC and maintain its 
own DTC Account.  

 C. Commencement of Operations of PSSC and Onboarding of Participants 

As described above, PSSC is a separate legal entity from PTC. Accordingly, even though the 
services and functions that PSSC would perform as a registered clearing agency are conceptually 
related to the services and functions being performed by PTC, the commencement of operations 
by PSSC as a registered clearing agency would be established entirely separately from PTC’s de 
minimis operation of the Paxos Settlement Service during the Paxos Feasibility Study. This 
means that, as described below in Section II., potential Participants in PSSC would have to apply 
to PSSC and go through the entirety of PSSC’s application and onboarding process. This 
includes any firms that participated in PTC’s Paxos Feasibility Study prior to its termination. 
None of the Paxos Feasibility Study participants would be grandfathered into PSSC or otherwise 
transferred into Participant status at PSSC. As described in Exhibit C to this application for 
clearing agency registration by PSSC, PSSC will also have its own Board of Directors and 
governance structures that are separate and distinct from PTC and those structures would govern 
the review and approval of any applications by firms to become Participants in PSSC. After any 
approval of an application by PSSC, the Participant would be subject to the participation 
standards and related monitoring functions and services performed by PSSC and that are 
described below in Section II.  

D. Advantages of the Paxos Settlement Service  

PSSC believes that the technology and data processing techniques represented by the Paxos 
Settlement Service have the potential to provide unique advancements in the clearance and 
settlement of securities transactions, including facilitation of more efficient settlement, 
immediacy of access to settlement proceeds, greater data accuracy and transparency, advanced 
security and increased levels of availability and operational efficiency.  

 Participants will have the ability to process settlements on a variety of time frames that 
may be agreed upon by the counterparties: T+2, T+1, end-of-day on trade date (T), or 
extended settlement that is longer that T+2.  

 Paxos Settlement Service will provide delivery versus payment settlement finality by 
exchanging cryptographically secure digital representations of Eligible Securities and 
Cash, which are memorialized in immutable records written to the Paxos Ledger. Once 
settlement is final, Participants have immediate access to settlement proceeds and need 
not wait until end of day batch processes have been completed. 
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 Lower operating costs will deliver significant cost efficiencies to Participants.  

 PSSC will not serve as a central counterparty to Participants (i.e., it will not novate 
Settlement Obligations as between itself and the PSSC Participants) and will not extend 
any form of intraday or overnight credit. As a result, Participants have credit exposure to 
only those Participant counterparties that they approve in advance and Participants would 
have no counterparty credit exposure to PSSC. 

 The margin requirements of PSSC for Participants would be highly transparent and 
straightforward and – because of the nature of bilateral settlement – reduced from current 
industry levels, thereby freeing up significant capital for Participants.  

A description of the services and functions to be performed by PSSC as a registered clearing 
agency are detailed below in Section II. 

II. SERVICES AND FUNCTIONS TO BE PERFORMED BY PSSC IN OPERATING 
THE PAXOS SETTLEMENT SERVICE AS A REGISTERED CLEARING AGENCY 

 
A. Summary of the Paxos Settlement Service as It Would Be Operated by PSSC 

The Paxos Settlement Service is designed to conduct delivery versus payment settlement, on a 
bilateral basis, of Settlement Obligations between Counterparty Pairs. Settlement occurs through 
movement of Cash and Eligible Securities on the Paxos Ledger between the relevant Participant 
Accounts of Participants maintained by PSSC.  

 Trade Capture: To use the Paxos Settlement Service, Participants of PSSC would submit 
transactions in Eligible Securities to PSSC, as described below, and would indicate 
certain trade details, including the agreed-upon settlement date.  

 Netting: Once transactions in Eligible Securities are accepted by PSSC, they would 
generally be netted over the course of the day, creating end-of-day bilateral net 
Settlement Obligations for the Participants. Participants would also have the option to 
settle transactions on a gross basis. 

 Margin: Between the trade date and settlement date, PSSC would calculate and collect 
margin collateral from the Participants in the form of Cash.  

 Settlement: Prior to the Daily Settlement Cut-Off time on a Settlement Date, Participants 
would be required to fund their Participant Accounts at PSSC with the requisite Cash and 
Eligible Securities to settle their Settlement Obligations. To fund its Participant Account, 
a Participant must transfer Cash into the Operating Cash Account of PSSC and/or instruct 
DTC to transfer Eligible Securities from the Participant’s DTC Account to PSSC’s DTC 
Account. Upon receipt of Participants’ Cash or Eligible Securities, PSSC would create 
security entitlements, on the Paxos Ledger to Cash or Eligible Securities, as applicable, 
through a process referred to as digitization. On a continuous basis over the course of the 
Settlement Date, PSSC would settle any pending Settlement Obligation when the relevant 
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security entitlements to Cash and Eligible Securities are available on the Paxos Ledger. 
At settlement, the entitlements to the relevant Cash and Eligible Securities are transferred 
between the Participant Accounts of the Participants to record the settlement on the Paxos 
Ledger.  

 Return of Cash and Eligible Securities: After settlement, the Participants would be 
permitted to instruct PSSC to facilitate the withdrawal of the settled Cash and Eligible 
Securities to designated accounts outside of PSSC. Any remaining Cash or Eligible 
Securities in a Participant’s Participant Account would remain digitized and available for 
use in meeting Settlement Obligations of the Participant.  

B. Applicants and Participants 

(i) Review of Applications for Participation from Eligible Applicants 
 

The Company will provide an application review function for eligible Applicants that seek to 
become Participants. In the PSSC Rules, the Company will state that it will make its services, or 
certain of its services, available to partnerships, corporations or other organizations or entities 
that: apply to the Company for the use of services, meet the qualifications specified in the PSSC 
Rules, and are approved by the Compliance and Risk Management Committee.1  Subject to the 
other requirements under the Rules, a partnership, corporation or other organization or entity is 
eligible to become a Participant if it is a broker-dealer registered under the Securities Exchange 
Act; a bank or trust company, including a trust company having limited power, which is 
organized under the laws of the United States or any state and is a member of the Federal 
Reserve System or is supervised and examined by state or federal authorities having supervision 
over banks;  a clearing agency registered under the Securities Exchange Act; an Insurance 
Company or Insurance Entity; or an investment company registered under Section 8 of the 
Investment Company Act.2  Each Applicant will complete and deliver to the Company an 
Applicant questionnaire in such form as prescribed by the Company and will provide such other 
reports, opinions, financial and other information as the Company may determine is appropriate 
in connection with the services that would be provided to the Applicant.3  The Compliance and 
Risk Management Committee will review and approve or disapprove applications for 
participation.4 The Board of Directors will be informed of all applications for participation no 
later than its next regularly scheduled meeting.5 In general under the PSSC Rules, the 
Compliance and Risk Management Committee will approve applications only upon a 
determination that the Applicant meets the initial participation requirements in Rule 2A in 
connection with the services to be provided, including the standards of financial condition, 

 
1 PSSC Rule 2.2A. 
2 PSSC Rule 2.3A. 
3 PSSC Rule 2.4.1A. 
4 PSSC Rule 2.9.1A. 
5 PSSC Rule 2.9.4A. 
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operational capability and character specified in the Rule.6  An Applicant will be qualified for 
participation if it is able to satisfactorily communicate with the Company and fulfill anticipated 
commitments to and meet the operational requirements of the Company with necessary 
promptness and accuracy, and to conform to any condition and requirement that the Company 
reasonably deems necessary for its protection.7 An Applicant that is described in Rule 2.3A will 
generally be qualified for participation if it is a DTC participant that maintains a DTC Account 
that is eligible for book-entry services to facilitate movement of Eligible Securities to and from 
the Company’s DTC Account and establishes and maintains one (1) or more accounts at a 
Settling Bank to facilitate the rights and responsibilities associated with its participation in the 
Company.8 
 
  (ii) Ongoing Monitoring of Participants 
 
As a service to help ensure that Participants are appropriately organized to be able to settle 
Settlement Obligations through PSSC and that PSSC is appropriately organized under the 
Securities Exchange Act to be able to facilitate prompt and accurate clearance and settlement, 
PSSC will provide participation standards for Participants and a related monitoring function that 
PSSC believes is reasonably designed to ensure that a Participant continues to meet the 
qualifications and standards specified in PSSC Rules 2, 2A and 2B. Each Participant will submit 
to the Company certain reports and information specified in the PSSC Rules that are applicable 
to such Participant. For example, for each Participant, this includes a copy of the Participant’s 
annual audited financial statements.9 With respect to a Participant that is a broker-dealer 
registered with the SEC under Section 15 of the Securities Exchange Act, each such Participant 
will periodically submit to PSSC a copy of its: Form X-17-A-5 FOCUS Report; report of its 
independent auditors on internal controls; and any supplemental report required to be filed with 
the SEC pursuant to SEC Rule 17a-11 or Rule 405.3 under the Securities Exchange Act, or any 
successor rules or regulations thereto.10 With respect to a Participant that is a bank or a trust 
company that is required to file a Call Report, each such Participant will submit a copy of its 
Call Report and (to the extent not contained within such Call Report) information containing 
each of its capital levels and ratios.11 If the bank or trust company Participant is not required to 
file a Call Report, it must provide a copy of its unaudited quarterly financial statements as 
provided to the state regulatory authority having jurisdiction over the Participant, containing 
each of its capital levels and ratios.12 A Participant that is subject to capital or other financial 
requirements prescribed by its regulatory authority must provide copies of any regulatory 

 
6 PSSC Rule 2.9.1A. 
7 PSSC Rule 2.7A. 
8 Id. 
9 PSSC Rule 2.2.1B(a). 
10 PSSC Rule 2.2.1B(b). 
11 PSSC Rule 2.2.1B(c). 
12 Id.   
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notification required to be made when the Participant’s capital level or other financial 
requirement falls below the levels prescribed by the applicable regulator.13 
 
