
#18 - Response to comments 

Deposit protection requires: (1) execution of a satisfactory depository collateral agreement (if banks 
want flexibility in form they need to take responsibility); (2) proper control of collateral by the agency or 
3rd party custodian on its behalf (normally selected by the bank); and (3) compliance with relevant 
Federal rules (primarily internal approval by the bank and record keeping). The first two items are 
required to achieve perfection under the UCC. While the ultimate responsibility for the safety of public 
funds is borne by an agency, most of the actions and procedures required to achieve perfection and 
compliance with Federal rules are in the control of the bank. Therefore, banks should assume joint 
responsibility with agencies in this matter. The rule will be amended to add this clarification. 
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John Theis 

From: 
Sent: 
To: 
Subject: 
Attachments: 

Paul Young [pyoung@arml.org] 
Tuesday, February 28, 20122:59 PM 
John Theis 
RE: Collateralization Rule 
Cash Funds Collateralization Rule (1-12-2012a Markup) with PY suggestions.docx; AR 
Depository Collateral Agreement (1-12-2012 Markup) with PY suggestions.docx 

John - attached are the rules and the collateral agreement with a few comments and suggestions. The only comments 
in the collateral agreement relate to adding reference to "securities entitlements". Such items are similar to uncertificated 
securities but actually involve certificates issued to DTC (Depository Trust Corp) which accounts for the interests of DTC 
member account owners who in turn account for the interests of their customers. Muni bonds are issued in this manner 
and are often used as collateral by Arkansas banks. As noted in the GFOA recommendations, anything other than short 
term muni bonds should have a higher collateralization ratio, such as 120%. 

Paul Young 
Finance Director 
Arkansas Municipal league 
50\-978-6104 
501-551-2033 (cell) 

----Original Message-
From: John Theis Imailto:John.Theis@dfa.arkansas.govl 
Sent: Monday, February 06, 2012 11 :25 AM 
To: Paul Young 
Subject: Collateralization Rule 

Paul, 
Attached are the clean and marked up copies of the proposed rule. This does not contain the one modification mentioned 
in the meeting on Friday related to changing "public funds" to "cash funds". Otherwise, this is the final rule. let me know 
if you have questions. 

John H. Theis 
Assistant Commissioner of Revenue 

Policy and legal 
(501) 682-7000 
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DEPOSITORY COLLATERAL AGREEMENT 

This Depository Collateral Agreement ("Agreemenf'), dated ___________ , is 
between (the "Bank"), having an 
address at 
and _____________________ (the "Public Depositor"), having 
anaddressat ____________________________________ _ 

WITNESSETH: 

WHEREAS, the Bank is authorized to accept public funds for deposit under Arkansas law; 
and 

WHEREAS, Public Depositor from time to time makes deposits in the Bank (its "Public 
Deposits"), which Public Deposits shall from time to time aggregate in excess of Federal Deposit 
Insurance Corporation ("FDIC') insurance coverage; and 

WHEREAS, the Public Depositor desires to have its Public Deposits secured by eligible 
collateral ("Eligible Collateraf') as provided in Rule 2011~LManagement and Collateralization of 
Cash Funds ("Rule :;!!J~:1"); and 

WHEREAS, the Bank has agreed to secure the Public Deposits by granting to the Public 
Depositor a 11t!rft!~h!d security interest in certain collateral owned by the Bank, as permitted by 12 
U.S.C. § 90 and Arkansas Code Annotated § 23-47-203; 

NOW THEREFORE, in consideration of the Public Depositor depositing its Public Deposits 
as herein described, and for other good and valuable consideration, hereby acknowledged as 
received, it is hereby agreed between the Public Depositor and the Bank as fOllows: 

Section 1. Pledge of Collateral. 

1.1 In order to secure the Public Deposits the Bank hereby pledges, assigns, transfers, and grants to 
the Public Depositor a rI:'Fti:!l::lt!tl first priority security interest in (a) such amounts of the Eligible 
Collateral to this Agreement to meet the collateral ratios and other requirements described in Rule 
~oJ 2-1; (b) any Eligible Collateral that is delivered directly to the Public Depositor; and (c) the 
custody account (as provided in Section 3), any substitute account(s), and any and all investment 
property, as that term is defined in the Arkansas Uniform Commercial Code, from time to time held 
in, by, or for the benefit of the custody account (including without limitation the Eligible Collateral) 
and all proceeds thereof (collectively, the "Collatera"). The Collateral pledged to the Public 
Depositor and subject to the security interest granted by this Agreement is specified in Attachment A 
attached hereto, and as supplemented from time to time, and sets forth the type of Eligible Collateral 
pledged. II .• ""t!1I iU Ihl:' typt!. Cl'SIP IltlHllwF. IlIdltlFit~ tlntt!. ilHt!Ft!.iI nllt!. Ilml flilF .. ",,,unt ,,1' ..... :h 
.t!l:lllri!:. ",Iedgl:'d. 
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1.2 The security interest granted herein shall secure not only such Public Deposits and accrued 
interest of the Public Depositor as are held by the Bank at the time of this Agreement, but also any 
and all subsequent Public Deposits made by the Public Depositor in the Bank regardless of the 
accounts in which such funds may be held or identified by the Bank. 

1.3 The pledge of Collateral by the Bank shall be in addition to, and shall in no way eliminate or 
diminish, any insurance coverage to which the Public Depositor may be entitled under the rules and 
regulations of the FDIC or any private insurance carried by the Bank for the purpose of protecting 
the claims and rights of its depositors. 

1.4 Bank agrees to take all actions necessary to ~prll\ Ide a securll\ inlere,! III the pledge of 
Collateral and confirm the same to the Public Depositor. 

Section 2. Delivery and Possession of Collateral. The following procedures shall be followed for 
pledging Collateral to the Public Depositor. 

2.1 Letters of credit, surety bonds, and private deposit insurance policies shall be delivered to Public 
Depositor. The instrument must identify the issuer of the instrument and the coverage amount. The 
instrument must permit Public Depositor to make a claim directly on the issuer of the instrument in 
the event of default, financial failure, or insolvency of Bank. Any surety bond pledged as collateral is 
irrevocable and absolute. The issuer of the surety bond cannot provide surety bonds for anyone 
financial institution in an amount that exceeds 10 percent (10%) of the surety bond insurer's 
policyholders' surplus and contingency reserve, net of reinsurance. These iJ!lstruments. when issued. 
must be delivered to Public Depositor at the address specified in this Agreement. The risk of loss is 
with the Bank until the instrument is actually received by Public Depositor. The Bank shall also 
require the company or agency issuing the instrument to forward a copy of notification of coverage 
or insured limit to the Public Depositor. 

