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Includes an Extension of That
Agreement; Filing Acceptance Date:
April 3, 2026; Filing Authority: 39 CFR
3041.505 and 3041.515; Public
Representative: Katalin Clendenin;
Comments Due: June 11, 2026.

2. Docket No(s).: K2025-1622; Filing
Title: USPS Request Concerning
Amendment One to Priority Mail &
USPS Ground Advantage Contract 822,
with Material Filed Under Seal; Filing
Acceptance Date: June 3, 2026; Filing
Authority: 39 CFR 3035.105 and 39 CFR
3041.505; Public Representative:
Kenneth Moeller; Comments Due: June
11, 2026.

III. Summary Proceeding(s)

None. See Section II for public
proceedings.

This Notice will be published in the
Federal Register.

Danielle LeFlore,

Legal Assistant.

[FR Doc. 202611455 Filed 6-5-26; 8:45 am]
BILLING CODE 7710-FW-P

POSTAL SERVICE

Privacy Act of 1974; System of
Records
AGENCY: Postal Service.

ACTION: Notice of a modified system of
records; response to comments.

SUMMARY: The United States Postal
Service (USPS) is responding to public
comments regarding modifications to a
General Privacy Act System of Records
(SOR) that supports two continuous
improvement initiatives. The first
initiative is the Highway Contract Route
(HCR) Driver’s License scanning
initiative to transition from a
decentralized paper-based system to a
centralized platform. The second
initiative is the implementation of the
USPS HCR scanning mobile application
which is designed to enhance the
visibility and operational efficiency of
USPS contractor-transported mail by
leveraging advanced tracking and
scanning technologies. There will be no
changes to the SOR or its effective date
of April 10, 2026, in light of public
comments received.

DATES: The revisions to USPS SOR
500.100 Carrier and Operator Records,
Document Citation 91 FR 12014, were
originally scheduled to be effective on
April 10, 2026, without further notice.
After review and evaluation of
comments received, the Postal Service
has found that no substantive changes to
the SOR are required, and that the
effective date for the implementation of

the proposed modifications should
proceed as scheduled.

FOR FURTHER INFORMATION CONTACT:
Janine Castorina, Chief Privacy and
Records Management Officer, Privacy
and Records Management Office, 202—
268-2000, or via
uspsprivacyfedregnotice@usps.gov.
SUPPLEMENTARY INFORMATION: On March
11, 2026, the Postal Service published
notice of its intent to modify an existing
system of records, USPS SOR 500.100
Carrier and Operator Records, to
support two continuous improvement
initiatives. The first initiative is the
Highway Contract Route (HCR) Driver’s
License scanning initiative to transition
from a decentralized paper-based
system to a centralized platform. The
second initiative is the implementation
of the USPS HCR scanning mobile
application which is designed to
enhance the visibility and operational
efficiency of USPS contractor-
transported mail by leveraging advanced
tracking and scanning technologies.

The HCR Driver’s License scanning
initiative is intended to increase the
security of Logistics operations at mail
processing plants and reduce the risk of
privacy and security violations, by
streamlining and digitizing the PS Form
2081 process for non-cleared HCR
drivers requesting temporary access
under special circumstances.

Additionally, the USPS HCR scanning
mobile application initiative is designed
to enhance the visibility and operational
efficiency of USPS contractor-
transported mail by leveraging advanced
tracking and scanning technologies.

The Postal Service provides the
following responses to the comments
received pursuant to its Federal
Register notice 91 FR 12014, regarding
proposed modifications to USPS SOR
500.100 Carrier and Operator Records.

Question 1: Will USPS use these scans
to start the HCR Driver Screening
Process?

Answer: No.

Question 2: Will the drivers that are
scanned be run though any state or
federal databases to determine if they
meet requirements for access to mail or
to drive commercial vehicles?

Answer: No.

Question 3: Are postal inspectors
going to receive the scans so they can
run background checks?

Answer: No.

Question 4: Will the license be sent to
the state issued from to confirm the
validity of license?

Answer: No.

Question 5: Maybe these drivers run
mail loads for a while, but if they do not
meet requirements, will the USPS deny
access at some point?

Answer: Yes, Highway Contract Route
drivers will either go through the
badging process or the Postal Service
2081 process. Both processes will allow
USPS to deny a driver access to USPS
mail, mail processing facilities, and
assets, or to take USPS loads.

Jeffrey Boblick,
Attorney, Ethics and Legal Compliance.

[FR Doc. 2026-11467 Filed 6-5-26; 8:45 am]|
BILLING CODE 7710-12-P

SECURITIES AND EXCHANGE
COMMISSION

[Release No. 34-105605; File No. SR—
CMESC-2026—-004]

Self-Regulatory Organizations; CME
Securities Clearing Inc.; Notice of
Filing of Proposed Rule Change To
Support Members’ Risk Management
of and Enhance Their Ability To
Authorize Persons as Users

June 3, 2026.

Pursuant to Section 19(b)(1) of the
Securities Exchange Act of 1934 (the
“Act”)® and Rule 19b—4 thereunder,?
notice is hereby given that on May 21,
2026, CME Securities Clearing Inc.
(“CMESC”) filed with the Securities and
Exchange Commission (“SEC” or
“Commission”’) the proposed rule
change described in Items I, II, and III
below, which Items have been primarily
prepared by CMESC. CMESC filed the
proposed rule change pursuant to
Section 19(b)(2) of the Act.3 The
Commission is publishing this notice to
solicit comments on the proposed rule
change from interested persons.

I. CMESC’s Statement of the Terms and
Substance of the Proposed Rule Change

The proposed rule change of CME
Securities Clearing Inc. (“CMESC”) is in
an Exhibit 5 and consists of
modifications to the CMESC Rulebook
(the “Rules”) 4 to (i) support Members’
risk management of and enhance their
ability to authorize persons as Users, by
providing Members the means to
enforce contractual termination rights
against their authorized Users under
their contractual arrangements with
their authorized Users; (ii) create legal
structures to provide security
entitlement to an authorizing Member in
each Supported User Account

115 U.S.C. 78s(b)(1).

217 CFR 240.19b—4.

315 U.S.C. 78s(b)(2).

4 Capitalized terms used herein and not defined
have the meanings assigned to such terms in the
Rules, as applicable, available at https://
www.cmegroup.com/rulebook/CMESC/CMESC%20
Rulebook.pdyf.


https://www.cmegroup.com/rulebook/CMESC/CMESC%20Rulebook.pdf
https://www.cmegroup.com/rulebook/CMESC/CMESC%20Rulebook.pdf
https://www.cmegroup.com/rulebook/CMESC/CMESC%20Rulebook.pdf
mailto:uspsprivacyfedregnotice@usps.gov
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associated with such Member’s
authorization and to grant secondary
security interests in and liens against
Independent User funds held by CMESC
while affirming CMESC'’s first priority
and unencumbered lien and security
interest in such User funds; and (iii)
strengthen and clarify Members’ ability
to participate in the close-out
(liquidation) of positions of Users they
authorize in the event of the User’s
Default. The proposed rule change
includes proposed new Rule 316
(Member Exercise of Contractual Rights
Against an Authorized User) and new
Rule 317 (Member Second Priority Lien
Against Independent User Margin) and
modifications to Rule 101 (Definitions),
Rule 405 (Default Management Process),
Rule 513 (Margin Deposited for
Supported Users Using the Repo or Cash
Treasury Clearing Services), Rule 602
(Submission of Transaction Data), and
Rule 1507 (Default Management). Each
modification is described in more detail
below. These modifications will support
Members’ risk management of their
authorized Users and are designed to
support Members’ ability and capacity
to authorize Users. This, in turn, will
support CMESC’s efforts to attract and
to on-board Members and Users prior to
CMESC’s launch of its Clearing Services
and on an ongoing basis thereafter by
enhancing the attractiveness of
CMESC’s Clearing Services offering for
prospective Members, thereby
promoting the prompt and accurate
clearance and settlement of transactions
in or involving U.S. Treasury securities.
The proposed revisions to the CMESC
Rules are in an Exhibit 5.