Each Participant will also be required to 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 for participation set forth in the PSSC Rules (regardless of whether 
in effect at the time the Participant was admitted), or with respect to any additional qualifications 
as required by the Company in connection with approval of its admission to, or continued 
participation in, the Company, including in the event of the Participant becoming subject to a 
Statutory Disqualification.14 Such notification must be given by the Participant 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 Participant first learns of its non-compliance.15 Each Participant will 
also be required to submit to the Company written notice of any material organization changes 
including mergers, acquisitions, changes in corporate form or 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 Participant demonstrates that it could not have reasonably given notice within 
such time frame.16 Each Participant will be required under the PSSC Rules to submit to the 
Company written notice of any event that would effect a change in control of the Participant or 
could have a material impact on such Participant’s business and/or financial condition, including 
but not limited to: material changes in ownership, control or management; material changes in 
business lines, including but not limited to new business lines undertaken; or participation as a 
defendant in litigation which could reasonably be anticipated to have a direct negative impact on 
the Participant’s financial condition or ability to conduct business.17 With respect to an event 
(such as a merger or a planned change in business) for which the Participant has advance 
knowledge, written notification must be received by the Company as soon as practicable upon 
the Participant’s having knowledge that such event is scheduled to occur and, with respect to an 
event for which the Participant does not have advance knowledge thereof, such written 
notification must be received by the Company as soon as practicable after such event has 
occurred.18 
 
Each Participant will be required under the PSSC Rules to demonstrate its ongoing ability to 
communicate with the Company and fulfill anticipated commitments to, and meet the operational 
requirements of, the Company with necessary promptness and accuracy and to conform to any 
condition or requirement the Company reasonably deems necessary for its protection.19 The 

 
13 PSSC Rule 2.2.1B(d). 
14 PSSC Rule 2.2.2B(a)(i). 
15 Id. 
16 PSSC Rule 2.2.2B(a)(ii). 
17 PSSC Rule 2.2.2B(b). 
18 Id.  
19 PSSC Rule 2.3.1B. 
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Company may determine those Participants that will be required to fulfill, within the time frames 
established by the Company, certain operational testing requirements and related reporting 
requirements (such as reporting the test results to the Company in a manner specified by the 
Company) that may be imposed by the Company to ensure the continuing operational capability 
of the Participant.20 The Company may consider whether to cease to act for a Participant 
pursuant to PSSC Rule 7 that fails to fulfill any such operational testing and related reporting 
requirements within the time frames established by the Company.21 The Company has 
established standards for designating those Participants who will be required to participate in 
annual business continuity and disaster recovery testing that the Company reasonably determines 
are, taken as a whole, the minimum necessary for the maintenance of fair and orderly markets in 
the event that business continuity and disaster recovery plans are required to be activated.22 The 
standards take into account factors such as: activity-based thresholds; significant operational 
issues of the Participant during the twelve (12) months prior to the designation; and past 
performance of the Participant with respect to operational testing.23 Upon notification that the 
Participant has been designated to participate in the annual business continuity and disaster 
recovery testing, as described above, Participants will be required to fulfill, within the time 
frames established by the Company, certain testing requirements (the scope of such testing to be 
determined by the Company in its sole discretion) and related reporting requirements (such as 
reporting the test results to the Company in a manner specified by the Company) that may be 
imposed by the Company.24 
 
All Participants will be monitored and reviewed by the Company on an ongoing basis, which 
may include monitoring of news and market developments and review of financial reports and 
other public information.25 A Participant will be assigned a Credit Risk Rating by the Company 
in accordance with the Credit Risk Rating Matrix described in PSSC Rule 5B.26 Such 
Participant’s Credit Risk Rating will be reassessed each time the Participant provides the 
Company with information pursuant to Rule 2.2B or as the Company otherwise determines 
appropriate.27 Because the factors used as part of the Credit Risk Rating may not identify all 
risks that a Participant may present, the Company may, in its discretion, override the 
Participant’s Credit Risk Rating derived from the Credit Risk Rating Matrix under Rule 5B to 
downgrade the Participant.28 This downgrading may result in the Participant being placed on the 

 
20 PSSC Rule 2.3.2B(a). 
21 Id. 
22 PSSC Rule 2.3.2B(b). 
23 Id. 
24 Id. 
25 PSSC Rule 2.4B(a). 
26 PSSC Rule 2.4B(b). 
27 Id. 
28 Id. 
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Watch List, and/or it may subject the Participant to enhanced surveillance based on certain 
relevant factors as the Company deems necessary to protect Participants and the Company.29 
Participants may also more generally be placed on the Watch List and/or may be subject to 
enhanced surveillance based on these factors.30 The factors include: news reports and/or 
regulatory observations that raise reasonable concerns relating to the Participant; reasonable 
concerns around the Participant’s liquidity arrangements; material changes to the Participant’s 
organizational structure; reasonable concerns of the Company about the Participant’s financial 
stability due to particular facts and circumstances, such as material litigation or other legal and/or 
regulatory risks; failure of the Participant to demonstrate satisfactory financial condition or 
operational capability or if the Company has a reasonable concern regarding the Participant’s 
ability to maintain applicable participation standards; and failure of the Participant to provide 
information required by the Company to assess risk exposure posed by the Participant’s activity 
(including information requested by the Company pursuant to Rule 2.2B).31   
 
The Company may require a Participant that has been placed on the Watch List to maintain 
additional Margin Assets over and above the amount determined in accordance with PSSC Rule 
5B, or such higher amount as the Board may deem necessary for the protection of the Company 
or other Participants, which higher amount may include, but is not limited to, additional 
payments or deposits in any form to offset potential risk to the Company and its Participants 
arising from activity submitted by such Participant.32  The Company may also retain any 
deposited Margin Assets that are in excess of the Required Margin Amount of a Participant that 
has been placed on the Watch List.33 A Participant being subject to enhanced surveillance or 
being placed on the Watch List will result in a more thorough monitoring of the Participant’s 
financial condition and/or operational capability, which could include, for example, on-site visits 
or additional due diligence information requests from the Company.34 In addition, the Company 
may require a Participant placed on the Watch List and/or subject to enhanced surveillance to 
make more frequent financial disclosures, including, without limitation, interim and/or pro forma 
reports.35 Participants that are subject to enhanced surveillance are also reported to the 
Company’s Chief Executive Officer and a cross-functional team comprised of senior 
management of the Company, and the cross-functional review team will regularly review the 
Participant and the status of its participation in the Company.36 The Company may also take such 

 
29 Id. 
30 PSSC Rule 2.4B(c). 
31 PSSC Rule 2.4B(d). 
32 PSSC Rule 2.4B(e). 
33 Id. 
34 PSSC Rule 2.4B(f). 
35 Id. 
36 Id. 
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additional actions with regard to any Participant (including a Participant placed on the Watch 
List and/or subject to enhanced surveillance) as are permitted by the Rules.37 

C. Eligible Securities 

PSSC will provide services to Participants in connection with the clearance and settlement of 
transactions in Eligible Securities. Eligible Securities will be securities that the Company, in its 
sole discretion, accepts as such, taking into consideration factors including, but not limited to: 
Participant interest in the Company providing services in respect of a security; the extent to 
which readily available information regarding the security issuer is available; and the extent to 
which readily available and reliable pricing information regarding the security is available.38  
Eligible Securities must at all times also be securities that DTC accepts as eligible securities 
under its rules and to which DTC provides book-entry services.39 In the event that DTC stops 
providing book-entry services for a security, the security will no longer be an Eligible Security.40 
 
The Company will be a DTC participant and will, as soon as practicable (but in any event before 
the start of trading on the next Business Day after the Company receives notice from DTC), 
impose service limits on Eligible Securities in conformity with any such service limits as DTC 
may impose from time to time, including, but not limited to, no longer recognizing a security as 
an Eligible Security, and the Company will also impose such other service limits on an Eligible 
Security as may be required by law.41 In addition, the Company may impose its own limits on 
services for Eligible Securities, including, but not limited to, no longer recognizing the security 
as an Eligible Security, where the Company determinates, in its sole discretion, that the security 
no longer meets one (1) or more of the factors specified in Rule 3.1.42 The Company will, as 
soon as practicable (but in any event before the start of trading on the next Business Day after the 
Company makes such a determination), impose any such limits on the Eligible Security.43  
Notice of any service limit for an Eligible Security, including any determination by the Company 
to no longer accept a security as an Eligible Security, will be promptly provided by the Company 
in writing to all Participants.44 

 
37 Id. 
38 PSSC Rule 3.1. 
39 Id. 
40 Id. 
41 PSSC Rule 3.2. 
42 Id. 
43 Id. 
44 PSSC Rule 3.3. 
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D. Counterparty Pairs for Settlement of Settlement Obligations 

PSSC will provide services to Participants to establish and terminate agreements with other 
Participants, called Counterparty Pairs, through which the Participants will prospectively agree 
to settle Settlement Obligations between each other using the Paxos Settlement Service.45  Prior 
to commencing its participation in the Company, each Participant must notify the Company in 
writing of the other Participants with which it agrees to settle Settlement Obligations on the 
Paxos Settlement Service.46 Whenever a new Participant commences participation in the 
Company, each existing Participant must notify the Company in writing whether it agrees to 
settle Settlement Obligations with that new Participant.47 The relevant Participants will be treated 
by the Company as a Counterparty Pair as soon thereafter as is reasonably practicable to allow 
the Company to update its systems and to coordinate with any relevant trading venues, as 
necessary.48 Additionally, an existing Participant may also elect, at any time, to form a 
Counterparty Pair with another existing Participant.49 
 