2.2 Certificated securities in bearer form must be delivered to the Public Depositor or other person 
acting on behalf of the Public Depositor other than a securities intermediary. Certificated securities 
in registered form must be delivered to the Public Depositor or other person acting on behalf of the 
Public Depositor other than a securities intermediary, and indorsed to the Public Depositor or in 
blank by an effective indorsement or registered in the name of the Public Depositor, upon original 
issue or registration of transfer by the issuer. A securities intermediary acting on behalf of the Public 
Depositor may acquire possession of the security certificate if the security is (i) registered in the 
name of the Public Depositor. (ii) payable to the order of the Public Depositor, or (iii) specially 
indorsed to the Public Depositor by an effective indorsement and has not been indorsed to the 
securities intermediary or in blank. 

2.3 For l lleI:'Fliti"Qll:'d um:eniticaled securities, Ihe t:us(udian shall aUlhelltlCllle a recI'rd selllllg tlmh 
the securitiCli pledged and acknowledging il hllids !lwlll for Ihe henc!il of Ihe Puhlic [kp"sil"r, ~ 
141:' rl:'~i,;{l:'f~tI ttl tlw Plil4li", DOo!PIl"i'"r \I" Ih~ Fi:!!!i.'I"'f~tl ,""oIWf or a written confirmation that the issuer 
will comply with instructions by the Public Depositor without further consent by the Bank.-.!rr 
iliAdition. (he Balli.. ,;haILl~ell!il\_<l!L1L'iJ1\1ok~JlmLr':t:llrds (JIt:,pJ':"~0f sud) securilics,l,,!h.:J,'uhlli,: 
Depositllr and the tinancial in(ermctiian .. hall identih Illl its hllllks alld rnlllrds the pledl!c "f sut:h 
s£Curities to the Puhlie DeJ)tlsitoL 
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2.4 Securities held for account of the Bank by another financial intermediary must be delivered to a 
custodian (as provided in Section 3), in accordance with a custodial services agreement (as provided 
in Section 3) to hold under joint safekeeping receipts for the benefit of the Public Depositor. 
Delivery of the pledged securities to the custodian shall provide for the "control" of the pledged 
securities and the perfection of the security interest of the Public Depositor as provided in the 
Arkansas Uniform Commercial Code. 

Section 3. Custody Account and Custodial Service Agreement. 

3.1 The Bank agrees to place the Collateral with a Federal Reserve Bank, a l<cd~'I'<l1 fhlll1C L"an 
Bank. it oankcr~' hank, a trust department of a commercial bank, or with a trust company (the 
"Custodian") to hold in a joint custody account for the benefit of the Public Depositor. The 
Custodian must be unaffiliated with the Bank.JJ,:i<~stillcd«<t!!.J{uk ~()I~-l. The Bank grants a first 
priority continuing interest in favor of the Public Depositor in any and all of the Bank's existing and 
hereafter acquired rights to the following custody account(s) and any substitute account(s) into 
which any investment property is deposited: 

Account Title and Number Name/Location of Account 

[Additional accounts may be listed on separate paper and attached to this Agreement] (Collectively, 
the "Custody Account(s)"). 

3.2 The Bank shall execute a custodial services agreement with ~-·nmlllH:!n:ial~~·-+>f«!ffi"1 

c,'ml~;IfI:.a custodian ("Custodial Services Agreement") for the custody of the Collateral consistent 
with the terms of this Agreement. Any ""Ill I11t!Ft: i .. I hilll!; "I' In,.." ""lllpilllycnri(\ acting as a 
Custodian shall be a securities intermediary as defined in the Arkansas Uniform Commercial Code. 
The Custodial Services Agreement shall contain the Custodian'S agreement to hold all Collateral in 
the Custody Account for the benefit of the Public Depositor and subject to the Public Depositor's 
direction and control and to comply with entitlement orders originated by the Public Depositor 
without the Bank's further consent. The executed Custodial Services Agreement is attached hereto 
as Attachment C. The execution by the Bank of the Custodial Services Agreement shall in no way 
relieve it of any of its duties or obligations hereunder. 

3.3 The Bank has heretofore or will immediately hereafter deliver to the Custodian for immediate 
deposit into the Custody Account Collateral of sufficient value to meet the terms of this Agreement. 
Said Collateral, or substitute collateral, as herein provided for, shall be retained by the Custodian in 
the Custody Account so long as the Bank holds deposits of the Public Depositor. The Custodian 
should forward any letters of credit, surety bonds, or private deposit insurance policies to the Public 
Depositor. 

3.4 Collateral held by any Custodian, as herein described, shall be deemed to be under the "control" 
and in possession of Public Depositor as provided in the Arkansas Uniform Commercial Code. 

Section 4. Value of Collateral and Changes In Collateral. 

-3-

f c:omn-t [pwCS): I114IOCUri1y ClllitlcmCIIIS ~ 
c:omn-t [pr7]: I114IOCUri1y Clllitlcmeots _ 



-DRAFT-(Markup 1-IOa-2012) 

4.1 The Bank shall recalculate the ~lillL value of individual securiti~ comprising Collateral at 
least monthly. 

4.2 If at any time the ratio of the ~t~lir value of the Collateral to the Public Depositor's Public 
Deposits, plus accrued interest, is less than required by this Agreement, the Bank shall immediately, 
within twenty-four (24) hours, make such additions to the Collateral in such amounts such that the 
ratio of the ~fair value of the Collateral to the Public Depositor's Public Deposits, plus accrued 
interest, shall be at least equal to that required in Rule 2012 -I. Such additions to the Collateral shall 
constitute an assignment, transfer, pledge, and grant to the Public Depositor of a security interest in 
such additional Collateral pursuant to this Agreement and Rule 20 J 2- J. 