II. CMESC'’s Statement of the Purpose
of, and Statutory Basis for the Proposed
Rule Change

In its filing with the Commission,
CMESC included statements concerning
the purpose of and basis for the
proposed rule change and discussed any
comments it received on the proposed
rule change. The text of these statements
may be examined at the places specified
in Item IV below. CMESC has prepared
summaries, set forth in Sections A, B,
and C below, of the most significant
aspects of such statements.

A. CMESC’s Statement of the Purpose
of, and Statutory Basis for the Proposed
Rule Change

2. Purpose
Background

On December 1, 2025, the Securities
and Exchange Commission
(““Commission” or “SEC”) issued an
order approving CMESC’s Form CA-1
(“Application”) for registration as a

clearing agency to provide central
counterparty services for transactions
involving U.S. Treasury securities,
finding the Application satisfies the
requirements of the Securities Exchange
Act of 1934, as amended (‘““‘Act”) and
rules and regulations thereunder.5
Based on engagement with market
participants and trade associations
during the Commission’s review of the
Application, CMESC has identified
enhancements to its Rules designed to
enhance Members’ risk management
flexibility and mitigate potential
constraints on their ability to authorize
Users due to potential capital
constraints. More specifically, the
proposed rule change is designed to
further support prompt close-out of a
User’s positions, whether the User is
subject to a termination event under
binding contractual terms between it
and its authorizing Member or the User
is in Default to CMESC under the Rules.

1. Member Risk Management
Considerations

As provided in the Rules, a person
may become a Participant to utilize
CMESC’s Clearing Services as a Member
or a User.5 Members may clear
proprietary Eligible Securities
Transactions through CMESC7 and may
authorize Users to clear their own
proprietary Eligible Securities
Transactions through CMESC.8 A
person may become a User only with
the authorization of a Member but is
contractually bound to settle its Eligible
Securities Transactions directly with
CMESC.® Users may participate in
CMESC’s Clearing Services as
Independent Users or Supported
Users.10 An Independent User is
obligated to post margin and make
Outstanding Exposure Settlement
payments to CMESC for its Independent
User Account.1? In contrast, for a
Supported User, the Member
authorizing the Supported User is
obligated to post margin and make
Outstanding Exposure Settlement
payments to CMESC for the Supported
User Account associated with the
Member’s authorization.12

5Release No. 34-104281 (Dec. 1, 2025), 90 FR
55926 (Dec. 4, 2025), available at https://
www.federalregister.gov/documents/2025/12/04/
2025-21908/cme-securities-clearing-inc-order-
granting-an-application-for-registration-as-a-
clearing-agency.

6 See e.g., Rule 301.

71d.

8 See e.g., 302(a) and 305(c).

9 See e.g., Rules 305(d) and 1504(b).

10 See e.g., Rule 301(b).

11 See e.g., Rules 501 (margin) and 506
(Outstanding Exposure Settlement).

12 See e.g., Rules 501 and 513 (margin) and 506
(Outstanding Exposure Settlement).

A Member has certain obligations
under the Rules with respect to persons
admitted as Users pursuant to the
Member’s authorization. An authorizing
Member must establish, maintain, and
enforce User Due Diligence Policies and
Procedures that demonstrate the
Member’s ability to, among other things,
determine the risk profile of each User
it authorizes and monitor the risks
associated with clearing Eligible
Securities Transactions by its
authorized Users through CMESC.13 In
the event of a User Default, if any losses
remain after CMESC applies the margin
posted to the Account of the Defaulting
User associated with the Member’s
authorization as well as certain other
assets available to CMESC as provided
in the Rules,4 the authorizing Member
will be required to provide funds to
discharge such remaining losses
pursuant to Rule 406(b)(iii) (User
Default). If the Member fails to do so,
CMESC may declare the Member in
Default pursuant to Rule 406(b)(iii) and
then apply the resources in the financial
resources waterfall as provided for and
in the priority specified in Rule 406(a)
(Member Default), including such
Defaulting Member’s contribution to the
Guaranty Fund.

A Member must enter into an
Authorization Agreement with each
User it authorizes pursuant to which the
Member agrees to authorize the User, as
provided in Rule 305(c) (Member
Authorization Agreement Between a
Member and Authorized User). The
Authorization Agreement is a
commercial matter between the Member
and authorized User, though its terms
must be consistent with the Member’s
and User’s respective rights and
obligations to CMESC and to one
another under the Rules. As provided in
Rule 306(d) (Notice of Termination of
User Authorization), a Member or User
must provide CMESC with ten Business
Days’ advance notice of its termination
of the Authorization Agreement for any
reason, subject to CMESC’s discretion to
provide a shorter notification period.
CMESC understands that Members want
the certainty that its authorization of a
given User will terminate immediately

13 See Rule 306(c)(iii).

14 When the Defaulting User is an Independent
User, CMESC may also apply any other assets of the
Independent User held by, pledged to, or otherwise
available to the Corporation on behalf of that
Independent User. See Rule 406(b)(ii)(A). When the
Defaulting User is a Supported User, CMESC may
also apply any collateral in excess of the margin
requirement posted to it for the Supported User of
the authorizing Member that such Member has not
designated to CMESC as Funded Supported User
Margin for any other Supported User Account or
Supported User Margin for any other Supported
User Account. See Rule 406(b)(ii)(B).


https://www.federalregister.gov/documents/2025/12/04/2025-21908/cme-securities-clearing-inc-order-granting-an-application-for-registration-as-a-clearing-agency
https://www.federalregister.gov/documents/2025/12/04/2025-21908/cme-securities-clearing-inc-order-granting-an-application-for-registration-as-a-clearing-agency
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upon notification to CMESC in certain
circumstances, in order to further
support such Members’ ability to
manage risk arising from its authorized
Users’ cleared activity.

2. Bank Regulatory Capital
Considerations for Certain Members

CMESC understands that for a bank or
firm affiliated with a bank that becomes
a Member, it is beneficial for the
Member to have explicit means to
enforce any contractual rights it may
have under its agreement(s) governing
its relationship with an authorized User
to terminate all the authorized User’s
Eligible Securities Transactions cleared
through CMESC in the User Account
associated with the Member’s
authorization, so that such agreement(s)
may be treated as qualified master
netting agreements 15 under bank
regulatory capital requirements.16
CMESC further understands there may
be regulatory capital benefits for a
Member that is a bank or bank affiliate
if such Member has a security interest,
secondary to CMESC’s, in the margin or
other funds posted to the Account of an
authorized User and to have assurance
that in the event of an authorized User
Default, the Defaulting User’s open
positions at CMESC will be closed out
(i.e., liquidated or terminated) promptly.

Thus, CMESC is filing the proposed
rule change to address each of these
considerations for prospective Members.
Specifically, the proposed modifications
will enhance Members’ abilities to
enforce contractual termination rights
and contractual liens against a User’s
margin or other funds held by CMESC
(subordinate to CMESC’s rights thereto)
that Members may have under their

15 See 12 CFR 50.3 (definition of “qualifying
master netting agreement”’).

16 Pursuant to the relevant capital rules, we
understand that a banking organization is only
permitted to recognize the effects of financial
collateral or offsetting transactions for capital
purposes if the banking organization satisfies
certain requirements, including that the banking
organization must have the right to terminate the
transaction and set off or apply collateral “promptly
upon an event of default’” under the bilateral
agreement between the banking organization and its
client. We further understand from comment letters
submitted on CMESC'’s application for registration
as a clearing agency that if a covered Member is
unable to meet these requirements, it must hold
capital without regard to such collateral or
offsetting transactions, i.e., against its “‘gross
exposure’ to the customer and further, that the
significant costs associated with gross exposure
capital calculations could make the costs of offering
clearing services to clients prohibitively expensive
for relevant Members. See e.g. letter from Allison
Lurton, General Counsel and Chief Legal Officer,
FIA, dated Mar. 10, 2025, on SEC Notice of Filing
of an Application for Registration as a Clearing
Agency Under Section 17A of the Securities
Exchange Act of 1934 [Release No. 34-102200 (Jan.
15, 2025), 90 FR 7713 (Jan. 22, 2025); File No. 600—
44].

contractual arrangements with their
authorized Users, provided that neither
the authorizing Member nor its User is
in Default to CMESC. The proposed rule
change will also further strengthen and
clarify a Member’s ability to participate
in the liquidation of an authorized
User’s positions in the event of the
User’s Default.