At any time when two (2) Participants have both notified the Company in writing of their 
agreement to settle Settlement Obligations between them through the Paxos Settlement Service 
as a Counterparty Pair, the Company will provide corresponding written notice to the relevant 
Participants to confirm that the Participants will be treated by the Company as a Counterparty 
Pair as set forth, and at the times specified, in Rule 2D.50 By providing such notices, each of the 
Participants and the Company agree between and among them that: each such Participant will be 
a Counterparty Pair of the other such Participant as provided in the PSSC Rules for purposes of 
settling Settlement Obligations between them through the Paxos Settlement Service; the 
Settlement Obligations are determined by the Company pursuant to the Rules; each Participant in 
the Counterparty Pair agrees to be obligated to the other Participant in the Counterparty Pair to 
settle the Settlement Obligations pursuant to the Rules; and the Company and each of the 
Participants in the Counterparty Pair will have all of the rights and obligations as against each 
other as are specified in the Rules.51 
 
No Participant will be allowed to settle Settlement Obligations with another Participant on the 
Paxos Settlement Service unless the Participants are a Counterparty Pair.52 Only trades received 
by the Company in respect of a Counterparty Pair will be eligible to be accepted by the Company 

 
45 PSSC Rule 2D. 
46 PSSC Rule 2.1.1D. 
47 Id. 
48 Id. 
49 PSSC Rule 2.1.2D. 
50 PSSC Rule 2.1D. 
51 Id. 
52 PSSC Rule 2.2D. 
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for settlement.53  Trades submitted to the Company for settlement between two (2) Participants 
that the Company does not recognize as a Counterparty Pair will be rejected by the Company.54 
A Participant may terminate any Counterparty Pair by providing written notice to the 
Company.55 In any such case, the Company will provide corresponding notice to the relevant 
Participants and any relevant trading venues, as necessary.56    

E. The Paxos Settlement Service and Paxos Ledger 

PSSC will provide clearance and settlement services through the Paxos Settlement Service. The 
Paxos Settlement Service is a private and permissioned system developed and operated by the 
Company.57 The software related to the Paxos Settlement Service supports a distributed ledger 
called the Paxos Ledger that records ownership of Eligible Securities and Cash.58 The Paxos 
Settlement Service is designed to conduct delivery versus payment settlement, on a bilateral 
basis, of Settlement Obligations between Counterparty Pairs that have been accepted by the 
Company.59 Settlement occurs through movement by the Company of Eligible Securities or 
Cash, as applicable, on the Paxos Ledger between the Participant Accounts of the Participants in 
a Counterparty Pair.60   

F. Participant Account and PSSC Operating Cash and Margin Cash Accounts 

Prior to commencement of participation in the services of the Company, each Participant will 
establish a Participant Account. Each Participant may hold Cash and Eligible Securities in its 
Participant Account, the ownership of which is recorded by the Company on the Paxos Ledger.61   
 
To facilitate the settlement of Settlement Obligations a Participant has with its Counterparty 
Pairs, the Participant must deposit Eligible Securities into its Participant Account by using 
relevant instructions through DTC to transfer Eligible Securities to the Company’s DTC 
Account.62 Upon receipt of Eligible Securities from a Participant into the Company’s DTC 
Account, the Company, through a process called Securities Digitization, will create a security 
entitlement on the Paxos Ledger credited to the Participant Account of the relevant Participant 

 
53 Id. 
54 Id. 
55 PSSC Rule 2.4D. 
56 Id. 
57 PSSC Rule 4.1. 
58 Id. 
59 PSSC Rule 4.2. 
60 Id. 
61 PSSC Rule 4.3. 
62 PSSC Rule 4.4. 
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that is a representation of the Eligible Security in the Company’s DTC Account.63 In accordance 
with instructions to the Company from a Participant, the Company will facilitate the withdrawal 
of Eligible Securities from the Participant’s Participant Account by removing the security 
entitlement to Eligible Securities credited to the Participant in its Participant Account on the 
Paxos Ledger and initiating relevant instructions through DTC to remove the Eligible Security 
from the Company’s DTC Account and deliver it to a DTC Account of the Participant that the 
Participant has designated to the Company.64 the Company will not remove the security 
entitlement to Eligible Securities credited to the Participant in its Participant Account without 
also transferring the Eligible Securities in rapid succession to a DTC Account of the Participant 
that the Participant has designated to the Company and any Eligible Securities that fail to transfer 
out of the Company’s DTC Account will continue to be credited to the relevant Participant.65   
 
The Company will maintain two (2) separate types of omnibus Cash custody accounts for the 
benefit of Participants at each Settling Bank. The two (2) types of accounts are the Operating 
Cash Account and Margin Cash Account, as described below.66 The Company will maintain an 
omnibus Cash custody account in its name for the benefit of Participants, known as an Operating 
Cash Account, at each Settling Bank to hold Operating Cash deposited by Participants for the 
purpose of settling obligations to purchase Eligible Securities from Counterparty Pairs.67  
Participants must deposit Cash to the Operating Cash Account through a wire transfer or other 
funds transfer process acceptable to the Company.68 The Company will maintain an omnibus 
Cash custody account in its name for the benefit of Participants, known as the Margin Cash 
Account, at each Settling Bank to hold Margin Assets of Participants.69 To fulfill their Required 
Margin Amounts, Participants must deposit Cash to the Margin Cash Account through a wire 
transfer or other funds transfer process acceptable to the Company.70 Upon receipt of Cash from 
a Participant into the Operating Cash Account or Margin Cash Account, as applicable, the 
Company, through a process called Cash Digitization, will create a security entitlement on the 
Paxos Ledger credited to the Participant Account of the relevant Participant that is a 
representation of the Cash in the Operating Cash Account or Margin Cash Account, as 
applicable.71 In accordance with instructions to the Company from a Participant, the Company 
will facilitate the withdrawal of Operating Cash or Margin Cash, as applicable, from the 
Participant’s Participant Account by removing the security entitlement to Cash credited to the 

 
63 PSSC Rule 4.4.1. 
64 Id. 
65 Id. 
66 PSSC Rule 4.5.1. 
67 PSSC Rule 4.5.2. 
68 Id. 
69 PSSC Rule 4.5.3. 
70 Id. 
71 PSSC Rule 4.5.4. 
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Participant in its Participant Account on the Paxos Ledger and initiating a wire transfer or other 
funds transfer process acceptable to the Company from the Operating Cash Account or Margin 
Cash Account, as applicable, to an account that the Participant has designated to the Company.72 
The Company will not remove the security entitlement to Cash credited to the Participant in its 
Participant Account without also transferring the Cash in rapid succession to the account that is 
designated by the Participant and any Cash that fails to transfer out of the Operating Cash 
Account or Margin Cash Account will continue to be credited to the relevant Participant.73 

G. Trade Capture 

Trade information regarding purchase or sale obligations of a Participant that are intended for 
settlement through the Paxos Settlement Service and that arise from transactions in Eligible 
Securities with a Counterparty Pair must be submitted to the Company in accordance with the 
terms of the operating procedures of any relevant Eligible Trading Venue on which the 
transaction is executed or, if there is no Eligible Trading Venue (i.e., the trade is an over-the-
counter trade), then in near real-time by the relevant Participants upon execution.74 

Trade information submitted to the Company must contain the following details:  

(a)  Eligible Security CUSIP;  

(b)  quantity of shares;  

(c)  price per share;  

(d)  amount of money to be settled;  

(e)  buying Participant;  

(f)  selling Participant;  

(g)  trade date; and  

(h)  Settlement Date.75  

PSSC will accept any transaction received from an Eligible Trading Venue that is properly 
submitted to the Company in accordance with the Rules, and the Company will use the 
transaction details provided in the trade submission by the Eligible Trading Venue without any 
modification.76 In the case of an over-the-counter trade between two (2) Participants that are a 

 
72 Id. 
73 Id. 
74 PSSC Rule 4.7. 
75 Id. 
76 Id. 
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Counterparty Pair, the Participants, prior to submitting any such transactions to the Company, 
will notify the Company in writing regarding which one of the Participants will act as the 
Designated Trade Submission Participant that will be responsible for submitting confirmed trade 
information for the Counterparty Pair to the Company.77 The Company will accept any 
transaction received from a Designated Trade Submission Participant that is properly submitted 
to the Company in accordance with the terms of the Rules, and the Company will use the 
transaction details provided in the trade submission by the Designated Trade Submission 
Participant without any modification.78 If trade information that is submitted to the Company by 
an Eligible Trading Venue or Designated Trade Submission Participant does not include the 
required terms specified in (a) through (h) above, the Company will immediately notify either 
the relevant Participants in the Counterparty Pair in the case of an over-the-counter trade or the 
relevant Eligible Trading Venue, as applicable, regarding the discrepancy, and the Company will 
not accept the transaction for settlement until the discrepancy is resolved and the required terms 
are submitted to the Company.79    
 

H. Netting 

PSSC will be provide services to Participants regarding netting of Settlement Obligations that 
result from transactions the Participants in a Counterparty Pair submit to PSSC for clearance and 
settlement. All transactions accepted by PSSC for clearance and settlement create Settlement 
Obligations that are settled on a bilateral basis. All Settlement Obligations will be settled on a net 
basis unless each Participant in a Counterparty Pair provides written instructions to PSSC 
specifying that a particular transaction or transactions should be settled on a gross basis.80 In 
such a case, if PSSC accepts such transactions for clearance and settlement, PSSC will create 
gross Settlement Obligations between the Participants in the Counterparty Pair.81    

  (i) Bilateral Netting in Counterparty Pairs 

Through PSSC’s process of Bilateral Netting, transactions accepted by the Company for 
clearance and settlement through the Paxos Settlement Service will create Settlement Obligations 
that are netted for each Participant so that, for each Eligible Security in which the Participant has 
activity, the Participant will have one (1) obligation to either deliver Eligible Securities or 
Operating Cash, for each Counterparty Pair for which there is a Settlement Obligation.82 

  (ii) Enhanced Netting Across Counterparty Pairs 

 
77 Id. 
78 Id. 
79 Id. 
80 PSSC Rules 4.1A and 4.3A.   
81 PSSC Rule 4.3A. 
82 PSSC Rule 4.1A.   
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Pursuant to written requests from Participants and when reasonably practicable, the Company 
may further net Settlement Obligations that have been determined through the Bilateral Netting 
process. PSSC will do so among Counterparty Pairs in a process of Enhanced Netting if each 
Participant included in the Enhanced Netting is part of a Counterparty Pair with each other 
Participant included in the Enhanced Netting and the Enhanced Netting does not result in an 
increased Settlement Obligation or margin obligation to any Participant.83 Where Enhanced 
Netting is applied, the Settlement Obligation of each Participant involved will be in the amount, 
and to the Participant, that is determined by the Company through the Enhanced Netting process. 
 