4.3 At any time that the Bank is not in default under this Agreement, the Bank may substitute 
Eligible Collateral, provided that (a) the total Hhtl~It<.~!Lvalue of Eligible Collateral held in the 
Custody Account shall meet the requirements of this Agreement and Rule ~012-1, and (b) the Public 
Depositor shall have approved the substitution and all documentation relating to such substitution 
before it becomes effective. ('Oil': It ,,11l.T ,,"i>.'lilltliOIl {'rucn/urn eire u\~'d flwf 1\I)ld" II(I{ I'l'ill!!/{' 

cn"r cI{J{WIJI'lil 0/111(' PuMic Deco'lfor, Ihl'l,~!J-,JlIld he \ftl'"liIWu/ tor (h).~ 

4.4 Any additional pledge of Collateral hereunder, substitution of Collateral, or release of Collateral 
shall be approved by an officer of the Bank duly authorized by resolution of the Board of Directors 
to approve such additional pledges, substitutions, or releases of Collateral under this Agreement. 

Section S. Reports. Bank will provide Public Depositor with a Ht+>tltM-:v-'rr<;II\,<!Li:statement of 
collateral, at'-fl&~-to verify the adequacy of the pledged collateral. The fHH!tH~-l).:ril'~L( 

statement of collateral must identify the deposit secured by the collateral, include a description and 
market value of the Collateral ,1-. ,)1' tltt' hit IlIl ;tilt'.; tlH~ "I' tilt' 1I!'''lIhil~ d~·t.:nlllll.:d \\ Itllll1 ti\.: 
husiness davs prior '0 th.: report Jail:, and provide or cite an independent source to verify the 
reponed value. The _~,hlir value must be obtained from a securities pricing service, a primary 
dealer in securities, t>f-a publication recognized as a reliable source of securities valuationi'I..ill!.i 
other reliable source ,If se.:untie, \ aluatiull. If Collateral is held in a Custody Account, upon the 
initial transfer of Collateral to a Custody Account under this Agreement and monthly thereafter, the 
Bank shall cause the Custodian to repon to the Public Depositor specifying the type and market 
value of Collateral being held in the Custody Account for the benefit of the Public Depositor. !- \oie.' 

rite (Jarlin ,hulIld agrf.'Ll!I)!c!!!,IjI': Jr~:tJll(?/() ,(/1/,1 «I,\L!!LJ1I£L<;j21.1[~JI1UL!'L(!.I,t(!!!.~di;_c!!l!iU!Ll!!L~ 
'('ClWII. ,/,\ ap"r"pria/L i, 

Section 6. Representations. Warranties. and Covenants. 

6.1 The Bank hereby represents that (i) it is duly organized and validly existing under the laws of the 
State of Arkansas; (ii) it is authorized to accept public funds for deposit under Arkansas law; (iii) it 
has, or will have as of the time of delivery of any securities as Collateral under this Agreement, the 
right, power and authority to grant a security interest therein with priority over any other rights or 
interests therein; (iv) the execution and delivery of this Agreement and the pledge of securities as 
Collateral hereunder have been approved by resolution of the Bank's Board of Directors at its 
meeting on . and the approval of the Board of Directors is reflected in the 
minutes of that meeting, copies of which resolution and relevant ponion of the minutes of said 
meeting are attached hereto as Attachment B and made a pan hereof; (v) the execution and delivery 

4-
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of this Agreement and the pledge of securities as Collateral hereunder will not violate or be in 
contlict with the Articles of Incorporation or By-laws of the Bank, any agreement or instrument to 
which the Bank may be a party, any rule, regulation or order of any banking regulator applicable to 
the Bank, or any internal policy of the Bank adopted by its Board of Directors; and (vi) this 
Agreement shall be continuously maintained, from the time of its execution, as an official record of 
the Bank. 

6.2 The Bank warrants that it is the true and legal owner of all Collateral pledged under this 
Agreement, that the Collateral is free and clear of all liens and claims, that no other person or entity 
has any right, title or interest therein, and that the Collateral has not been pledged or assigned for any 
other purpose. Bank represents and warrants that no financing statement covering all or any part of 
the Collateral is on file at any public office. Should an adverse claim be placed on any pledged 
Collateral, the Bank shall immediately substitute unencumbered Collateral of equivalent value that is 
free and clear of all adverse claims. 

Section 7. Event of Default. 

7.1 In the event the Bank shall (a) fail to pay the Public Depositor any funds which the Public 
Depositor has on deposit, (b) fail to pay and satisfy when due any check, draft, or voucher lawfully 
drawn against any deposit of the Public Depositor, (c) fail or suspend active operations, (d) become 
insolvent, or (e) fail to maintain adequate Collateral as required by this Agreement, the Bank shall be 
in default, the Public Depositor's deposits in such Bank shall become due and payable immediately, 
the Public Depositor shall have the right to unilaterally direct the Custodian to liquidate the 
Collateral held in the Custody Account and pay the proceeds thereof to the Public Depositor and to 
exercise any and all other security efltide"U~flft; with respect to the Custody Account and the other 
Collateral, to withdraw the Collateral, or any part thereof, from the Custody Account and deliver 
such Collateral to the Public Depositor or to transfer the Collateral or any part thereof into the name 
of the Public Depositor or into the name of the Public Depositor's nominee, and ownership of the 
Collateral shall transfer to the Public Depositor. The Bank authorizes the release, withdrawal, and 
delivery of the Collateral to the Public Depositor upon default by the Bank, and authorizes the 
Custodian to rely without verification on the written statement of the Public Depositor as to the 
existence of a default and to comply with entitlement orders originated by the Public Depositor 
without further consent of that Bank. 

7.2 In the event of default as described in Paragraph 7.1, the Public Depositor shall also have the 
right to sell Collateral at any public or private sale at its option without advertising such sale, upon 
not less than three (3) days' notice to the Bank and the Custodian. In the event of such sale, the 
Public Depositor. after deducting all legal expenses and other costs, including reasonable attorney's 
fees. from the proceeds of such sale. shall apply the remainder on anyone or more of the liabilities 
of the Bank to the Public Depositor, including accrued interest, and shall return the surplus, ifany, to 
the Bank, or its receiver or conservator. 