The proposed changes are described
in detail as follows.

Description of the Proposed Rule
Change

1. Proposed Changes Relating to a
Member’s Contractual Termination
Rights Outside an Authorized User’s
Default to CMESC

CMESC proposes two changes to its
Rules to further facilitate a Member’s
enforcement of its contractual
termination rights in relation to a User
it authorizes. First, CMESC proposes
adopting new Rule 316 (Member
Exercise of Contractual Rights Against
an Authorized User), which sets out a
process whereby a Member may,
pursuant to a request to CMESC and
subject to certain conditions,
immediately assume an authorized
User’s positions pursuant to the
Member’s contractual termination
rights, provided that neither the User
nor the Member is in Default to CMESC.
Second, CMESC proposes changes to
Rule 602 (Submission of Transaction
Data) to recognize explicitly that a
Member may submit transactions for an
authorized User’s Account if the User
has given the Member the authority to
do so, provided again that neither the
User nor the Member is in Default. The
proposed changes to Rule 602 will cover
trade submission by a Member both as
a routine matter and as a potential
means for a Member to exercise
contractual termination rights in
relation to an authorized User by
submitting liquidating transactions for
the authorized User’s Account.

As noted, proposed Rule 316 sets out
the process and conditions for a
Member to assume an authorized User’s
positions pursuant to contractual
termination rights as between the
Member and the User. Proposed Rule
316(a) applies to the circumstance when
a User is in default to its authorizing
Member, or is otherwise subject to a
termination event, under one or more
binding agreements between the
Member and User and neither party is
in Default (as that term is defined in the
Rules). Proposed Rule 316(a) introduces
the term “Contractual Terms” to refer to
such binding agreement(s) and the terms
“Affected Member” and ““Affected
User” to refer to the Member and to the

User, respectively, when this
circumstance arises. It also introduces
the term ““Affected User Account” for
purposes of proposed Rule 316 and
defines the term separately in relation to
an Affected User that is a Supported
User and an Affected User that is an
Independent User. When the Affected
User is a Supported User, the Affected
User Account is the Account that
CMESC maintains in the name of the
Affected Member for the exclusive
benefit of the Affected Supported User.
For an Independent User as the Affected
User, the term covers the Independent
User’s Account associated with the
Affected Member’s authorization of the
User.

Proposed Rule 316(b) sets out that an
Affected Member may submit a written
request to CMESC, in such form as
CMESC may prescribe, to promptly
transfer all the positions in Eligible
Securities Transactions in the Affected
User Account to the Account of the
Affected Member. The Member’s request
may also request the transfer of initial
margin or other funds in the Affected
User Account to the Account of the
Affected Member. CMESC will promptly
effect the requested transfer, provided
the conditions set out in other
paragraphs of Rule 316 are met.
Proposed Rule 316(b) explicitly sets out
that each Eligible Securities Transaction
that is transferred is novated to the
Affected Member, such that the
transaction is terminated in the Affected
User’s Account and an equivalent
position is established as a cleared
position booked to the Account of the
Affected Member, with the Affected
Member substituted as CMESC’s
counterparty to the Eligible Securities
Transaction.

Proposed Rule 316(c) sets out the
condition that transfers pursuant to the
proposed Rule will only occur if the
Affected User is not in Default to
CMESC at the time of the request or at
the time the transfers are to be effected.
If a User is subject to a Default to
CMESC under the Rules, CMESC’s
default management rules will govern
and, as acknowledged in this part of the
proposed Rule, the authorizing
Member(s) will have the opportunity to
close-out the Defaulting User’s positions
as permitted under and in accordance
with the proposed changes to Rule
405(c) and Rule 1507(b), as explained
below.

Proposed Rule 316(d) sets forth
certain conditions that apply when an
Affected Member submits a written
request to transfer the Affected User’s
positions pursuant to the Rule. A
Member’s request to transfer an Affected
User’s positions pursuant to proposed
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Rule 316 is deemed by CMESC to
constitute an election of the Member to
terminate its Authorization Agreement
with the User with immediate
effectiveness, and thus, the Member is
ceasing to authorize the Affected User.
Proposed Rule 316(d) also eliminates
the need for the Member to separately
submit advance notice of termination of
the Authorization Agreement pursuant
to Rule 311(d) (Notice of Termination of
User Authorization).

The predicate for proposed Rule 316
is that the Member requesting the
transfer of the Affected User’s positions
has the contractual right to do so under
the Contractual Terms. CMESC is not a
party to the Contractual Terms, and the
negotiation of such terms is a
commercial matter between the Member
and its authorized User. Accordingly,
Rule 316(d) sets out that when an
Affected Member submits a written
request to CMESC to effect a transfer
pursuant to this Rule, the Affected
Member is deemed to represent, warrant
and covenant to CMESC that the
Affected User is in default to the
Affected Member, or subject to a
termination event, under the
Contractual Terms, and that it has the
authority under the Contractual Terms
to request CMESC to take such action.
The Affected Member also is deemed to
represent to CMESC that the Affected
Member has reasonably determined that
it will be able to meet its initial margin
and other obligations on all positions in
its Member Account following
completion of the transfer of positions
to such Account covered by the request,
and that its exercise of its rights under
the Contractual Terms and Rule 316 is
consistent with, and does not and will
not cause the Affected Member to be in
violation of, its obligations to the
Affected User under applicable law.

It is important that CMESC be
protected in the event a dispute arises
between an Affected Member and
Affected User when CMESC acts upon
the Affected Member’s request given
that CMESC is adopting Rule 316 to
facilitate a Member’s rights under
Contractual Terms between the Affected
Member and Affected User to which
CMESC is not a party. Indeed, the
Contractual Terms may well govern
aspects of the relationship between a
Member and a User beyond the
Member’s authorization of the User or
even extend to relationships with or
among their respective affiliates. Thus,
proposed Rule 316(e) sets out that
CMESC has no liability to the Affected
Member or the Affected User for any
loss or costs that they may incur in
connection with the transfer of any
positions from the Affected User

Account to the Account of the Affected
Member pursuant to the proposed Rule.
Proposed Rule 316(e) also provides that
the Affected Member will indemnify
CMESC and its affiliates and their
respective officers, employees and
agents against any and all losses,
liabilities, damages, claims, costs or
expenses they may suffer or incur
arising out of or in connection with any
dispute between the Affected Member
and Affected User regarding any action
taken or not taken pursuant to proposed
Rule 316.

As noted, as an alternative to the
transfer of all the positions in Eligible
Securities Transactions in the Affected
User Account, CMESC also proposes
changes to Rule 602 to facilitate a
Member’s ability to liquidate an
authorized User’s transactions pursuant
to its contractual termination rights by
submitting liquidating transactions for
the authorized User’s Account
associated with the Member’s
authorization. Specifically, CMESC is
proposing to add a new sentence to
existing Rule 602 to provide that
transaction data may be submitted by a
Member for the Account of a User that
it authorizes, provided that the User is
not in Default. CMESC believes it is
beneficial to clarify explicitly in Rule
602 that a Member may submit
transaction data for the Account of a
User that it authorizes only when the
User is not in Default. This is consistent
with proposed Rule 316(c), which
provides that CMESC will not effect any
transfer of positions in the Affected
User’s Account to the Affected
Member’s Account if the Affected User
is subject to a Default under the Rules.
CMESC believes that if an authorized
User is in Default, no transaction data
should be submitted to the Defaulting
User’s Account and the Rules regarding
default management, e.g., Rule 405(c)
and 1507(b), should apply to facilitate
the prompt close-out (e.g., liquidation)
of the Defaulting User Positions, as
described below.

In addition, a Member could submit
transactions on behalf of an authorized
User either as a routine matter or in
connection with contractual termination
rights pursuant to the proposed changes
to Rule 602. To assure the Member has
the authority to submit transactions for
the User’s Account, proposed changes to
Rule 602 set out that, when the Member
submits transaction data for an
authorized User, the Member is deemed
to represent that it has the authority to
do so. As the Member’s authority to
submit transactions for a User it
authorizes is a matter between the
Member and authorized User, the
proposed changes to Rule 602 further

provide that the Member indemnifies
CMESC and its affiliates and their
respective officers, employees and
agents against any and all losses,
liabilities, damages, claims, costs or
expenses they may suffer or incur
arising out of or in connection with any
dispute between the Member and User
regarding such action taken by the
Member.