Examples of this Enhanced Netting process are provided below:  

Example 1: Round Robin with Three Counterparties 

Participants A, B and C are all Counterparty Pairs to each other (i.e., A to B, B to C and 
C to A). Participants A, B and C have all executed trades in Eligible Security Z that produce 
Bilateral Netting results as follows: 

 Participant A sold 500 shares of Z to Participant B for $5,000; 

 Participant B sold 1,000 shares of Z to Participant C for $11,000; and 

 Participant C sold 500 shares of Z to Participant A for $6,000. 
 

Instead of Participant A delivering 500 shares of Z to Participant B and receiving 500 shares from 
Participant C, Participant A will neither receive nor deliver Z shares but instead will pay $1,000 
Cash to Participant C. Additionally, instead of receiving 500 shares from Participant A and 
delivering 1,000 Z shares to Participant C, Participant B’s obligation would net to an obligation to 
deliver 500 Z shares to C and receive $6,000 from Participant C. Finally, instead of receiving 1,000 
Z shares from Participant B and delivering 500 Z shares to Participant A, Participant C’s obligation 
would net to a single obligation to receive 500 Z shares from B, pay $6,000 to Participant B and 
receive $1,000 from Participant A. 

 Participant A pays $1,000 to Participant C; 

o The $1,000 is the difference between the $5,000 that Participant B would have paid 
to Participant A and the $6,000 that Participant A would have paid to Participant 
C. 

 Participant B delivers 500 shares of Z to Participant C; 

o The 500 Z shares is the difference between the 1,000 Z shares that Participant B 
would have delivered to Participant C and the 500 Z shares that Participant B would 
have received from Participant A. 

 
83 PSSC Rule 4.2A.   
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 Participant C pays $6,000 to Participant B; and 

o The $6,000 is the difference between the $11,000 Participant C would have paid to 
Participant B and the $5,000 Participant B would have paid to Participant C. 

 Participant C receives $1,000 from Participant A. 

o The $1,000 is the difference between the $5,000 participant B would have paid to 
Participant A and the $6,000 Participant A would have paid to Participant C. 

Example 2: Linear Flow with Four Counterparties 

Participants A, B, C and D are all Counterparty Pairs to each other (i.e., A to B, B to C, C 
to A, C to D, D to A and D to B). Participants A, B, C and D have executed trades in Eligible 
Security Z that produce Bilateral Netting results as follows: 

 Participant A did not sell any shares of Z; 

 Participant B sold 100 shares of Z to Participant A for $1,000;  

 Participant C sold 100 shares of Z to Participant B for $1,000; and 

 Participant D sold 100 shares of Z to C for $1,000, but did not buy any shares of Z. 

Instead of Participant D delivering 100 shares of Z to Participant C and receiving $1,000 from 
Participant C, Participant D will deliver 100 shares of Z to Participant A and will receive $1,000 
Cash from Participant A. Participants B and C will have no Settlement Obligations, as their 
obligations will have been netted out. 
 

 Participant D delivers 100 shares of Z; and  

 Participant A pays $1,000 to Participant D. 

I. Margin 
 
PSSC will provide margin collateralization services to Participants regarding Settlement 
Obligations with their Counterparty Pairs.84 The greater of a Participant’s Initial Margin Deposit, 
Minimum Required Margin Deposit and Computed Margin Requirement, as described in the 

 
84 PSSC Rules 5A, 5B and 5C. 
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PSSC Rules, will be the Participant’s Required Margin Amount.85 Each Participant must 
maintain sufficient Margin Assets to collateralize its Required Margin Amount.86   

  (i) Initial Margin Deposit 

Upon commencing its participation in the Company, each Participant will deposit and maintain 
Margin Assets equal to the amount of its Initial Margin Deposit.87 The amount of a Participant’s 
Initial Margin Deposit will be fixed by the Company’s Compliance and Risk Management 
Committee of the Board of Directors in connection with the Participant’s admission and based on 
the following factors regarding the Participant: creditworthiness; anticipated or actual Settlement 
Obligations; trading strategy; and operational capabilities.88    

  (ii) Minimum Required Margin Deposit 

At all times, the Minimum Required Margin Deposit for a Participant will be at least ten 
thousand dollars ($10,000).89 The Company will not accept new transactions for settlement for a 
Participant unless and until its Minimum Required Margin Deposit is met.90  

   (iii) Computed Margin Requirement 

The aggregate amount required to collateralize the Unsettled Settlement Obligations of a 
Participant with each of its Counterparty Pairs will be its Computed Margin Requirement.91 A 
Participant’s Unsettled Settlement Obligations due for settlement on a Settlement Date may be 
net or gross as described in the Rule 4A.92 Each Participant’s Computed Margin Requirement 
will be calculated by PSSC by: determining a Preliminary Computed Margin Requirement; 
adjusting the Preliminary Computed Margin Requirement using a Credit Risk Modification 
Factor to arrive at a Computed Margin Requirement; and adding to the Computed Margin 
Requirement any Fails Charges and/or Excessive Fails Penalties.93 
 

(iv) Preliminary Computed Margin Requirement 
 

Each Participant’s Preliminary Computed Margin Requirement will be calculated using the 
following measures.   

 
85 PSSC Rule 5.3B. 
86 Id. 
87 PSSC Rule 5.1.1B. 
88 Id. 
89 PSSC Rule 5.1.2B. 
90 Id. 
91 PSSC Rule 5.4B. 
92 Id. 
93 Id. 
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Dynamic Spot Price. For each Unsettled Settlement Obligation, the Dynamic Spot Price 
will equal the implied volatility of that position using a two (2)-day deviation to calculate 
a three (3) standard deviation move.94  
 
To calculate the Dynamic Spot Price for each Unsettled Settlement Obligation, the 
Company will: 
 

estimate the 30-Day Implied Volatility using the implied volatility of the midpoint 
between the closing bid and ask spread of the thirty (30)-day at-the-money 
standardized put and call option strike prices for the relevant underlying security; 

 
the “at-the-money” strike price will be the closing trade date price of the 
underlying security, rounding up or down as appropriate. (For example, 
for an Eligible Security with a closing trade date price of one hundred and 
four dollars and thirty cents ($104.30), the applicable at-the-money strike 
would be one hundred and four dollars ($104)); 

 
the “30-Day” option is defined as the next month’s expiration, unless that 
expiration occurs less than thirty (30) calendar days from trade date. (For 
example, for trade date June 6, the “30-Day” option would be the July 
expiry, given that the June expiry would be less than thirty (30) days from 
trade date);   

 
calculate the Two-Day Standard Deviation, using the 30-Day Implied Volatility; 
and 

 
determine a three (3) standard deviation price move, to a 99.7% confidence level 
using the Two -Day Standard Deviation.95    

 
In the event that an Unsettled Settlement Obligation: (a) is with respect to an Eligible 
Security that has no corresponding equity option chain available or (b) has a 
corresponding equity option chain available but the equity option is illiquid, then the 
Company will determine the volatility of the Unsettled Settlement Obligation by 
averaging the actual volatility of the Eligible Security over the past twenty (20) trading 
days in order to calculate the Two-Day Standard Deviation.96  For purposes of this 
requirement, an equity option chain will be deemed illiquid if there are less than two 
thousand (2,000) option contracts traded on trade date in the applicable standardized 
equity option class.97  

 
94 PSSC Rule 5.4.1.1B. 
95 Id. 
96 Id. 
97 Id. 
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Regarding Enhanced Netting, pursuant to Rule 4A, the value of the Eligible Securities 
and the Operating Cash being exchanged for settlement purposes may not be of equal 
value due to the netting process.98  As a result, the prices used by the Company to 
calculate the Dynamic Spot Price will depend, as described below, on the market value of 
the Operating Cash and Eligible Securities being delivered and whether the Participant is 
obligated to deliver Operating Cash or shares of an Eligible Security.99 

 
If the value of the Operating Cash exceeds the market value of the Eligible 
Securities, the following applies: 

 
For both Participants the price used to calculate the Dynamic Spot Price 
will be the price determined by the Company to be the market price for 
the shares of the Eligible Security to be delivered and received. If the 
calculation is done by the Company after the close of trading in the 
Eligible Security, then the price will be the closing price for the Eligible 
Security as determined by the Company. If the calculation is done by the 
Company during trading hours in the relevant markets for the Eligible 
Security, then the price will be the current market price as determined by 
the Company.   

 
In addition, the Participant obligated to deliver Operating Cash in 
connection with a Settlement Obligation will also post as collateral an 
additional three percent (3%) on any amount in excess of the market value 
of the shares being received. 