Section 8. Continuing Security Interestffermlnation. The security interest granted hereby shall 
continue to exist until either: (a) Bank provides written notification to Public Depositor of its intent 
to no longer act as a depository for Public Funds and termination of all accounts of Public Depositor 
with Bank and returns all funds deposited by Public Depositor; or (b) Public Depositor provides 

-5-
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written notification to Bank of its intent to tenninate its customer relationship with Bank and the 
removal of all of its Public Funds from deposit with Bank. 

Section 9. General Terms. 

9.1 During the term of this Agreement, the Public Depositor will, through appropriate action of its 
governing board, designate the officer, or officers, who individually or jointly will be authorized to 
represent and act on behalf of the Public Depositor in any and all matters arising under this 
Agreement. 

9.2 The Public Depositor is under no obligation to maintain its deposits with the Bank and may 
withdraw them at any time without notice. It is agreed that when the Bank shall have paid out and 
accounted for all or any portion of the Public Depositor's Public Deposits, any Collateral pledged 
under this Agreement to secure such paid out Public Deposits shall be released from the security 
interest created hereunder. 

9.3 All parties to this Agreement agree to execute any additional documents that may be reasonably 
required to effectuate the tenns, conditions, and intent of this Agreement. 

9.4 All of the tenns and provisions of this Agreement shall be binding upon and shall inure to the 
benefit of the parties hereto and their respective successors and assigns. 

9.5 This Agreement may be executed in one or more counterparts, each of which shall be deemed an 
original and all of which taken together shall constitute one and the same instrument. 

9.6 This Agreement shall be governed by and construed in accordance with the laws of Arkansas and 
the laws of the United States, and it supersedes any and all prior agreements, arrangements, or 
understandings with respect to the subject matter hereof. In the event that any conflict of law 
issue(s) should arise in the interpretation of this Agreement, the parties agree that when Arkansas 
law is not preempted by laws of the United States, Arkansas law shall govern. 

9.7 No provision of this Agreement may be waived except by a writing signed by the party to be 
bound thereby and any waiver of any nature shall not be construed to act as a waiver of subsequent 
acts. 

9.8 In the event that any provision or clause of this Agreement conflicts with applicable law, such 
conflict shall not affect other provisions of this Agreement, which shall be given effect without the 
conflicting provision. To this end the provisions of this Agreement are declared to be severable. 

9.9 Unless applicable law requires a diffcrent method, any notice that must be given under this 
Agreement shall be given in writing and sent by certified mail, return receipt requested or third party 
overnight priority mail carrier to the address sct forth herein or such other place as may be 
designated by written notice in the same manner from one party to the other. 

BANK: 

Address for Notices: 

-6-
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By: ____________________________ __ 
Title: _________________________ _ 

Signature: _________________ _ 

Date: ________ _ 

DEPOSITOR: Department of Finance and Administration 

Address for Notices: 

By: ___________________________ _ 
Title: ____________________ _ 

Signature: ____________________ _ 

Date: _________ _ 

-7-
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ARKANSAS STATE BOARD OF FINANCE 

RULE 2012-1 

MANAGEMENT OF CASH FUNDS 

The State Board of Finance hereby promulgates the following rule under Ark. Code Ann. § 19-
3-101, §19-4-801 et seq. and §25-15-201 et seq. This rule is intended to address the 
management, investment and collateralization of cash funds deposited with hallb or financial 
institutions by agencies of the State of Arkansas. The Treasurer of the State of Arkansas and 
the Arkansas Department of Finance and Administration are hereby authorized to act on behalf 
of the State Board of Finance to administer this rule. The purpose of this rule is to provide 
guidance for state agencies consistent with commonly recognized cash management, 
investment and collateralization practices. Cash funds are "public monies" subject to all 
applicable Arkansas code provisions. 

A. GENERAL OVERVIEW. 
The goal of cash management is to protect the principal while maximizing investment income 
and minimizing non-interest earning balances. Cash management considerations begin with the 
collection of funds and extend to the actual expenditure of those funds. Agencies should ensure 
that incoming funds are collected and deposited as soon as possible. Whenever possible, funds 
should be deposited in interest-earning accounts or invested in interest-earning investments. 
Interest income can be used to fund an agency's operating expenses and can reduce the 
necessity of increasing the fees levied on the public. ..\n agency rna\ u1<: l1ol1-ink'r<:,t-<:.lrninl.! 
accounts irthcv pro\iJ~' a gr<:atcr rate of return ... \gen<:i<:s should utiliLe ;jl<:counts and programs 
that maximiLe Federal Deposit Insurance Comorallon (FDIC) deposit insurance cOlera!.!<:. A 
minimum of four bids should be obtained from approved banks or financial institutions in order 
to obtain the highest interest rate possible. If an agenn determines it is unahlc to ohtain four 
hlds, the agency should prollde a \\Tlttcn explanation of tlml determination \0 the State Board 
'!.fJmi:!!K~~ or ih designee . .-lLthc. Statc Bqard of Imance rejects tl!e dete!minatlOn. il can direct 
Ihe agelK\ 10 fe-hid. If IAe t1e.iiretl !I1tere.i\ rate IflWil I~e retiueeti due to Il!flllaleral retlUIFelflent. 
(IF additional ~;eF\'ieej oeing perferrnt!ti I'l~ the dt!fllHitnr~ iA!.lill:lliIlA. Iht! iAlenU ralt' retlmHi .. B 

.hould no! e)(€l'ed25 oil!.i!. l~oiRI!o (.250pI \\Ao.!l1t!\t!F plh·il:tle. 

Fund expenditures should be regularly reviewed for noticeable spending patterns. Expenditures 
should generally be consolidated into as narrow a time span as possible. Whenever possible. 
expenditures should be made at the time existing investments mature or new incoming funds 
are deposited. The Treasurer of the State of Arkansas and the Arkansas Department of Finance 
and Administration can assist agencies with cash management, investment and collateralization 
considerations. Each agency should develop a written plan for management of cash. 

B. MANAGEMENT AND INVESTMENT OF CASH FUNDS. 
(a-l1 limtl.i mel) oe deplN!t!tl .... 1111 any halll, OF finuR<:ial in.illlulIllll aflf'Fln ed hj the .\rl'illl . .a~. 
State Bani. Dl'flartrneRt to eUfltluel hll:.ine.;,; "'HAiR tAl' Siale uf .\rkan.itt.;, A Depository 
Collateral Agreement must be executed before any deposits can be made. Prior to depositing 

[ eo.n-.t [AI]: When would • ...,.,.~_ 

.... q_provIde ...... rawm? 