2. Proposed Changes Relating to a
Member’s Subordinate Security Interest
in User Collateral

This section describes CMESC'’s
proposed modifications to its Rules with
respect to a Member’s rights to margin
or other funds posted to the User
Account of a User it has authorized. The
purpose of the proposed changes is to
establish explicit structures whereby the
authorizing Member will have a claim to
the return of any excess margin of the
User associated with the Member’s
authorization that remain following
CMESC’s default management process
for a Defaulting User or following the
termination of a Member’s authorization
of a User and satisfaction of the User’s
obligations to CMESC. The legal
approach differs for a Supported User
and an Independent User, each of which
is discussed below.

First, CMESC is proposing
modifications to Rule 513, which
governs the treatment of margin
deposited with CMESC for Supported
User Accounts, to add new paragraph
(c) to provide explicitly that CMESC
will maintain a Supported User Account
as a “‘securities account” under Article
8 of the New York Uniform Commercial
Code (proposed Rule 513(c) uses the
defined term “NY UCC”) and that
CMESC is the securities intermediary in
relation to the Member that establishes
the Supported User Account in its name
for the benefit of the Supported User of
the Member.

As explained above, the authorizing
Member for a Supported User is
responsible for posting initial margin
(and Outstanding Exposure Settlement)
for the Account of the Supported User.
Thus, as set out in existing Rule 513,
CMESC will establish within its books
and records a Supported User Account
for each Supported User of the
authorizing Member, in the name of the
Member for the benefit of the Supported
User.17 Under existing Rule 504

17 See Rule 513(b)(i). If the authorizing Member
is a broker-dealer, CMESC will also maintain a
master grouping of the Supported User Accounts
designated as a ““‘Special Account for the Exclusive
Benefit of the Supported Users as Customers of
[name of broker-dealer Member].” See Rule
513(b)(iv).
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(Corporation Lien), each Member and
each User grants to CMESC to secure its
obligations to CMESC a first priority and
unencumbered security interest and lien
against any property, cash, securities, or
collateral deposited with, held by,
pledged to, or otherwise available to,
CMESC by such Member or User, and
thus, CMESC has a first priority and
unencumbered security interest in and
lien against the initial margin and other
funds deposited in the Supported User
Account. By providing that CMESC will
maintain a Supported User Account as

a “‘securities account” under Article 8 of
the NY UCC and that CMESC is the
securities intermediary in relation to the
Member that establishes the Supported
User Account for the benefit of the
Supported User, the Member will be the
entitlement holder for the Supported
User Account and be entitled to the
return of any excess margin or other
funds remaining following CMESC’s
default management process and
termination of the Member’s
authorization of the Supported User and
satisfaction of CMESC'’s first priority
claim.

Proposed Rule 513(c) also clarifies
that all margin, whether in the form of
cash or Qualified Margin Securities, or
other funds credited to the Supported
User Account for the benefit of a
Supported User of the Member are
treated as “financial assets” within the
meaning of Article 8 of the NY UCC,
that New York is the “securities
intermediary’s jurisdiction” for
purposes of the NY UCG, and that New
York law will govern all issues specified
in Article 2(1) of the Hague Securities
Convention (which if not overridden
means the Hague Securities Convention
would determine the law applicable to
such issues).18 As a related change,
CMESC is proposing to add a definition
to Rule 101 of the term “NY UCC,”

18 Article 2(1) of the Hague Securities Convention
states: This Convention determines the law
applicable to the following issues in respect of
securities held with an intermediary—(a) the legal
nature and effects against the intermediary and
third parties of the rights resulting from a credit of
securities to a securities account; (b) the legal
nature and effects against the intermediary and
third parties of a disposition of securities held with
an intermediary; (c) the requirements, if any, for
perfection of a disposition of securities held with
an intermediary; (d) whether a person’s interest in
securities held with an intermediary extinguishes or
has priority over another person’s interest; (e) the
duties, if any, of an intermediary to a person other
than the account holder who asserts in competition
with the account holder or another person an
interest in securities held with that intermediary; (f)
the requirements, if any, for the realisation of an
interest in securities held with an intermediary; (g)
whether a disposition of securities held with an
intermediary extends to entitlements to dividends,
income, or other distributions, or to redemption,
sale or other proceeds.

which is used in proposed new
paragraph (c) of Rule 513. As defined,
the term means “‘the Uniform
Commercial Code enacted by the State
of New York as in effect from time to
time.”

A different approach is taken with
respect to Independent Users, as they
will establish Accounts in their own
name with CMESC and are responsible
for posting initial margin (and
Outstanding Exposure Settlement)
directly to CMESC. Thus, CMESC is
proposing new Rule 317 under which
CMESC will recognize and
accommodate the grant of a second
priority security interest to a Member by
an authorized Independent User in
initial margin or other funds credited to
the User’s Independent User Account.

Under proposed Rule 317, a Member
and an Independent User authorized by
the Member may enter into an
Authorization Agreement or other
appropriate related agreement (such as a
control agreement) that contains a
provision whereby the authorized
Independent User grants the Member a
second priority security interest and
lien against any initial margin or other
funds credited to the relevant
Independent User Account. For
purposes of proposed Rule 317, such
credited initial margin or other funds
are referred to as the “Independent User
Funds.” As provided in proposed Rule
317(a), the agreement under which the
security interest is granted must contain
certain minimum terms described below
to assure that the agreement does not
contain terms that conflict with
CMESC’s first priority security interest
in and lien against such funds or
CMESC’s application of such funds in
connection with the management of any
Default of the Independent User.

First, in order for CMESC to recognize
the Member’s second priority security
interest in the Independent User Funds,
the agreement between the Member and
authorized Independent User must
contain the Member’s acknowledgment
of CMESC'’s first priority and
unencumbered security interest in and
lien against property, cash, securities, or
collateral deposited with, held by,
pledged to, or otherwise available to
CMESC to secure the Independent
User’s obligations to CMESC created
under Rule 504 (Corporation Lien). This
acknowledgement reinforces CMESC’s
priority claim to Independent User
Funds ahead of the authorizing Member
under the Rules and is intended to
avoid competing claims to Independent
User Funds between CMESC and the
authorizing Member.

Second, consistent with the Member’s
required acknowledgment of CMESC’s

first priority and unencumbered
security interest and lien described
above and again in the context of
CMESCG recognizing a Member’s second
priority security interest, the agreement
between the Member and authorized
Independent User must provide that the
Member will “exercise control over the
Independent User Funds only following
(A) the occurrence of a User Default of
the Independent User and subject to the
condition that the Member will refrain
from taking any action that could
interfere with the Corporation’s
management of such User Default (it
being understood that the Member’s
election to participate in the
management of the User Default
pursuant to and in accordance with
Rule 405(c) and Rule 1507(b) does not
constitute interference) or (B) following
the effective date of termination of the
Authorization Agreement between the
Member and the Independent User and
satisfaction of all obligations owing to
the Corporation relating to the
Independent User’s Account associated
with the Member’s authorization of the
Independent User and subject to the
condition that the Independent User is
not in Default.” (As explained in the
following section, CMESC is proposing
revisions to Rules 405(c) and 1507(b).)
These are important contractual terms
that reinforce CMESC’s priority claim to
apply Independent User Funds under
the Rules and are intended to avoid
competing claims to Independent User
Funds between CMESC and the
authorizing Member.

Third, the agreement must provide
that “‘the Member will assert its security
interest and lien only over those
Independent User Funds that may
remain following, as applicable, (A)
completion of the Corporation’s
management of the Independent User’s
User Default or (B) closing of the
Independent User’s Account associated
with the Member’s authorization of the
Independent User and satisfaction of all
obligations related thereto, and (C) the
Corporation’s exercise in either case of
its rights pursuant to its security interest
and lien created under Rule 504.” As
with the other minimum required terms,
these are important contractual terms
that reinforce CMESC'’s priority claim to
apply Independent User Funds under
the Rules and are intended to avoid
competing claims to Independent User
Funds between CMESC and the
authorizing Member.