 
For example, if Participant A is obligated to deliver $100,000 in 
connection with a Settlement Obligation by which it will receive on 
hundred (100) shares currently priced at nine dollars ($9), for a total of 
ninety thousand dollars ($90,000) in value, Participant A will be required 
to post an additional three percent (3%) of the excess (on the ten thousand 
dollar ($10,000) difference), which equals an additional three hundred 
dollars ($300).100 

 
If the market value of the Eligible Securities exceeds the value of the Operating 
Cash, the following applies: 

 
If the Participant is obligated to deliver Operating Cash in connection with 
a Settlement Obligation, the price used to calculate the Dynamic Spot 

 
98 PSSC Rule 5.4.1.2B. 
99 Id. 
100 PSSC Rule 5.4.1.2B(a). 
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Price is the average price of the shares of the Eligible Security to be 
delivered and received. 

 
For example, in a circumstance in which a Participant is obligated to 
deliver one thousand dollars ($1,000) in Operating Cash to receive one 
hundred (100) shares of the relevant Eligible Security the Dynamic Spot 
Price will be calculated using a price of ten dollars ($10) ($1,000 /100 
shares of the Eligible Security) regardless of the current market price of 
the relevant Eligible Security shares.101  

 
If a Participant is obligated to deliver shares of an Eligible Security in connection 
with a Settlement Obligation, the price used to calculate the Dynamic Spot Price 
is the current market price of the Eligible Security shares to be delivered.  

 
For example, a seller is delivering one hundred (100) shares, currently 
priced in the market at fifteen dollars ($15). The Dynamic Spot Price will 
be calculated using a price of fifteen dollars ($15).102 

 
Liquidity Exposure Requirement. An Unsettled Settlement Obligation will be subject to 
an additional Liquidity Exposure Requirement of five percent (5%) if the Participant’s 
total Unsettled Settlement Obligation in the Eligible Security to all of its Counterparty 
Pairs exceeds the average trading volume in the Eligible Security over the past thirty (30) 
trading days, as determined by the Company.103  If the Unsettled Settlement Obligation 
exceeds the average trading volume in the Eligible Security over the past thirty (30) 
trading days, as determined by the Company, by a multiple (e.g., two (2), three (3) or 
more times the relevant volume), then the Liquidity Exposure Requirement will increase 
in corresponding increments (e.g., if the Unsettled Settlement Obligation is three (3) 
times the relevant volume, the Liquidity Exposure Requirement will be fifteen percent 
(15%)).104  
 
Low-Priced Securities Requirement. A Participant with an Unsettled Settlement 
Obligation to receive an Eligible Security that has a closing price equal to or less than one 
dollar ($1.00) will be required to post Margin Assets equal to one hundred percent 
(100%) of the value of the Unsettled Settlement Obligation.105  A Participant with an 
Unsettled Settlement Obligation to deliver an Eligible Security that has a closing price 
equal to or less than two dollars and fifty cents ($2.50) will be required to post Margin 

 
101 PSSC Rule 5.4.1.2B(b). 
102 PSSC Rule 5.4.1.2B(c). 
103 PSSC Rule 5.4.1.3B. 
104 Id. 
105 PSSC Rule 5.4.1.4B. 
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Assets equal to two hundred and fifty percent (250%) of the value of the Unsettled 
Settlement Obligation.106 

 
Market Capitalization Requirement. A Participant with an Unsettled Settlement 
Obligation in an Eligible Security with a market capitalization equal to or less than two 
hundred and fifty million dollars ($250,000,000) will be required to post Margin Assets 
equal to one hundred percent (100%) of the value of the Unsettled Settlement 
Obligation.107 
 
Percentage of Outstanding Shares Requirement. A Participant with a total Unsettled 
Settlement Obligation to all of its Counterparty Pairs to receive shares in an Eligible 
Security that exceeds five percent (5%) of the total shares outstanding for that Eligible 
Security will be required to post Margin Assets equal to one hundred percent (100%) of 
the value of the Unsettled Settlement Obligation.108  A Participant that has a total 
Unsettled Settlement Obligation to its Counterparty Pairs to deliver shares in an Eligible 
Security that exceeds five (5%) of the total shares outstanding for that Eligible Security 
will be required to post Margin Assets equal to two hundred and fifty percent (250%) of 
the Unsettled Settlement Obligation.109   
 

  (v) Credit Risk Rating as a Modification Factor 

Once the Preliminary Computed Margin Requirement is calculated, the Company will apply to it 
a Credit Risk Rating as a modification factor to determine whether a reduction or increase will be 
made.110  Once the Company determines whether a reduction or increase will be made, the result, 
even if there is no reduction or increase, will be the Computed Margin Requirement.111  The 
Credit Risk Rating will be based on the Company’s Credit Risk Rating Matrix, which evaluates 
the credit risks posed by Participants to each other.112  The Company will assign to each 
Participant a Credit Risk Rating based on certain quantitative, and when available, publicly 
accessible, credit factors. The Credit Risk Ratings assigned are based on a five (5) point credit 
rating system, with tier one (Tier 1) being the strongest and tier seven (Tier 7) being the 
weakest.113  When determining a Participant’s Credit Risk Rating, the Company will take into 
account: availability of actively traded five (5) year credit default swaps applicable to the 

 
106 Id. 
107 PSSC Rule 5.4.1.5B. 
108 PSSC Rule 5.4.1.6B. 
109 Id. 
110 PSSC Rule 5.4.2B. 
111 Id. 
112 Id. 
113 PSSC Rule 5.4.2.1B. 
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Participant; credit risk ratings from any publicly available credit rating services; capital, assets, 
earnings and liquidity; and the Participant’s creditworthiness and operational capabilities.114 

A Participant’s Credit Risk Rating will modify its Preliminary Computed Margin Requirement as 
follows:115   

 
Tiers  Modification to Preliminary Computed Margin Requirement 
Tier 1 Reduction by fifty percent (50%) 
Tier 2 Reduction by forty percent (40%) 
Tier 3 Reduction by thirty percent (30%) 
Tier 4 Reduction by twenty percent (20%) 
Tier 5 No modification 
Tier 6 Increase by ten percent (10%) 
Tier 7  Increase by twenty percent (20%) 

 
Upon the occurrence of certain market conditions, as described below, the Company will modify 
each Participant’s Credit Risk Rating:116     
 

if the VIX® volatility index of Cboe Exchange, Inc., or any successor interest to the 
VIX®, is greater than forty (40), or if the U.S. equities markets are closed and the 
Company reasonably determines that, if the U.S. equities markets were open, the VIX® 
would be greater than forty (40), each Participant’s Credit Risk Rating will go up one (1) 
tier (e.g., a Tier 1 Participant would move to Tier 2); 
 
if the VIX® is greater than fifty (50), or if U.S. equities markets are closed, and the 
Company reasonably determines that, if the U.S. equities markets were open, the VIX® 
would be greater than fifty (50), each Participant’s Credit Risk Rating will go up two (2) 
tiers (e.g., a Tier 2 Participant would move to Tier 4); or 
 
the Compliance and Risk Management Committee of the Board of Directors determines 
in its reasonable discretion that, for the stability of the financial markets it is appropriate, 
with prior notice to the SEC, that each Participant’s Credit Risk Rating should increase to 
reflect volatile market conditions.117     
 

Upon admission to the Company as a Participant, the Company will assign to the Participant a 
Credit Risk Rating, and all Credit Risk Ratings will be reviewed and approved by the Board of 
Directors prior to admission of the Participant.118 Should a Participant seek a reduction to its 

 
114 PSSC Rule 5.4.2.2B. 
115 PSSC Rule 5.4.2.4B. 
116 PSSC Rule 5.4.2.5B. 
117 Id. 
118 PSSC Rule 5.4.2.3B(a). 
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Credit Risk Rating, it may appeal the Credit Risk Rating determination to the Board, pursuant to 
Rule 10.119 No less than annually, the Participant Advisory Committee will review and make 
recommendations to the Board of Directors regarding the factors used to determine a Credit Risk 
Rating, and the tiers and accompanying modifications.120 No less than annually, the Board of 
Directors will review and approve those same Credit Risk Rating factors and the tiers and 
modifications, and the Board will also review and approve all Participants’ Credit Risk 
Ratings.121  
 
  (vi) Fails Charges and Penalties for Excessive Fails 

In the event that a Participant has a Fail to deliver either Operating Cash or Eligible Securities on 
the Settlement Date for a Settlement Obligation, the Participant will be charged an additional 
twenty percent (20%) of the portion of its Computed Margin Requirement that is attributable to 
the Settlement Obligation(s) for which there is a Fail.122 This charge is referred to in the Rules as 
a Fails Charge. For example, if the portion of the Computed Margin Requirement that is 
attributable to a Settlement Obligation for which there is a Fail is one hundred dollars ($100) 
then the additional Fails Charge would be twenty dollars ($20).123 A Fails Charge will be 
required to collateralize the Fail for as long as the Fail persists.124  
 
Participants will be subject to penalties for excessive Fails.125  In the event that the total market 
value of a Participant’s Fails exceeds twenty percent (20%) of that Participant’s total Unsettled 
Settlement Obligations to all of its Counterparty Pairs, that Participant automatically will be 
required to post Margin Assets equal to fifty percent (50%) of the market value of its total 
Unsettled Settlement Obligations.126 In the event that the total market value of a Participant’s 
Fails exceeds thirty percent (30%) of that Participant’s total Unsettled Settlement Obligations to 
all of its Counterparty Pairs, that Participant automatically will be required to post Margin Assets 
equal to one hundred percent (100%) of the market value of its total Unsettled Settlement 
Obligations.127 In the event that the total notional value of a Participant’s Fails exceeds fifty 
percent (50%) of that Participant’s total Unsettled Settlement Obligations to all of its 

 
119 Id. 
120 PSSC Rule 5.4.2.3B(d). 
121 PSSC Rule 5.4.2.3B(d), (e). 
122 PSSC Rule 5.4.3B. 
123 Id. 
124 Id. 
125 PSSC Rule 5.4.4B. 
126 PSSC Rule 5.4.4B(a). 
127 PSSC Rule 5.4.4B(b). 
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Counterparty Pairs, that Participant automatically will be subject to Rule 7.2, and the Company 
may cease to act on its behalf.128 
 