[ QImment[A2]:,fpncymllhthawto_quIte 1 
• while for ftnoI action. , 
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any funds with a&-<l ilrrrO\ etl bank or financial institutionlmfIlllinl!}\ i!hin the hQLQQ~2Lthe 
Stale of Arkansas. the agency lllu:iI eonlael the I rell 'IIrer Ill' the Siale til' Arkall..il; and ohtaiR 
the Irea.;urer·'; Illl:l,;t reeeni ,;ellli ,umual tJel1lti.mtion for the hant.; or tiluilleial in. liltlllon should 
re\ ie'\ the financial condition Dr thc bank or linancial In~titution. rhe agen~'\ ,Iwuld 
nenodicalh rcvie\\ the linam:ial condition or the bank or tinancial institution so Ion!! a~ the 
~ncv has funds on deposit \\ Ilh the han" or linancial IIlstillltion. Certain ljuarterlv financial 
reQ0rt~ arc open for puhlic Inspection. rhe !.\_t:.hsite of the FDIC pro, idc' addltlon.!1 puhlic 
jnt~lrIllatiol1 that can he u"ed to re\ iey\ the Iinancial condition of Ihe I);l~_.,)r financial 
in~tilution. The ageney .• hall Iherealit'F onlain anti re; ie" Ihel rea .• ure" .. eel1ilit'all'Hl fBI' Ihe 
hanl, or IiIHlfleial in.aitwliElIl e\ ery ."" Il'ltlnln.; :;0 long a. Ihe ageA€), has fuml: tlll .lel1o,II .... ilh 
'he himl; or tillalH,ial in..titutiBA. Th .. agel1€Y i:i to u:.e Ih .. e .. niliealloA 10 tleteFllllllt' If Ihe !-'lalli • 
• ,r tiAHneiul iR.ititutioll i., il financial!) -'OHm.1 tlt·Jltl.,ilOr:. for th~ u!=\el~e~'" hm.b. An agency 
should not deposit funds with a bank or financial institution if it would cause the Il!lllile fliAtLan 
,Ig!!regale of all "Quhlll': funds" .• IS dcfined h\ Ark. ('ode Ann. § I ()-X-20.]!. on deposit to exceed 
the capital of the bank or financial institution. 

C. AUTHORIZED ACCOUNTS. 
Cash funds may be deposited only in the transactional and non-transactional accounts defined 
in the State of Arkansas Financial Management Guide. The account must qualify for Federal 
Deposit Insurance Corporation deposit insurance coverage. 

D. AUTHORIZED INVESTMENTS. 
Cash funds may be invested only in the accounts and investment instruments authorized under 
Ark. Code Ann. § 19-3-51 0 and § 19-3-518. All noncash investment instnlments must be held in 
safekeeping by tfle--a hank or financial institution .... 1111 wlltllll Ilw 111, e .• tmelll \\iI .• nmtle. 
Agencies should obtain safekeeping receipts for all investments. 

E. COLLA TERALIZA TlON OF CASH FUNDS. 
Collateralization is necessary when an agency deposits cash funds with a han" or financial 
institution in excess of current FDIC insurance coverage. Securing deposits with assets pledged 
to an agency by a [:lank...JlL financial institution protects the state from a loss of t*-*~H\i--ca.':'11 funds 
in the event of a default or failure by the hank.J!Lfinancial institution. All collateral is to be 
valued at fair value when determining the amount pledged. Current market prices or current 
market value is also referred to as fair value. Fair value is the price at which the collateral 
could be sold in an "arms-length" transaction. The following collateralization provisions are 
minimum requirements for agencies. Additional collateralization requirements may be imposed 
at the discretion ofthe agency. 

I. \ ...... 1.. eligi!-'lle to !-'le pledget! tI! ellllUieral fer tielltl;it. tlFe .;;!I forth in "'fl.. ",'ntle .\An. ~ III >' 
:20.1. !o"lt'eiliS lYre', of €OllaleFal ilJ)J1Fmeti h~ Ihe !,joilnl of riRUlwe u .. lte~eplil!-'lle hlr rletlgiAg 
"Fe Ii.aetl at; Item:; (ll) Ihrough U) in 111lrugrurh 1 of this .;",etion. Securities pledged as collateral 
shall be held by a third-party custodian that is unaffiliated with the han!.. or financial institution. 
The agency acts as the custodian for surety bonds. letters of credit and private deposit insurance 
pledged as collateral. 

2. Asset!'> eligihle to he pled!!ed :I" eoll:lIer.11 t,x depOSits arc Iho~ aSS¢h In \\ hich ,I bank "r 
tinam:l:tI institution ma\ ilnes! without limitation idenlified in Ark. Cogc :\lIn. §2.<·.r;-IOl!i!l 



Markup 1-10a-2012 

JI1lU hose sel fort1L!!L,-\LU uJe _i'llit.!.,3J(!~::i:.~Q,'_,.Ih~Jl)hll.ill.iL \ a lli..~J.!.UI.!U1Jstlgl::lL~QJJ aleral 
slhill. he al leasI equal to 105"" of Ihe tolal amount of (ash funJ~ on Jcposil \\ ith a hank or 
finan(lal institution thaI i .. in e\(c .... of eurrelll FDIC insur~lllel' el)\Cragc 

,Of'tiOI1 .\: rAt! IOlaf fair '."fut! of tAt! pft?tlgt!.1 t'olliltt?ntl shall he at It!i.-I!a t!'llual ttl tlw IhllowlIlg 
I~ert:t?ntilgt? of the IOlal amount of <'ash funo', on off'n.,il wilh (I finill1cial ilbliHtlltll1 III t!'tef."; of 
.:urrflH FDIC ill'olirant:e t:u\t!ragt:!: 

lnileo Siale. gmt:!F!lHlt!1l1 hond."'lllJlt!:, anti hil!.; lOY'" 

f~h- .. -- Set' uri lie:. ~~b""A~~~fIt~~~~ IffiHillt-faHjHiftti-a-"",dt++~-t*+ ... nt+t?tl­
Siale .• gmemIlH:!nl lOY'" 

1.:1 

fJ+- nom\.; of other ;\rliulIsH.' polilic,,1 .• uhoi, I 1011-; IlO"" 

(t:! 1 .\rkan,a .• iuou.Mial tie, t!iOPlflt!l1t rt!\t!nut! hono.. '20" " 

,\r!,Hn:,a:; gt?ut!HlI ohhgatlllll hon.1 120"" 

Il;!i ,\rkal1:,a:; Iflull1cif'al hontb 120". 

fh) Sllrt!l~ l=!ontL ".; ullo''''l:!tI I=!~ .\rl.. ("I,It? ,\1111. * 1'> :> 203(uH2) 100"" 

Ij) IrFen1cilhie Il:!lh:!L, of tiFt?ht i .. 'lcJt,t1lw eI it!deFal lIum", Loal1 Bani, a. all."",,!d h~ ,'.ri .. -
(ode .'\l1n. *"1') ~ 2()}{aIH+---+Ol-j!!." 