For clarity, CMESC is including
paragraph (b) in proposed Rule 317 to
reaffirm that an Independent User may
not grant any party a security interest in
or lien against the initial margin or other
funds credited to its User Account to
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any person other than CMESC or its
authorizing Member associated with the
User Account, and may only grant the
lien to the authorizing Member in
accordance with Rule 317.

Finally, paragraph (c) of proposed
Rule 317 provides that CMESC will
“cooperate with the Member and
Independent User to execute such
documents as the Member may
reasonably request to perfect its security
interest and enforce its lien, provided,
however, that any such documentation
and the terms thereof must be
acceptable to the Corporation in its sole
discretion.” This provision recognizes
that CMESC may have to execute
documentation (such as a control
agreement) to enable the Member to
perfect its secondary security interest in
and have an enforceable lien against the
Independent User Funds (subordinate to
CMESC’s) and confirms that CMESC
will cooperate with the Member to give
effect to the purpose of proposed Rule
317, provided the terms of the
documentation are acceptable to
CMESG, e.g., that they are consistent
with (or as appropriate contain) the
minimum required terms described
above.

3. Proposed Changes Relating to a
Member’s Rights To Participate in the
Liquidation of an Authorized User’s
Positions in the Event of the User’s
Default

CMESC is proposing changes to three
Rules to further delineate and clarify a
Member’s right to participate in the
close-out of an authorized User’s
positions in the event of the User’s
Default: (i) changes to Rule 405(c) (User
Default); (ii) related conforming and
clarifying changes to Rule 1507(b); and
(iii) changes to the definition of the term
“close-out” in Rule 101.

Rules 405 and 1507 together address
the process that CMESC will follow in
the event of the Default of a Member or
User. CMESC is proposing changes to
Rule 405 and related changes to Rule
1507(b) to set out explicitly that CMESC
will promptly provide an authorizing
Member the opportunity to participate
in the close-out of the Defaulting User’s
positions on CMESC’s behalf and to
provide more detail with respect to how
the Member may participate and the
Member’s obligations if it elects to
participate. CMESC believes there are
benefits both to CMESC and to the
Member for the Member of an
authorizing User to have the
opportunity to participate in the close-
out of the positions of a Defaulting User
it has authorized, given the Member’s
obligation under Rule 406(b)(iii) to
cover any losses that exceed the

Defaulting User’s initial margin and
other assets available to CMESC and the
incentive that creates for the Member to
seek to minimize losses in closing out
the Defaulting User’s positions on
CMESC'’s behallf.

Also, a core objective in managing the
Default of a User is that the Defaulting
User’s positions be closed out promptly.
Although this is implicit in Rule 405, to
provide clarity and certainty, CMESC
proposes to set out explicitly in Rule
405(c) that when the authorizing
Member declines to close out the
positions, CMESC will liquidate them
promptly in accordance with the Rule.
The proposed changes to Rule 1507(b)
reiterate the prompt liquidation
standard, both when CMESC is
responsible for closing out the positions
and when the authorizing Member
participates in the close-out.

CMESC is proposing numerous
changes in Rule 405(c), which governs
a User Default. CMESC is proposing to
modify subparagraph (c)(i) to set out
explicitly that CMESC will, pursuant to
Rule 1507(b), promptly notify each
authorizing Member of a Defaulting
User that the Member may participate in
the close-out of the positions in each
User Account associated with the
Member’s authorization. Proposed Rule
405(c)(i) refers to the positions of a
Defaulting User in each User Account
associated with the Member’s
authorization as the ‘“Defaulting User
Positions.” CMESC also proposes
changes to clarify that after CMESC
notifies a Member of its opportunity to
participate in closing out the Defaulting
User Positions on behalf of CMESC, the
Member should promptly respond
within the period CMESC prescribes
and will be deemed to decline the
opportunity to participate if the Member
has not responded within such time.

CMESC is also proposing to delete the
last sentence in Rule 405(c)(i), which
sets out that a Member that agrees to
liquidate the Defaulting User’s portfolio
on behalf of CMESC “will be directly
and primarily responsible for meeting
the financial and settlement obligations
of the Corporation with respect to open
positions of the Defaulting User
authorized by that Member.” Upon
further consideration, CMESC believes
that this sentence may create ambiguity
in relation to a Member’s potential
obligation under Rule 406(b)(iii) to
cover any losses that exceed the
Defaulting User’s initial margin and
other assets available to CMESC, which
is the operative standard, in the event of
the Default of a User it has authorized.
This sentence also becomes unnecessary
in light of the other proposed changes
to Rule 405, explained below.

CMESC proposes adding new
subparagraph (ii) to Rule 405(c) to
provide additional detail regarding how
a Member may participate in the close-
out of the Defaulting User Positions if it
elects to do so. As set forth in proposed
Rule 405(c)(ii), the Member may
participate in the manner established in
this part of the Rule (i.e., Rule 405(c)(ii)
and its subparts) or in another manner,
both of which would be determined in
consultation with CMESC. Proposed
Rule 405(c)(ii) sets out two manners for
a Member to participate in the close-out
of the Defaulting User Positions. As
provided in subparagraph (A), the
Defaulting User Positions could be
liquidated promptly in the Defaulting
User’s Account and reestablished in the
Member’s Account, whereby positions
equivalent to the liquidated Defaulting
User Positions (i.e., equivalent to the
cleared positions in the Defaulting
User’s Account) are novated to the
Member and established as cleared
positions booked to the Member’s
Account. Under this approach, the
following conditions must be met.

e First, because the Member will be
party to the positions reestablished in
the Member’s Account (i.e., positions
equivalent to those that were cleared in
the Defaulting User’s Account), the
Member must represent to CMESC that
the Member will be able to meet its
initial margin and settlement obligations
on all positions in its Member Account
following reestablishment of the
Defaulting User Position in its Member
Account under proposed Rule
405(c)(ii)(A)L

e Second, proposed Rule
405(c)(ii)(A)I. sets out that the Member,
acting in a commercially reasonable
manner and consistent with market
convention, is responsible for
determining the liquidation value of the
portfolio of the Defaulting User
Positions as of the date the positions are
liquidated and reestablished in the
Member’s Account as equivalent cleared
positions, which date is referred to for
purposes of Rule 405(c)(ii) as the
“Liquidation Date.” Promptly following
the Liquidation Date, the Member must
provide a detailed written statement to
CMESC, with supporting
documentation, of the Member’s
calculation of such liquidation value,
which must be satisfactory to CMESC.
As between the Defaulting User and
CMESQC, if as of the Liquidation Date the
liquidation value is less than the value
of the portfolio of positions that are
reestablished in the Member’s Account
(which as noted are reestablished as
positions equivalent to those that were
cleared in the Defaulting User’s
Account), the difference is fixed as the
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amount of the losses on such positions
and if such liquidation value is greater
than the value of the portfolio of
positions reestablished in the Member’s
Account as of the Liquidation Date, the
difference is fixed as the amount of
gains on such positions.

¢ Finally, consistent with CMESC’s
rights under Rule 406(b)(ii) and other
Rules to apply initial margin and other
assets held by CMESC to losses
associated with a User’s Default,
proposed Rule 405(c)(ii)(A)IIL sets out
that CMESC will credit the Member for
the amount of any losses fixed pursuant
to Rule 405(c)(ii)(A)IIL., with such
amount credited using and limited to
the Defaulting User’s initial margin and
other assets CMESC holds in respect of
the Defaulting User’s Account
associated with the Member’s
authorization. If the amount to be
credited to the Member exceeds the
Defaulting User’s margin and other
assets held by CMESC in respect of the
Defaulting User’s Account, then the
Member would incur such loss in
acquiring the positions, but that would
be consistent with the Member’s
obligation under Rule 406(b)(iii) to
cover the losses that exceed the
Defaulting User’s initial margin and
other assets available to CMESC.
Conversely, CMESC will debit the
Member for the amount of any gains
fixed pursuant to Rule 405(c)(ii)(A)IL
After the Liquidation Date, any gains or
losses on the Defaulting User Positions
that are liquidated in the Defaulting
User’s Account and reestablished in the
Member’s Account will belong to the
Member, as provided in proposed Rule
405(c)(ii) (A)IIL