The Company will calculate each Participant’s Computed Margin Requirement at the end of 
each Business Day.129  In addition, on a continuous basis throughout the course of the next 
Business Day, the Company will recalculate the applicable Computed Margin Requirement and 
the results are referred to as Intraday Computed Margin Requirements.130 The difference 
between an Intraday Computed Margin Requirement and the Computed Margin Requirement is 
referred to as the Intraday Additional Computed Margin Requirement.131 If at any time during a 
Business Day, a Participant’s Intraday Computed Margin Requirement exceeds the last 
calculated Computed Margin Requirement by twenty-five percent (25%) and the amount of the 
Intraday Additional Margin Requirement exceeds ten thousand dollars ($10,000), then the 
Participant must post Margin Assets equal in value to the Intraday Additional Computed Margin 
Requirement.132 An Intraday Computed Margin Requirement that results in this obligation to 
post such Margin Assets equal to the Intraday Additional Margin Requirement will be 
substituted as the Computed Margin Requirement for the Participant.133 If the resulting 
Computed Margin Requirement is greater than the Initial Margin Deposit and Minimum 
Required Margin Deposit for the Participant then such Computed Margin Requirement will be 
the Required Margin Amount for the Participant.134   
 
The Company will determine and communicate the Required Margin Amount (as described in 
Rule 5B) to each Participant at least once daily by a cut-off time of 10:00 p.m.135 In the event the 
Company determines that all trades for a Participant have not been submitted to the Company 
prior to the 10:00 p.m. cut-off time, the Company may, in its discretion, re-determine and re-
communicate the Required Margin Amount to the relevant Participant once all transactions have 
been received by the Company; provided, however, that the Company will determine and 
communicate any such Required Margin Amount not later than 11:59 p.m. of trade date.136 Each 
Participant is required to satisfy its Required Margin Amount by depositing Cash to the Margin 
Cash Account by 10:00 a.m. on the following Business Day, in an amount equal to or greater 
than the Required Margin Amount less any amount of Margin Assets that the Participant already 

 
128 PSSC Rule 5.4.4B(c). 
129 PSSC Rule 5.5B. 
130 Id. 
131 Id. 
132 Id. 
133 Id. 
134 Id. 
135 PSSC Rule 5.2C(a). 
136 PSSC Rule 5.2C(b). 
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has credited to its Participant Account.137 Pursuant to Rule 5B, the Company will determine the 
amount of any Intraday Computed Margin Requirement for a Participant, and it will 
communicate any such amount to the Participant as soon as practicable.138 Each Participant is 
required to satisfy any Intraday Additional Computed Margin Requirement required to be paid 
by depositing Cash to the Margin Cash Account with the relevant amount within two (2) hours of 
communication by the Company.139 
 
In the event a Participant fails to satisfy any margin requirement by the times prescribed in Rule 
5.4C, the failure will constitute a missed margin call by the Participant and the Company will 
notify each of the Counterparty Pairs of the Participant.140 The failure by a Participant to make 
any required deposit, including any margin deposit, with the Company establishes adequate 
cause to permit the Company in its discretion to cease to act for the Participant under the terms 
of Rule 7.141  
 
PSSC will permit Participants to post Margin Assets in the form of U.S. Dollar cash.142 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.143 Each 
Participant acknowledges and agrees that its Margin Assets will be free of any lien or other 
encumbrance senior to that of the Company.144 Margin Assets will be maintained in Settling 
Bank accounts in the name of the Company using account names indicating that such Margin 
Assets are held for the benefit of Participants, and the Settling Bank will recognize the relevant 
accounts on its records as margin accounts.145 The accounts holding Margin Assets will not be 
used to hold the Company’s proprietary funds and the 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.146     
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J. Settlement 

PSSC will provide settlement services to Participants. Participants may agree to settle any 
transaction in an Eligible Security on the trade date that is a Business Day (T), on the Business 
Day after the trade date (T+1), on the second Business Day after the trade date (T+2) or on any 
other Business Day after the trade date as they may agree.147 For each Participant to meet its 
Settlement Obligations, each Participant must through Cash Digitization and Securities 
Digitization have the required Eligible Securities or Operating Cash in its Participant Account on 
the Settlement Date by the Daily Settlement Cut-Off Time.148 Provided that each Participant has 
sufficient Operating Cash and/or Eligible Securities in its Participant Account, the Company will 
automatically settle the Settlement Obligations, on the Settlement Date, between Participants by 
causing Cash and Eligible Securities, as applicable, to be simultaneously transferred between the 
Participant Accounts of the relevant Participants.149 The Company will begin such settlement at 
12:00 a.m. on each given Settlement Date.150 

In the event a Participant fails to make sufficient Operating Cash or Eligible Securities available 
in its Participant Account on a Settlement Date to settle any of its Settlement Obligations by the 
Daily Settlement Cut-Off Time, such failure will constitute a Settlement Failure.151 A Failing 
Participant’s Settlement Failures will be allocated to the relevant Non-Failing Participant(s) in 
the affected Counterparty Pair(s) following the Daily Settlement Cut-Off Time on the relevant 
Settlement Date for each Eligible Security in which such Failing Participant is unable to timely 
settle its Settlement Obligations.152 The Company will make available to each Participant a 
report which reflects the existence of any of its Settlement Failures to Counterparty Pairs and any 
Settlement Failures by Counterparty Pairs to the Participant, and each Participant will have the 
obligation to monitor any updates to these reports.153  For a Settlement Failure regarding a 
Settlement Obligation of a Participant to deliver Operating Cash where there is not any 
corresponding Settlement Obligation of a Counterparty Pair to deliver Eligible Securities to the 
Failing Participant (which may arise in connection with the Enhanced Netting Process pursuant 
to Rule 4.2A), any such Settlement Failure will not be governed by the close-out requirements in 
Rules 6.3, 6.4 or 6.5.154  Instead, the Settlement Failure will be a Close-Out Liability Obligation, 
as described below.155 
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The Company will settle the relevant Settlement Obligations using Operating Cash or Eligible 
Securities credited to the Participant Account of the Participant in the settlement priority order 
described below.156 The Company will first settle all Settlement Obligations regarding Cash or a 
particular Eligible Security that represent Close-Out Liability Obligations.157 Any Close-Out 
Liability Obligation that the Company has started to settle but that remains partially settled will 
be completed before settlement of any Close-Out Liability Obligations that have not been 
partially settled.158  If the order of priority for settlement cannot be determined based on whether 
the Close-Out Liability Obligations have been partially settled, then priority for settlement will 
be according to the largest remaining Close-Out Liability Obligation ranked in descending 
order.159 If the order of priority for settlement cannot be determined based on whether the Close-
Out Liability Obligations have been partially settled and based on the size of the exposures in 
descending order, then the priority for settlement will be according to a random ordering 
determined in lexicographical order using an identifier that is assigned by the Company to each 
Close-Out Liability Obligation at the time it is recorded on the Company’s books and records.160 
 
The Company will next prioritize Settlement Failures.161 Settlement Failures will be prioritized 
for settlement in descending order from oldest age to youngest based on the original settlement 
date.162 When settling Settlement Obligations that represent Settlement Failures for which the 
priority of the Settlement Failure cannot be determined solely based on its age, the Company will 
use available Cash or Eligible Securities, as applicable, in the Participant’s Participant Account 
in the following order:  

(a) any Settlement Obligation that the Company has started to settle but that remains 
partially settled will be completed before settlement of any Settlement Obligations that 
have not been partially settled;  

(b) if the order of priority for settlement cannot be determined based on whether the 
Settlement Obligations have been partially settled, then priority for settlement will be 
according to the largest remaining exposure measured by dollar value and ranked in 
descending order (whether such exposures are in Eligible Securities or Operating Cash); 
and  

(c) if the order of priority for settlement cannot be determined based on whether the 
Settlement Obligations have been partially settled and based on notional exposures 
measured by dollar value, then the priority for settlement will be according to a random 
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ordering determined in lexicographical order using an identifier that is assigned by the 
Company to each Settlement Obligation at the time it is recorded on the Company’s 
books and records.163 

After all outstanding Settlement Failures have been settled using available Cash or the applicable 
Eligible Securities in a Participant’s Participant Account, the Company will next settle all 
Settlement Obligations that are not Settlement Failures in the order specified in (a) through (c) 
immediately above.164 

Unless and until a Settlement Failure is settled by the Paxos Settlement Service, a Non-Failing 
Participant may close-out the Settlement Failure by the Failing Participant that is its 
Counterparty Pair after delivering the required Notice of Intent to Close-Out.165 This is referred 
to in the Rules as a Discretionary Close-Out Execution. A Non-Failing Participant must close-out 
a Settlement Failure by a Failing Participant where it receives notice from the Company that the 
Participant has failed to satisfy a margin requirement. In such a case, the Non-Failing Participant 
must close-out the Settlement Failure not later than the Daily Settlement Cut-Off Time on the 
second Business Day after such notice is provided by the Company.166 This is referred to in the 
Rules a Mandatory Close-Out Execution. 
 