OplitiR 8: TRe lolal 1'.111' ~illul' 'll' Iht! pll!dgt.>.1 ,01 1 alt.>ril I 'Ralillt' al leiu;1 I!\j Uil I 10 I (j5"n~ 
lolal illflOUHI of IRe ea"R fUl1d., on oleflo.iil .... ilh a tinlll1eial in.,tiHtlltm in e""e". Ill' .UITeIH rnl(' 
ill';uranl'e €tl'.erage tllllt?;:, 50"" Ilr mnr", ill' tht? plt:!tigedcullulerui".' fair .. altle ,tll~~ 
tel IRI"tll:lgh tg), in '"hi.h ,a'.e Ihe f'I!Fct!llIagt' ,;hall he llOo". 

ta) {Ailed Slnlt!:. gmt'rnllll!nl-hllnd .• , Iltlll' .• afHI Alii; 
II=!! ,\gl:!l1cie'. Ailckl!tI h~ Iht' lilillailh "n.1 cFl!tlil !lftlle { nlletl Stale, l;!'''t?FIlIllt!nl 
t e) \rlian.'!!! :;':RtHll tii:ilfiet loloml: 

.. ---·-----... t-tldl+)--!B~(*)I1*tH_;_b*~ .\l'kalNI.; PHI-i!K-'iIt.~~W.~m.. 
(I!I ,\rkan·;a:. imlu:,(Fial tleH:inrlllt'fll rl!'.enut' 11011.(. 

In .\rkaA:'i!,' l;!t:!Ilt'ral ohligallol1 hOIl.1 
---~ .'.rkaA.;<I:; IHlllliclf'all=!omb 

Ih) SUFel) hond.' <I; allo .... "tll=!~ .'.rl .. (Otlt' ,'.nll_ ~ 1'1 Y 20.'faI(2) 
I iJ Pm all! tlef'll:.it 1Il'.UFafl€1! (1', all ...... etll=!~ ,\rk. ('ode '\nl1, ~ 1') ,'. 20) I a If! ) 
til IrFI!\lwallle lettt?p •• 11' ert:?It.·i:,jllt'O hy a 1-t?It!ml lIome I..>an Bank ,I., ,111", .... ·.1 h~ 

.'.Flt, ende .\nll. ~l'l )! 2(P(<lJi H 
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,1. rile BOdFlI of rin<ll1l:!t' .ilwngly lii~.coumge:HP't' (If <Illy flanl, il1\e.iIll'!I!H1 d .•. .et. alltl'h eli h~ 
.'rk. (mle ,'nn. ~ 1');'; 2U;; other Ihan tho.;e 1!.,led ill l'dfMgRll"h 2 of IhL .,ee!it'n ih pledgt:'tI 
€t.llilleral <I; Ihe.e d .•.• t'I.. may ft'~uirt:' highly .'llt'eitllil!t'tI !t'ehnieMI .il'ill 111 tlFtler In di it'j.; Iheir 
ljuality aAd ri·;k.1 0 Ihe exlenl ,Ifl ,Vlel 1101 li.aeti III paragr<lrh 2 "I' 'Ihi' 'ie.!itlll i,i ljietl i};, 

t'nlllllerai. Ihe IOlal fMir ,alut:' llfthe pleligt:'tltlllllllleF<lI.,halllle ill lea." etjlml hI 1:0"" tlflht:' Itllal 
dl110Ul1l of ca:;h funt!" on tlep".;I! .... illl a financial 1I1.;tllllti"A in exct';. of tum!AI FDI(' ill ,UHln€t:' 
ttl, erage. 

4~. Monitoring the value of assets pledged as collateral is the responsibility of the agency 
making the deposit. The hank or financial institution shall provide a rn(II\1hl~ penndic collateral 
report to the agency al no tlhllrge. Ihe freyuelln of the periodic collateral repon .. I~ to he 
;l!m:cd upon h\ the.j!g~m;v and hank (![ linancial institution and \\fittcn . .it~I!~'f(!'Ii!.!l 
San",'.\ Agreement. Costs associated \, IIh pro, iding periodic collateral repllfh .. hould he 
..:on!>ldered in suhmittinl.! a hid for dcpo~it of cash funds. The report shall include the fair value 
and description of the assets pledged as collateral a" of Ihe IBoot hU.ilne:;~ tlM~ Ilflhe Ifloilltm Ith 
pri":lng of the pledged cnll.lleral to he \\ ilhlll Ih e hll~ine"" da .. " of the r¢pOi1 date. The agency 
shall verify through an independent source the fair value reported by the han" or financial 
institution in its rnan!f1I~ penodlc collateral report. A list of acceptable independent sources to 
be used hv agencies for verifications shall be maintained in the Slate of Arkansas Financial 
Management Guide. 

~. A Custodial Sen1ices Agreemelll shall be executed with each custodian for safekeeping of 
assets pledged to an agency by a b.~I11" .. ~.financial institution. Collateral pledged to secure 
deposits may be held only by a custodian that satisfies the following requirements: 

0Jl.iIlR .\: 

~\-I!!I.ilotliMfl IfltI~' he tI I etlel'al Re . .ene Bani;. Ihe Int~.1 tiep'1I11llt'fll HI' tl twmlllt'rtliMI hMnl, 
or a Im:;1 I:!tlHlf!any tlapal1le at' Rl<IlIHcllning hool, entr:. al"t'tlUill', \, jth (l I t:'llt'ldl Re .• en t! 
Btlnl. uA,1 capalllt' of :oCIfel.eeping eligil1le cullaleral. 