As provided in proposed Rule
405(c)(ii)(B), the second manner in
which CMESC proposes to allow a
Member to participate in the close-out
of the Defaulting User Positions is
specific to the liquidation of any
Defaulting User Position that is a Repo
Transaction for which the Member is
the contra party on the original
transaction (i.e., a “done-with” Repo
Transaction). In this scenario, the
Member may agree to terminate the
position by accelerating the Off-Leg
Settlement Date to a new Off-Leg
Settlement Date that is on or before a
date that CMESC specifies, consistent
with the core objective that the
Defaulting User Positions be liquidated
promptly. Similar to the process in
proposed Rule 405(c)(ii)(A) described
above, the Member must determine the
liquidation value of the original (i.e.,
pre-accelerated) Defaulting User
Position as of the accelerated Off-Leg
Settlement Date, which is used as the
Liquidation Date, in the same manner as

it would calculate the liquidation value
for positions reestablished in its
Account pursuant to Rule 405(c)(ii)(A)IL.
This liquidation value will be used to
fix the loss or gain on the position as
between CMESC and the Defaulting
User and if multiple Repo Transactions
between the Member and Defaulting
User are accelerated pursuant to
proposed Rule 405(c)(ii)(B), the losses or
gains will be determined on an
aggregate basis for such positions.
CMESC will credit or debit the Member
for the losses or gains fixed pursuant to
this Rule 405(c)(ii)(B) in the manner
provided in Rule 405(c)(ii)(A)IIL.
CMESC believes a Member may find the
approach outlined in proposed Rule
405(c)(ii)(B) an effective way to reduce
losses realized upon the close-out of any
Defaulting User Positions that are
“done-with”” Repo Transactions with
the Member and is including this
approach to provide additional
flexibility to determine (in consultation
with CMESC) the appropriate mean(s)
for the Member to participate in the
close-out of the Defaulting User
Positions.

The proposed changes described
above to elaborate on how a Member
may participate in closing out the
Defaulting User Positions do not change
the Member’s obligation under Rule
406(b)(iii) to cover any losses that
exceed the Defaulting User’s initial
margin and other assets available to
CMESC. Therefore, CMESC proposes
adding a new subparagraph (iii) under
Rule 405(c) to clarify that the Member’s
obligation under Rule 406(b)(iii) to fully
discharge the losses and liabilities to
CMESC associated with the User’s
Default in each User Account associated
with the Member’s authorization, once
such losses and liabilities are finalized,
remains in effect, notwithstanding the
Member’s decision to participate in the
close-out of the Defaulting User
Positions. As noted above, Rule
406(b)(iii) is the operative provision that
governs the Member’s potential liability
in relation to the Default of a User it has
authorized.

CMESC also proposes changes to
existing subparagraph (ii) of Rule 405(c),
which is proposed to be renumbered as
Rule 405(c)(iv), to align with the revised
provisions discussed above regarding
the actions that CMESC will take to
close-out, including liquidation of, the
Defaulting User Positions in relation to
any authorizing Member that declines to
participate in the close-out of the
Defaulting User Positions associated
with the Member’s authorization.
CMESC proposes to clarify that CMESC
will promptly initiate the close-out
process described in the Rules for the

User Account of the Defaulting User
associated with the Member’s
authorization. CMESC also proposes to
delete the last sentence, which is a “for
avoidance of doubt” provision that is
adequately explained in Rule 406(b)(iii),
as described above.

CMESC also proposes changes to
existing subparagraph (iii) of Rule
405(c), which is proposed to be
renumbered as Rule 405(c)(v), to set out
more directly that CMESC will apply
the financial resources described in
Rule 406(b), in the order provided in
and subject to Rule 406(b), to the
Defaulting User’s obligations owed to
CMESC, regardless whether the
authorizing Member elects to participate
in the close-out of the Defaulting User
Positions pursuant to Rule 405(c).

As a result of the proposed changes to
Rule 405 described above, CMESC is
proposing conforming and clarifying
changes to Rule 1507(b). First, existing
Rule 1507(b) provides that in the case of
a User Default, before CMESC takes any
of the actions described in Rule 1507(e),
CMESC will notify the Defaulting User’s
authorizing Member(s) that the Member
may ‘“‘terminate the Defaulting User’s
obligations to the Corporation by
satisfying them in full,” but subject to
the qualification “‘if time permits.”
CMESC proposes to delete “if time
permits” and ‘““terminate the Defaulting
User’s obligations to the Corporation by
satisfying them in full,” and to add new
text to Rule 1507(b) to specify that
CMESC will promptly notify the
authorizing Member(s) of the Member’s
right to close-out the Defaulting User’s
positions pursuant to and in accordance
with Rule 405(c), noting parenthetically
that the Member and CMESC will act
promptly to effect the close-out.

Finally, CMESC is proposing
clarifying changes to the definition of
“close-out” in Rule 101. The current
definition covers extinguishing a
Member’s or User’s cash receipt
entitlement in relation to the sale of
Eligible Securities under a Repo
Transaction. The term is used in the
proposed changes to Rule 405(c) and
1507(b) in the broader sense of
liquidating or terminating any cleared
Eligible Securities Transaction. Thus,
CMESC proposes to modify the
definition of the term “close-out” to
mean the liquidation or termination of
a cleared Eligible Securities
Transaction. This definition is
consistent with how the term is used in
other CMESC Rules.

2. Statutory Basis

For the reasons set forth below,
CMESC believes the proposed rule
change is consistent with Section 17A of
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the Act,1® SEC Rule 17ad—22(e)(13),2°
SEC Rule 17ad—22(e)(18),21 SEC Rule
17ad-22(e)(19),22 and SEC Rule 17ad—
22(e)(21)(i).23

Consistency With Section 17A(b)(3)(F)
of the Act

Section 17A(b)(3)(F) of the Act
requires, in part, that the rules of a
clearing agency be designed to promote
the prompt and accurate clearance and
settlement of securities transactions, to
remove impediments to and perfect the
mechanism of a national system for the
prompt and accurate clearance and
settlement of securities transactions,
and, in general, to protect investors and
the public interest.2¢ CMESC believes
that the proposed rule change is
consistent with Section 17A(b)(3)(F) of
the Act because it will further support
Members’ management of risks
associated with authorizing persons as
Users and enhance Members’ ability to
authorize Users by addressing potential
constraints imposed by bank regulatory
capital requirements and enhancing
Members’ abilities to enforce
contractual termination rights and
secondary lien rights against authorized
Users’ margin or other funds held by
CMESC that Members may have under
their contractual arrangements with
their authorized Users. The proposed
rule change will also further strengthen
and clarify a Member’s ability to
participate in the liquidation of an
authorized User’s positions in the event
of the User’s Default. These
modifications will thus support
Members’ ability to participate in and
authorize Users in CMESC’s Clearing
Services, which will promote the
prompt and accurate clearance and
settlement of transactions in or
involving U.S. Treasury securities
(including eligible secondary market
securities transactions that market
participants may be required to
centrally clear pursuant to the rules of
a covered clearing agency adopted
pursuant to SEC Rule 17ad—
22(e)(18)(iv)).25

Consistency With Rule 17ad—22(e)(13)

SEC Rule 17ad-22(e)(13) requires, in
part, that the rules of a covered clearing
agency be reasonably designed to ensure
the covered clearing agency has the
authority and operational capacity to
take timely action to contain losses and
liquidity demands and continue to meet

1915 U.S.C. 78q—-1(b)(3)(F).
2017 CFR 240.17ad-22(e)
2117 CFR 240.17ad-22(e)
2217 CFR 240.17ad-22(e)
2317 CFR 240.17ad-22(e)(
2415 U.S.C. 78q—1(b)(3)(F).