In connection with any Discretionary Close-Out Execution or Mandatory Close-Out Execution, 
the Non-Failing Participant must provide notice to the Company and the Failing Participant of its 
intent to close-out the Settlement Failure, referred to as a Notice of Intent to Close-Out.167 In 
connection with a Notice of Intent to Close-Out regarding a Mandatory Close-Out Execution or a 
Discretionary Close-Out Execution, the Company will as soon as technologically practicable at 
the time the Non-Failing Participant delivers the Notice of Intent to Close-Out cease to attempt 
to use Operating Cash or Eligible Securities that become available in the Participant Account of 
the Failing Participant to settle any outstanding Settlement Failure specified in the Notice of 
Intent to Close-Out.168 Any Non-Failing Participant effecting a Discretionary Close-Out or 
Mandatory Close-Out will provide notice to the Company and the Failing participant 
immediately following, and in no event more than two (2) hours after, the relevant Close-Out 
Execution.169  The Notice of Close-Out Execution must include: counterparty, quantity, price, net 
money paid/received, trade date, settlement date, identification of Settlement Failure(s) to which 

 
163 PSSC Rule 6.1.2.3. 
164 PSSC Rule 6.1.2.2. 
165 PSSC Rule 6.3.1. 
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the close out relate(s), including CUSIPs; and money difference between the Settlement 
Failure(s) and the Close-Out Execution(s).170  

If the Non-Failing Participant does not complete the Mandatory Close-Out Execution by the 
Daily Settlement Cut-Off Time on the second Business Day after such notice is provided by the 
Company, or if, for any reason, effecting such execution is not permitted (as may be the case if 
both Participants in a Counterparty Pair are Defaulting Participants), the Company, upon notice 
to the Failing Participant and Non-Failing Participant, will fix a Cash settlement value for the 
quantity of the securities not bought-in or sold-out through a Close-Out Execution.171 The value 
fixed by the Company will be final and not subject to review, and such value will be deemed the 
value obtained in the Mandatory Close-Out Execution.172 Among the factors that the Company 
may use to determine this value include the market practice for determining the value of 
securities, whether there is a generally recognized source for determining values, and whether 
there exists a recent closing bid quotation that would reflect the current market value.173 

Upon the Company receiving a Close-Out Execution Notice from a Non-Failing Participant 
and/or fixing a Cash settlement value, the Company will create a Close-Out Liability Obligation 
due for settlement on the next Business Day.174 As described above, a Close-Out Liability 
Obligation would also result from a Settlement Failure regarding a Settlement Obligation of a 
Participant to deliver Operating Cash where there is not any corresponding Settlement Obligation 
of a Counterparty Pair to deliver Eligible Securities to the Failing Participant (which may arise in 
connection with the Enhanced Netting Process.175 The Close-Out Liability Obligation will 
obligate the Failing Participant to pay the amount of the difference, if any, in favor of the Non-
Failing Participant between the value of the Settlement Failure and the value, as applicable, of 
the Close-Out Execution or Cash settlement value fixed by the Company that is deemed to be the 
value obtained in a Mandatory Close-Out Execution.176 If the difference is in favor of the Non-
Failing Participant, the Non-Failing Participant will not be entitled to any such difference.177  

In the event that a Participant has unsettled Close-Out Liability Obligations, the Company will 
systematically prioritize the use of the Participant’s available Operating Cash to settle the Close-
Out Liability Obligations, prior to any other Settlement Obligations that will require Operating 
Cash.178 In the event that a Participant incurs a Settlement Failure regarding a Close-Out 
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Liability Obligation, the Participant will be considered a Defaulting Participant, and the 
Company will immediately use the Margin Assets of the Participant to settle any and all Close-
Out Liability Obligations of the Participant.179 The Company will apply the Margin Assets on a 
pro rata basis across all Close-Out Liability Obligations of the Defaulting Participant in respect 
of all Counterparty Pairs across any and all applicable Non-Defaulting Participant counterparties 
to settle or partially settle open Close-Out Liability Obligations.180   
 
For any Close-Out Liability Obligations not fully settled after the Company has applied the 
Defaulting Participant’s Margin Assets, the Company will generate a final value for any 
outstanding Close-Out Liability Obligation regarding each Counterparty Pair of the Defaulting 
Participant.181 Each such Counterparty Pair has discretion to pursue recovery of the amount of 
the final value against the Defaulting Participant; provided, however, that any such process will 
not be governed by the Rules.182  

K. Corporate Actions 

PSSC will not provide corporate actions services to Participants regarding Eligible Securities.183  
All Participants will be required to provide the Paxos Settlement Service with standing 
instructions to transfer any Eligible Securities out of the PSSC DTC Account to the Participant’s 
own DTC Account prior to record date of any corporate action.184   

L. Recovery and Orderly Wind-Down 

PSSC maintains plans for the recovery and orderly wind-down of its business. These plans are 
memorialized in the PSSC Business Continuity and Disaster Recovery Plan, the PSSC 
Regulation Systems Compliance and Integrity (“Regulation SCI”) Compliance Policy and PSSC 
Rule 14. 
 
  (i) Recovery of PSSC’s Business 

PSSC maintains processes for business continuity and disaster recovery, led by PSSC’s Business 
Continuity/Disaster Recovery Working Group, to respond in the event of a disaster. A disaster 
(also known as a “significant business disruption”) is a natural or man-made event that renders 
(or could render) any or all of PSSC’s departments unable to perform some or all of their regular 
roles and responsibilities in the manner they normally operate and may affect: 
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services/operations; suppliers; facilities; staff; PSSC’s Participants; and/or the broader securities 
markets.185 
 
PSSC has dedicated staff responsible for managing PSSC’s business continuity and disaster 
recovery processes, including PSSC’s Business Continuity/Disaster Recovery Working Group 
(which leads PSSC’s business continuity and disaster recovery processes), Disaster Management 
Team, Disaster Recovery Team, Disaster Communications Team and People & Facilities Team. 
PSSC’s business continuity and disaster recovery strategy and processes are sponsored by the 
board of directors and senior management of PSSC to ensure sustained leadership, commitment 
and support.186 
 
PSSC maintains a Business Continuity and Disaster Recovery Plan that sets forth processes and 
procedures for PSSC employees, affiliates and partners to operate effectively during a significant 
business disruption and recover from its effects.187 The Business Continuity/Disaster Recovery 
Working Group is responsible for the ongoing development and maintenance of the Business 
Continuity and Disaster Recovery Plan, including coordination of testing and reviews.188  
 
The Business Continuity and Disaster Recovery Plan applies to all aspects of PSSC, including 
people, networks, office facilities, communications systems, end-user equipment (e.g., 
computers, mobile devices), business services and documentation.189 Key objectives of the 
Business Continuity and Disaster Recovery Plan include: protecting the safety and well-being of 
employees, contractors and guests; making a financial and operational assessment; quickly 
recovering and resuming operations to enable continuity of business; maintaining the security of 
all business and information assets (confidentiality, integrity and availability); preventing the 
loss of Company resources and customer information including books and records (e.g., data, 
equipment); and allowing customers to transact business in accordance with PSSC’s policies and 
procedures.190 
 

PSSC will operate as an SEC-registered clearing agency and therefore be subject to the 
provisions of Regulation SCI under the Securities Exchange Act pertaining to business 
continuity and disaster recovery plan requirements, including testing.191 To comply with the 
requirements of Regulation SCI, PSSC maintains a separate policy, the Regulation SCI 
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Compliance Policy, which describes PSSC’s SCI Systems192 and procedures to prevent 
interruptions in the performance of automated functions of the clearing agency, in particular, the 
SCI Systems that support the Paxos Settlement Service, which performs the functions of PSSC in 
its capacity as an SEC registered clearing agency. The recovery of SCI Systems is governed by 
the Regulation SCI Compliance Policy, while the Business Continuity and Disaster Recovery 
Plan addresses other types of disasters and/or disruptions of operational activity (i.e., those not 
specific to SCI Systems). 
 
To ensure that the Business Continuity and Disaster Recovery Plan is effective, tests are 
performed at least annually and are documented and reviewed.193 PSSC’s Chief Information 
Security Officer will act as, or nominate, a Testing Coordinator to coordinate and document 
testing. The Testing Coordinator will share test results with the Business Continuity/Disaster 
Recovery Working Group, which will be responsible for reviewing test results, developing 
recommendations to improve processes and directing the implementation of any 
improvements.194 PSSC will coordinate the functional testing of all critical functions with 
designated platform Participants and alongside other industry participants.195 As described above 
in Section II.B(ii), the Company has established standards for designating those Participants who 
will be required to participate in annual business continuity and disaster recovery testing. The 
process for selection of Participants to participate in the annual business continuity and disaster 
recovery testing is set forth in PSSC Rule 2.3.2B. 

  (ii) Wind-Down or Transfer of PSSC’s Business 

Upon the occurrence of a Settlement Service Termination Event, which includes a (a) “Company 
Default” or (b) “Voluntary Termination of Services,” the provisions of PSSC Rule 14 will apply 
regarding a wind-down or transfer of PSSC’s business.196  The term “Company Default” means: 
(a) that PSSC has been dissolved (other than pursuant to a merger or similar corporate action in 
which a successor entity continues the services of PSSC); (b) PSSC institutes a proceeding 
seeking a judgment of insolvency or bankruptcy or any other relief under any bankruptcy or 
insolvency law or other similar law affecting creditors’ rights, or presents a petition for its 
winding-up or liquidation or makes a general assignment for the benefit of creditors; or (c) 
another party has instituted against PSSC a proceeding seeking a judgment of insolvency or 
bankruptcy or any other relief under any bankruptcy or insolvency law or other similar law 
affecting creditors’ rights, or has presented a petition for PSSC’s winding-up or liquidation and, 
in each case, such proceeding or petition results in a judgment of insolvency or bankruptcy or the 

 
192 See PSSC Regulation SCI Compliance Policy, Appendix D – Glossary (“SCI System means 
all computer, network, electronic, technical, automated or similar systems of, or operated by or 
on behalf of, a SCI entity that, with respect to securities, directly support trading, clearance and 
settlement, order routing, market data, market regulation or market surveillance.”)  
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entry of an order for relief or the making of an order for its winding-up or liquidation.197 The 
term Voluntary Termination of Services means that the Board of Directors has determined, in its 
reasonable business judgment and subject to its fiduciary duties, to terminate the business of the 
Company.198 
 