&.--tf.~ €UtilOthUf1·!!'rit·!in£1I1eial In,;t.ittftieR..,;.IliIFteretl lluhitlt' Ihe ~Iate of ,'rkantoa: .. il4a+i 
pH!'. ide a legal npinil:ln ileceplMhle 10 tile ag,me~ re!;!:anhng Ihe I!ompulihillt~ or .\rlidn:oCI., 
(title Tille I. ~uhtillt' I. '/iilh Iht' I IliltlFll1 Cmnmereial Cotle or Ihe :;ltlle III \\ hlch Ihe 
linant:iMI iA .• titU!lon I~. princij'lall~ Im,atel!. Till.' le!;!:'11 t)pinioll thall :;Iale an,l t:l1l1lirlll thMI 
lilt' iI!;!:t'At')' ; .;ecuritj inlert';' I~, prtlperl~ l"erfeelt'tI unlier the lEI" of tht' .,Iate iA whieh 
the tinilReial iROitilul101l i.. pFlnt:lpall:. localed. Iht' legal ol"Hliun ."HlII hI! Ilreparell h~ 
eBun . .e1 IiceA.it'tI 10 IlrMetice in the .,Iate in .... hlch the tinMll£ial ill'iliIllllOIl i"i*incipall~ 
leeated. The legal tlJlllliofl ;Imll Ile re\ie\1 etl anti ul"tialt:'ti ill etJBjullt'lioll .... ilh Ihe 
renewal at' the (·lfo",,,,!i ... 1 St''''!!''' . 1.-:,..-,'>'111'>'11 for '.\ hiI'll Ihe upiniPIl II <I .. ren,l .. r~ 
re,l"nal Re:;eF\@ Bank; art' Illli reljuir .. ,lh' 1"1'1.". itle the leJlllllpinlllll. 

€o ,\ tiAant'ial In.otllUl~~~-Iwhl-·~~,;atel.~ng-t~1 illhhtlktlged 10 atl 
ilgell€~. M!. t:ollHteral for d tlepo .• iL Collutl!fal ~,hMII l1e 1~IMt:etl !ill' itIfel.t:'eplflg .... ilh tI 

t:u.,tethaA thlll I.. unaffiliated 1\ ilh the linaneial Ino,tilutinno 

d. 1"0 I'e €on.;itleretl "lIllanilialetl:' all of the !\llln .... lIlg I!1'lIllilillll', IflW.1 he mel: 

( Formatted: Font: Italic 
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(II J he eH.ill1tll<ln. II .. lIA aniliCile. tillt' n,,1 pm",e,;';. din.·,,:!I, Ilr~~j.f~~lyc·lhe power III 
tiirt:'fl or fUlI.it! the tlireellon -Bf [ht:' Illtlnugell1t:'111 (Illtl polieie" ~.f tI linant'illJ in',liHllion 
incimling. hHI IIIlI lilfliled 10. (1',\ lIt:'p,hip of H'ling ,it:'t'uritie". 

(21 rRe fiRnR~inl ill';IiHlIinR. or an tlmlinle, d(le.; Hoi fH:I.he,·i, lli"t'ell~ 0 .. Ifltlireell~,. tRe 
plm er to tliFeel Ilf eal:ue the tliree,ion of the Rinnageillent ililtl fl!oli"ie, of Ilie fH.;ltltli<lA 
II1dutiiAg. hut rwt Iinlltell t(l. IJ .... nt!P;hifl of Hlllng it!t!Hritie,;. 

!."l, Ill .. cu.;totli<lll an,,1 linililcial..ffisl.ilulloll iln~ 11('1 ownt!li dlfeell:- Ilr lIl.hr .. .-!I: I" Ihe 
same paren! "tlrpOFaIt.m, 

Option 8: 

a. A custodian may be a Federal Reserve Bank, a Federa! fll'llle L.oan Bank. a nankers' 
hank. the trust department of a commercial bank or a trust company primarily located 
within the State of Arkansas. 

b. A bank l)r financial institution may not hold assets for safekeeping that it has pledged to 
an agency as collateral for a deposit. Collateral shall be placed for safekeeping with a 
custodian that is unaffiliated with the financial institution. 

c. To be considered "unaffiliated," all of the following conditions must be met: 

(I) The custodian, or an affiliate, does not possess, directly or indirectly, the power to 
direct or cause the direction of the management and policies of the hank or financial 
institution including, but not limited to, ownership of voting securities. 

(2) The bank or financial institution, or an affiliate, does not possess, directly or 
indirectly, the power to direct or cause the direction of the management and policies of 
the custodian including, but not limited to, ownership of voting securities. 

(3) The custodian and nank or financial institution are not owned directly or indirectly 
by the same parent corporation. 

HI Voting ~n'uritje~ of up to 5"" of Ihe outstanding \oting "eelJnlie~ elf Ihe hank or 
!inaneia! inslitution or Ihe clI'otodian. heing a dc I/Iillllllll.\ interest. II ill be considered 
"unafliliatt:d" for the purpose of aClIng a" a clI'ot(ldian for 'oafckccpin!.! C\)lIakrai pledged 
to an agene\,. 

d. An agenc, rna, request Pl'rllll'o'olon from the Board of Finance to u'>e a clI'>tl)dian­
primari" lo<.:ated outside the State of Arkansas. 

/.+5. Collateral shall not be released, substituted or compromised by a b~lI\~ ___ ll.r.financial 
institution or custodian unless ~approval is obtained from the agency to which the 
collateral was pledged prior to taking any such action. Suilstitution rl1f1\ be :!lIll\\ed \\ Ilhout 
prior <luthoriLalion if Ihe agelll.:\ and the nank or !inanci:!! institution agree to the suhstitution 
procedure," and the IV()I:" of set'urities allll\\ablc for sunstitution. SlIil'olillitlOI1 procedllr6 shall 
hl' dddre-.".;-d in the D('(IIJ.H'on Cul/,llaal.,\l.1.rn:mcnt and ,,,,, ClI.wuC/iil/ .klTicn :ll:r('('/II('I//. 
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The percentage of coverage required by paragraph 2 of this section shall be recalculated upon 
substitution or release of collateral. 