2517 CFR 240.17ad-22(e)(18)(iv).

(13).
(18).
(19).
21)(@i).

its obligations. CMESC believes that the
proposed rule change is consistent with
Rule 17ad—22(e)(13) because the
proposed changes to Rule 405(c) and
Rule 1507(b) are designed to achieve the
core objective in default management
that the Defaulting User’s positions be
closed out promptly to minimize losses
and liquidity demands and continue to
meet CMESC'’s settlement obligations.
The requirement to take prompt action
to close-out, including liquidate, the
Defaulting User’s positions is reflected
in multiple places in the proposed rule
change. Specifically, proposed Rule
405(c) provides that CMESC will
promptly notify each authorizing
Member of a Defaulting User that the
Member may participate in closing out
the positions in each User Account
associated with the Member’s
authorization. CMESC also proposes
changes to clarify that, after CMESC
notifies a Member of its opportunity to
participate in closing out the Defaulting
User Positions, the Member should
promptly respond within the period
CMESC prescribes and will be deemed
to decline the opportunity if the
Member has not responded within such
time. In addition, proposed Rule
405(c)(ii) provides two non-exclusive
manners in which authorizing Members
may participate in closing out positions
of Defaulting Users they authorize, both
requiring that the Defaulting User
Positions be closed out promptly and
that the Member provide a detailed
written statement of its calculation of
the liquidation value promptly
following the Liquidation Date.
Similarly, if the authorizing Member
declines to participate in the close-out
of the Defaulting User’s positions
associated with the Member’s
authorization, proposed Rule 405(d)(iv)
requires CMESC to promptly initiate the
close-out process described in the Rules
for the User Account of the Defaulting
User. Finally, proposed changes to Rule
1507(b) specify that CMESC will
“promptly”” notify the authorizing
Member of the Member’s right to close-
out the Defaulting User’s positions and
make clear that the Member and CMESC
will act promptly to effect the close-out
pursuant to and in accordance with
proposed changes to Rule 405(c).

All of the above proposed changes are
reasonably designed to ensure that
CMESC will have the authority and
operational capacity to take timely
action to promptly close-out a
Defaulting User’s positions. In addition,
as described in detail above, by
proposing changes to Rule 405(c) to
provide the authorizing Member the
opportunity to participate in a prompt

close-out of the User’s positions,
CMESC believes that the proposed
changes to Rule 405(c) will help
minimize losses from the User Default
and, thus, contain losses and liquidity
demands, enabling CMESC to continue
to meet its obligations. Therefore,
CMESC believes that the proposed rule
change is consistent with SEC Rule
17ad-2(e)(13).

Consistency With Rule 17ad—
22(e)(18)(iv)(C)

CMESC believes that the proposed
rule change is consistent with SEC Rule
17ad-22(e)(18)(iv)(C), which requires, in
part, a covered clearing agency that
provides central counterparty services
for transactions in U.S. Treasury
securities to ensure that it has
appropriate means to facilitate access to
clearance and settlement services for
eligible secondary market transactions
in U.S. Treasury securities, including
those of indirect participants such as
Independent Users and Supported
Users. As detailed above, the proposed
rule change consists of (i) proposed new
Rule 316 and proposed changes to Rule
602 designed to support Members’ risk
management and enhance their ability
and capacity to authorize persons as
Users, by providing Members the clear
means to enforce contractual
termination rights under their
contractual arrangements with
authorized Users in circumstances when
the authorized Users are not in Default
under CMESC’s Rules; (ii) proposed
changes to Rule 513 to create a legal
structure to provide an authorizing
Member with a securities entitlement
under the NY UCC to excess assets in
the Supported User Account associated
with such Member’s authorization and
proposed new Rule 317 to provide a
Member the means to obtain and perfect
a secondary security interest in and lien
against Independent User Funds held by
CMESC for the Independent User
Account associated with the Member’s
authorization, while affirming CMESC’s
first priority and unencumbered
security interest in and lien against the
Independent User funds; and (iii)
proposed changes to Rules 405(c) and
1507(b) designed to strengthen and
clarify Members’ abilities to participate
in the close-out of positions of Users
they authorize in the event of an
authorized User’s Default. These
proposed changes are designed to
enhance the ability and capacity of
Members to authorize Users, which will
support CMESC’s efforts to attract and
to on-board Members and Users prior to
CMESC commencing operations of its
Clearing Services and on an ongoing
basis thereafter and enhance access to
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CMESC’s Clearing Services for
prospective Members and Users. As
such, CMESC believes that the proposed
rule change is reasonably designed to
provide appropriate means to facilitate
access to clearance and settlement
services for eligible secondary market
transactions in U.S. Treasury securities,
including those of indirect participants,
consistent with Rule 17ad—
22(e)(18)(iv)(C).

Consistency With Rule 17ad-22(e)(19)

SEC Rule 17ad—22(e)(19) requires that
the rules of a covered clearing agency
identify, monitor and manage material
risks to the clearing agency arising from
arrangements that indirect participants
have with direct participants to access
the clearing agency’s clearing and
settlement services. The existing Rules
define a Member’s rights and obligations
with respect to any User it authorizes
while at the same time recognizing (in
Rule 306(c)) that a Member and an
authorized User may enter into separate
commercial terms between them. Those
features are unchanged. Rather, the
proposed rule change provides a means
for a Member to enforce contractual
liquidation rights and any secondary
rights to User collateral it may negotiate
with an authorized User, subject to
terms that protect CMESC'’s ability to
manage risk pursuant to its Rules. In
this respect, as conditions to liquidate
an authorized User’s positions under
proposed Rule 316 or under Rule 602 as
proposed to be revised, a Member
represents that it has the contractual
authority to do so and indemnifies
CMESC and related parties against any
losses, liabilities, damages, claims or
expenses they may incur arising out of
any dispute between the Member and its
authorized User or in the case of action
under proposed Rule 316 regarding any
action taken or not taken pursuant to
that Rule. With respect to a Member’s
rights to collateral of an authorized
User, the proposed rule change
establishes structures whereby the
Member’s claim is secondary to
CMESC’s rights as explained above. In
this respect, a Member’s claim to such
collateral is limited to the return of any
excess margin or other funds remaining
following CMESC’s default management
process if the User is in Default or
following termination of the Member’s
authorization of the User and
satisfaction of the User’s obligations to
CMESC. For these reasons, CMESC
believes that the proposed rule change
is appropriate to manage potential risks
to CMESC arising from arrangements
that its Users have with Members and is
consistent with SEC Rule 27ad—
22(e)(19).

Consistency With Rule 17ad—22(e)(21)(i)

SEC Rule 27ad-22(e)(21)(i) requires
that a covered clearing agency have
clearing and settlement arrangements
that are efficient and effective in
meeting the requirements of its
participants and the markets the
clearing agency services. CMESC
believes the proposed rule change is
consistent with Rule 27ad—22(e)(21)(i),
meeting the needs of Members and
Users, in that it will enhance Members’
ability to authorize Users by addressing
potential constraints imposed by bank
regulatory capital requirements and will
further support the enforceability of
certain contractual terms that are
separately negotiated between a Member
and an authorized User.

B. CMESC’s Statement on Burden on
Competition

Section 17A(b)(3)(I) of the Act 26
requires that the rules of a clearing
agency not impose any burden on
competition that are not necessary or
appropriate in furtherance of the
purposes of the Act. CMESC believes
that the proposed rule change would not
impose a burden on competition that is
not necessary or appropriate in
furtherance of the purposes of the Act.
CMESC believes that the proposed rule
change may enhance competition
because, as detailed above, the proposed
rule change would further support
Members’ risk management of Users
they authorize and enhance Members’
ability and capacity to authorize Users,
thereby facilitating access to CMESC’s
Clearing Services for eligible secondary
market transactions in U.S. Treasury
securities. CMESC also believes that the
proposed rule change would indirectly
benefit Users and prospective Users by
enhancing their abilities to access
CMESC by supporting Members’
capabilities to authorize Users.

CMESC recognizes that various
Members may perceive varying degrees
of benefits of the proposed rule change
conferred on them, depending on each
Member’s regulatory status and its
entity type. CMESC believes that the
effect of the proposed rule change on
competition is distributed equally
among all types of prospective Members
because it will apply to all Member
types and would not disadvantage or
favor any particular type of Member in
relationship to the other types of
potential Members. As such, CMESC
believes that the proposed rule change
would promote competition and does
not impose any burden on competition

2615 U.S.C. 78q-1(b)(3)(1).

that is not necessary or appropriate in
furtherance of the purposes of the Act.