Upon the occurrence of a Settlement Service Termination Event (i.e., Company Default or 
Voluntary Termination of Services, as described above), the Board of Directors of PSSC will 
determine to either wind-down or transfer the business of the Company. The Company will 
notify the Securities and Exchange Commission as soon as practicable when the Company is 
considering implementing a wind-down of the Company.199  
 
Upon a determination by the Board of Directors to wind-down the Company, the Company will 
proceed pursuant to the Wind-Down Plan.200 Under the Wind-Down Plan, promptly upon a 
determination by the Board of Directors to wind-down the Company, the Company will provide 
Participants and the Company’s regulators with a notice setting forth the: (a) circumstances 
leading to the wind-down, including a brief statement of the reasons for the action taken by the 
Board; (b) a “Last Transaction Acceptance Date” which will be the last day transactions may be 
submitted to PSSC for processing; (c) a “Last Settlement Date” which will be the last day that 
transactions that have been accepted by PSSC for processing will be settled; and (d) a 
“Termination of Services Date” which will be the day PSSC ceases to provide all services as 
described under its Rules.201  
 
Under the Wind-Down Plan, the Board of Directors will establish the Last Transaction 
Acceptance Date. In the event of a Company Default, the Last Transaction Acceptance Date will 
be the date of the Company Default, unless otherwise determined by the Board in consultation 
with the staff of the SEC. The Company will not accept any transactions submitted for 
processing after the Last Transaction Acceptance Date, and the Company will have no 
responsibility for such transactions.202 As described above, the Last Settlement Date will be the 
last day that transactions that have been accepted by the Company for processing will be settled. 
The Last Settlement Date will be no later than two (2) Business Days after the Last Transaction 
Acceptance Date.203 If, after the Daily Settlement Cut-Off Time on the Last Settlement Date, 
there remain any transactions accepted by the Company for processing that are not settled due to 
a Settlement Failure, such transactions will be settled in accordance with the procedure for the 
Company’s close-out of a Settlement Failure pursuant to Rules 6.5 and 6.6, and will be 

 
197 PSSC Rule 14.1.1. 
198 PSSC Rule 14.1.2. 
199 PSSC Rule 14.2. 
200 PSSC Rule 14.2.1. 
201 PSSC Rule 14.2.1(e). 
202 PSSC Rule 14.2.1(a). 
203 PSSC Rule 14.2.1(b). 



 
 

 
34 

 
 

completed no later than three (3) Business Days following the Last Settlement Date.204 This date 
is referred to as the “Last Cured Fails Date.” Promptly upon a determination by the Company 
that there will be a Last Cured Failures Date, the Company will provide notice to Participants 
and the Company’s regulators that the Termination of Services Date will be the Business Day 
following the Last Cured Failures Date.205 The Termination of Services Date will be the 
Business Day following the Last Settlement Date or, if applicable, the Business Day following 
the Last Cured Failures Date, and in either case, as described above, the Termination of Services 
Date will be the date on which the Company will cease to provide all services described in the 
Rules of the Company.206 
 
Upon a determination by the Board of Directors to transfer (rather than wind-down) the business 
of the Company to a different entity, referred to as the “Transferee,” the Company will promptly 
provide Participants and the Company’s regulators with a notice setting forth the:  
 

(a) circumstances leading to the transfer, including a brief statement of the reasons for the 
action taken by the Board;  
 
(b) identity of the Transferee;  
 
(c) material financial and operational terms of the transfer;  
 
(d) Last Transaction Acceptance Date;  
 
(e) Last Settlement Date;  
 
(f) “Transfer Time” which will be the date and time of the transfer of PSSC’s business to 
the Transferee; and  
 
(g) Participants that are eligible to become participants of the business as operated by the 
Transferee (i.e., Eligible Participants).207  
 

The Company will also make available to Participants a copy of the documents effecting the 
transfer to the Transferee.208 
 
In connection with the transfer of PSSC’s business, the Board of Directors will establish the Last 
Transaction Acceptance Date, which will be the last day that transactions may be submitted to 
the Company for processing. In the event of a Company Default, the Last Transaction 

 
204 PSSC Rule 14.2.1(c). 
205 PSSC Rule 14.2.1(e)(iv). 
206 PSSC Rule 14.2.1(d). 
207 PSSC Rule 14.2.2(e). 
208 Id. 



 
 

 
35 

 
 

Acceptance Date will be the date of the Company Default, unless otherwise determined by the 
Board in consultation with the staff of the SEC. The Company will not accept any transactions 
for processing after the Last Transaction Acceptance Date. All transactions submitted for 
acceptance after the Last Transaction Acceptance Date must be submitted to the Transferee, and 
the Company will have no responsibility for such transactions. The Transferee will have no 
obligation to accept transactions prior to the Transfer Time.209 The Last Settlement Date will be 
the last day that transactions that have been accepted by the Company for processing will be 
settled. The Last Settlement Date will be no later than two (2) Business Days after the Last 
Transaction Acceptance Date.210 If, after the Daily Settlement Cut-Off Time on the Last 
Settlement Date, there remain any transactions accepted by the Company for processing that are 
not settled due to a Settlement Failure, such transactions will be settled in accordance with the 
procedure for the Company’s close-out of a Settlement Failure pursuant to Rules 6.5 and 6.6, and 
will be completed no later than three (3) Business Days following the Last Settlement Date, 
which date will be the Last Cured Failures Date.211 
 
The Board of Directors will establish the Transfer Time, which will be the date and time of the 
transfer of the business of the Company to the Transferee.212 The Board of Directors will identify 
the services that will be transferred from the Company to the Transferee at the Transfer Time and 
any services that will not be transferred from the Company to the Transferee. The services that 
are transferred from the Company to the Transferee at the Transfer Time will be provided by the 
Transferee following the Transfer Time. Any services that are not transferred from the Company 
to the Transferee will be terminated at the Transfer Time.213 Prior to the Transfer Time, PSSC 
will use commercially reasonable efforts to enter arrangements with the Transferee that would 
provide that, unless a Participant has provided notice to the Company that it opts out of the 
transfer (making that Participant a “Non-Eligible Participant” regarding participation in the 
services of the Transferee), then at the Transfer Time (and with no further action required by the 
Company, the Transferee or the Participants) each Participant that is not a Non-Eligible 
Participant (i.e., each an “Eligible Participant”) will become a participant of the Transferee and 
each Eligible Participant agrees to abide by the rules and procedures of the Transferee.214 As a 
condition to receiving, and by virtue of accepting, the continuing benefits of being Participants, 
such Eligible Participants agree to the arrangements set forth in PSSC Rule 14 relating to their 
becoming participants of the Transferee in the circumstances described in the Rule and grant to 
PSSC an irrevocable power of attorney to execute and deliver on their behalf such documents 
and instruments as the Transferee may request for such purpose.215 All rights of PSSC that are 
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not assigned to the Transferee in connection with the transfer of PSSC’s business to the 
Transferee will remain rights of PSSC, enforceable by PSSC in accordance with their terms and 
subject to applicable law (including insolvency law). All obligations and liabilities of PSSC that 
are not assigned to and assumed by the Transferee in connection with the transfer of the business 
from PSSC to the Transferee will remain obligations and liabilities of PSSC, enforceable against 
PSSC in accordance with their terms and subject to applicable law (including insolvency law).216 
 
Rule 14 does not preclude a Non-Participant of the Company or a Non-Eligible Participant from 
applying after the Transfer Time to become a participant of the Transferee, in accordance with 
the eligibility requirements established by the Transferee, or a Participant of the Company that 
becomes a participant of the Transferee from terminating its relationship with the Transferee at 
any time after the Transfer Time (subject to the requirements established by the Transferee).217 
 
As described in Rule 14, the occurrence of a Settlement Service Termination Event (i.e., 
Company Default or Voluntary Termination of Services) resulting in either a wind-down or a 
transfer of PSSC’s business is intended be interpreted in relation to certain terms defined in the 
Federal Deposit Insurance Corporation Act of 1991, as amended.218 Participants who have a 
claim against the Company will be entitled to payment of their claim along with other 
Participants’ and any other creditors’ claims pursuant to the applicable underlying contracts, the 
PSSC Rules and applicable law. In the event of any Company Default resulting from the 
insolvency of the Company, any Participants that have unsecured claims but that also failed to 
pay or perform any obligation to the Company will rank pari passu with each other, and be 
subordinate to the claims of other unsecured creditors of the Company. Additionally, PSSC 
retains those rights it has under the PSSC Rules upon a Participant default, even if such 
Participant default occurs following a Company Default.219  
 
Pursuant to Rule 14, Participants agree that they will assist the Company and cooperate with it to 
effect the Wind-Down Plan or a transfer of the business of the Company to the Transferee, as 
applicable, including by complying with the terms and conditions of Rule 14 and their 
corresponding obligation to provide the Company and any Transferee with such financial and 
operational information as either, or both, may request. The Company may provide to a 
Transferee any financial and operational information it has with respect to Participants as may be 
necessary and appropriate to effect an orderly transfer of the Company’s business Company to 
the Transferee.220 
 
PSSC may take such other actions and enter into such other arrangements, on behalf of itself and 
its Participants, as may be necessary and appropriate to effect an orderly transfer of the business 
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from the Company to the Transferee, or to accomplish the purposes of the Wind-Down Plan, as 
applicable.221 Actions taken or not taken by the Company pursuant to Rule 14 will not be 
deemed to constitute a default by the Company in the performance of any of its other obligations 
to Participants pursuant to any other PSSC Rules.222  Additionally, Rule 14 provides that PSSC 
will have no liability to any Participants for any actions taken or not taken by PSSC pursuant to 
Rule 14.223 Similarly, PSSC will have no liability to any third parties, including any customers or 
clients of any Participants, for any actions taken or not taken by PSSC pursuant to Rule 14.224 
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