C. CMESC’s Statement on Comments on
the Proposed Rule Change Received
From Members, Participants, or Others

CMESC currently does not have any
Members or Users and has not received
nor solicited any written comments
from others related to this proposal.
CMESC has not received any unsolicited
written comments from any interested
parties. If any written comments are
received, they will be publicly filed as
an Exhibit 2 to this filing, as required by
Form 19b—4 and the General
Instructions thereto.

Persons submitting comments are
cautioned that, according to Section IV
(Solicitation of Comments) of the
Exhibit 1A in the General Instructions to
Form 19b—4, the Commission does not
edit personal identifying information
from comment submissions.
Commenters should submit only
information that they wish to make
available publicly, including their
name, email address, and any other
identifying information.

All prospective commenters should
follow the Commission’s instructions on
how to submit comments, available at
https://www.sec.gov/regulatory-actions/
how-to-submit-comments. General
questions regarding the rule filing
process or logistical questions regarding
this filing should be directed to the
Main Office of the Commission’s
Division of Trading and Markets at
tradingandmarkets@sec.gov or 202—
551-5777. CMESC reserves the right to
not respond to any comments received.

II1. Date of Effectiveness of the
Proposed Rule Change and Timing for
Commission Action

Within 45 days of the date of
publication of this notice in the Federal
Register or within such longer period
up to 90 days (i) as the Commission may
designate if it finds such longer period
to be appropriate and publishes its
reasons for so finding or (ii) as to which
the self-regulatory organization
consents, the Commission will:

(A) by order approve or disapprove
such proposed rule change, or

(B) institute proceedings to determine
whether the proposed rule change
should be disapproved.

IV. Solicitation of Comments

Interested persons are invited to
submit written data, views, and
arguments concerning the foregoing,
including whether the proposed rule
change is consistent with the Act.
Comments may be submitted by any of
the following methods:


https://www.sec.gov/regulatory-actions/how-to-submit-comments
https://www.sec.gov/regulatory-actions/how-to-submit-comments
mailto:tradingandmarkets@sec.gov
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Electronic Comments

e Use the Commission’s internet
comment form (https://www.sec.gov/
rules-regulations/self-regulatory-
organization-rulemaking); or

e Send an email to rule-comments@
sec.gov. Please include File Number SR—
CMESC-2026-004 on the subject line.

Paper Comments

Send paper comments in triplicate to
Secretary, Securities and Exchange
Commission, Station Place, 100 F Street
NE, Washington, DC 20549.

All submissions should refer to File
Number SR-CMESC-2026-004. This
file number should be included on the
subject line if email is used. To help the
Commission process and review your
comments more efficiently, please use
only one method. The Commission will
post all comments on the Commission’s
internet website (https://www.sec.gov/
rules-regulations/self-regulatory-
organization-rulemaking). Copies of the
filing also will be available for
inspection and copying at the principal
office of CMESC and on CMESC’s
website (https://www.cmegroup.com/
market-regulation/rule-filings.html). Do
not include personal identifiable
information in submissions; you should
submit only information that you wish
to make available publicly. We may
redact in part or withhold entirely from
publication submitted material that is
obscene or subject to copyright
protection. All submissions should refer
to File Number SR-CMESC-2026—-004
and should be submitted on or before
June 29, 2026.

For the Commission, by the Division of
Trading and Markets, pursuant to delegated
authority.2”

Sherry R. Haywood,

Assistant Secretary.

[FR Doc. 2026-11381 Filed 6-5—26; 8:45 am]
BILLING CODE 8011-01-P

2717 CFR 200.30-3(a)(12).

SECURITIES AND EXCHANGE
COMMISSION

[Release No. 34-105603; File No. SR—
NASDAQ-2026-009]

Self-Regulatory Organizations; The
Nasdaq Stock Market LLC; Noticing of
Filing of Amendment No. 1 and Order
Granting Accelerated Approval of a
Proposed Rule Change, as Modified by
Amendment No. 1, To Adopt Listing
Rule IM-5101-4

June 3, 2026.

I. Introduction

On February 20, 2026, The Nasdaq
Stock Market LLC (‘“Nasdaq” or
“Exchange”) filed with the Securities
and Exchange Commission (“SEC” or
“Commission”), pursuant to Section
19(b)(1) of the Securities Exchange Act
of 1934 (“‘Act”) ! and Rule 19b—4
thereunder,? a proposed rule change to
adopt Nasdaq Rule IM-5101—4, which
would provide Nasdaq with the
authority to delist a security where the
Commission has previously suspended
trading and the Exchange determines it
appropriate and in the public interest to
do so. The proposed rule change was
published in the Federal Register on
March 6, 2026.3 On April 16, 2026,
pursuant to Section 19(b)(2) of the Act,*
the Commission designated a longer
period within which to take action on
the proposed rule change.? On May 21,
2026, the Exchange filed Amendment
No. 1 to the proposed rule change,
which superseded the original filing in
its entirety.® The Commission is
publishing this notice and order to
solicit comments on Amendment No. 1
from interested persons and to approve
the proposed rule change, as modified
by Amendment No. 1, on an accelerated
basis.

115 U.S.C. 78s(b)(1).

217 CFR 240.19b—4.

3 See Securities Exchange Act Release No. 104917
(Mar. 3, 2026), 91 FR 11104 (“Notice”’). Comments
received on the proposed rule change are available
at: https://www.sec.gov/rules-regulations/public-
comments/sr-nasdaq-2026-009.

415 U.S.C. 78s(b)(2).

5 See Securities Exchange Act Release No.
105252, 91 FR 21353 (Apr. 21, 2026). The
Commission designated June 4, 2026, as the date by
which the Commission shall approve, disapprove,
or institute proceedings to determine whether to
disapprove the proposed rule change. See id.

6In Amendment No. 1, the Exchange: (1)
provided additional description of certain aspects
of the proposal; (2) made technical and non-
substantive changes to the proposal; and (3)
addressed comments received on the proposal. The
full text of Amendment No. 1 can be found on the
Commission’s website at: https://www.sec.gov/
comments/SR-NASDAQ-2026-009/
srnasdaq2026009-789019-2393806.pdf
(“Amendment No. 1”).

IL. Description of Proposed Rule
Change, as Modified by Amendment
No. 17

The Nasdaq Rule 5000 Series contains
rules related to the qualification, listing,
and delisting of companies on the
Exchange. Currently, Nasdaq Rule 5101
provides that, in addition to applying
the enumerated criteria set forth in the
Nasdaq Rule 5000 Series, the Exchange
has broad discretionary authority over
the initial and continued listing of
securities on Nasdaq in order to
maintain the quality of and public
confidence in its market, to prevent
fraudulent and manipulative acts and
practices, to promote just and equitable
principles of trade, and to protect
investors and the public interest.
Among other things, the Exchange may
use this discretion to suspend and delist
particular securities based on any event,
condition, or circumstance that exists or
occurs that makes continued listing on
Nasdaq inadvisable or unwarranted in
the opinion of Nasdag, even though the
securities meet all enumerated criteria
for continued listing.8

The Exchange proposes to adopt
Nasdaq Rule IM-5101—4 to provide that
where a security exhibits trading
activity that is indicative of potential
manipulation, and the Commission has
implemented a temporary trading
suspension of that security pursuant to
Section 12(k) of the Act (“Section 12(k)
suspension”),? the Exchange may
exercise its authority under Nasdaq Rule
5101 to delist the security when it
determines that doing so is necessary to
protect investors. As proposed, the
Exchange would be permitted to
exercise the discretionary authority
even when the security and the listed
company otherwise satisfy all
applicable Nasdagq listing standards at
the time of determination.10

The Exchange states that it would
exercise its discretion to delist a
company on a case-by-case basis, and in
applying that discretion, it would
consider whether the listed securities
may be susceptible to manipulation
based on factors related to concerns the
Exchange and other regulators have
identified with companies that
previously were the subject of

7 All capitalized terms not otherwise defined in
this order shall have the meanings set forth in the
Nasdaq Listing Rules.

8 See Nasdaq Rule 5101.

915 U.S.C. 781(k). Under Section 12(k) of the Act,
if in its opinion the public interest and the
protection of investors so require, the Commission
is authorized by order to summarily suspend
trading in any security (other than an exempted
security) for a period not exceeding ten business
days. 15 U.S.C. 781(k)(1)(A).

10 See proposed Nasdaq Rule IM-5101—4.
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