+Q. Any violation of a Depository Col/ateral Agreement or CllStodial Services Agreement by a 
11.111" or financial institution or a custodian, or any other action or circumstance deemed by an 
agency to put its funds at suhslantlal risk, will make the funds subject to immediate withdrawal 
by the agency. In ueterl11l11ll1g ifits fund~ hu\e been placed al suhstantial ris". thc agcnl'\. al ils 
discretion. rna\ wai\e 1111110r \ iolalioll~ that arc ministerial 111 nature if such \ lolatllln~ d\l nol 
rcsult 111 risk ttl ib cash funds. 

~2. The State of Arkansas is authorized to conduct collateralization audits of agencies, hanb 1lI 

financial institutions and custodians to ensure compliance with this rule and Arkansas law. 

U~. Agencies shall follow any other collateralization procedures set forth in the State of 
Arkansas Financial Managemelll Guide not specifically addressed herein. 

F. SECURITY INTEREST. 
The han" or financial institution with whom cash funds have been deposited is responsible for 
l't'rfe£lin~ IAe agent:' :';l1rO\ ,ding thc agcnc\ \\ Ilh a security interest in the collateral pledged by 
the hanl-; or financial institution in a ... .:orHmh:e ¥o jill Iht' l niforlll (olflillercial Cese. The agency 
is responsible for ensuring that any Depository Collateral Agreemellt and Custodial Services 
Agreemellt that it enters into creates an enforceable security interest in the collateral pledged by 
the hank or financial institution with whom cash funds have been deposited. Iflhe agency uses 
the agreement forms prescribed by the Board of Finance, it will be considered to have met this 
requirement. Fonns u ~~.~LrJ ... 'l .. .Jislr;.@LJ~_e,s"'L\.~Jt~}1h_.\!L Fe_i.;r;!,LJJ.Ql!}"'. JJ"lfl.Ii;I!1" .• lr'l' 
ac.:c.:cptable and \\ ill be considercd 10 ha\c mel Ihi~ reyuiret11cnt. I;l)rm~ and agreements 
"I'm ided h\ a hanl-; or finan":lal inslitulion llf (uslodial1, olhcr Ihal1 a Fcderal ReS<.'('\ c: BanI-; or 
Fcderal Homc L()an Ban". arc a.:ecptahlc Irlhc\ cornpl\ \\ jlh Ihe rcyuirqllCnh pf Ihls Rule. 

Perfection of investment property such as securities, security accounts and security entitlements 
is achieved through control as provided in the Uniform Commercial Code, Generally, control 
means that the secured party can exercise power over the investment property without further 
action or consent of the financial institution, Control is obtained through possession, 
registration or on the basis that the issuer or an intermediary will act on the instructions of the 
agency. 

Ihe follll .... lflg dOl:!UmeilL I he doculllcnts dc:~crjhcd in paragraph~.J, 2 and.' belll\\ must be 
executed to collateralize agency deposits~. txhihilS ;\. B allli (. auadled (0 Ihi" Rule .Ire "aI1lple 
ag:r<.:ell1ent~ Ihal may he lI' .. cd. flo" c\cr, the 11ati1C~ to Ihe ~';ll1cnb Ill,!' agn:c 10 nlhcr t{lrt1b 

,fthev c:omplv wilh Ihe rClju,rCll1cnh ,)flhl" Rule. 

1. Depository Resolution, 
The Policy Statement of the Federal Deposit Insurance Corporation dated March 23, 1993, 
requires that security agreements pertaining to public deposits must be approved by either the 
hank'" or financial institution's board of directors or loan committee. 58 Fed. Reg. 16833, 
March 31, 1993. 

c:omn..t [AS): And -..pIIanca with aU Fed ... 1 '11 
laws and,..ulatlonl ......... die _bIIshment of 
.. ~securtty Imemt. 
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a. Attached as Exhibit A is a Certificate of Corporate Resolutions recommended by 
the Arkansas State Board of Finance for use by agencies. 

L The Certificate of Corporate Resolutions shall not be dated after the Depository 
Collateral Agreement. 

1+:(.;\ bank's or financial in~tillitloll' ~ standard resolutil)JJ (lpn I, accept;!h!.: I f it 
achieves thc purposes of this Ruk. 

2. Depository Collateral Agreement. 
a. Attached as Exhibit B is a Depository Collateral Agreement recommended by the 

Arkansas State Board of Finance for use by agencies. 
b. Depository Collateral Agreements used to collateralize state funds shall contain the 

following provisions: 
(l) The agreement shall provide the specific terms setting forth how funds not 

covered by FDIC insurance will be collateralized, 
(2) The agreement must identify the specific tvpe or t'\ll'S llf collateral to he pledged 

and grant the agency with a IleFfecle,1 security interest in the collateral-itHtl 
';Ilecif~f Of outline lhe lHeIR,.tI of ~eFreell(lfl nece.f.iilF~' under Iht! t nift'FlH 
{oll1mereliiH ~, 

(3) The agreement must provide for a m ... nthl~ IK'ilOdic recalculation of the market 
value of pledged securities to ensure the value meets the collateralization ratios 
of Section E, paragraph 2. The agreement must provide that the halLl..9r 
financial institution will provide the agency with a n'wIlIRI~., periodIC statement of 
collateral, ill flO co. I. to verify the adequacy of the pledged collateral. The 
nHmlhl~ [lenvdic statement of collateral must identify the deposit secured by the 
collateral, describe the collateral, and ,"'II'. ide tlf ,'ile ,m intlept!ndelll .our.'e Il.r 
'eriti"minn nf \aluethe .s~)lIalt'ral' s current tail' '<llue, Tile agr ...... ment ,ho.!!.hl 
SPCt'!1\ tilt' method, b\ \\hldl the [IiI' \ alue \\ ill he determined. 

(4) The agreement must specify the collateralization ratio applicable to the pledged 
collateral. . 

(5) Letters of credit, surety bonds and private deposit insurance policies must 
identify the issuer of the instrument and the coverage amount. The instrument 
must permit the agency to make a claim directly on the issuer of the instrument 
in the event of default, financial failure or insolvency of the t'ant_'.'LJinancial 
institution. These instruments must be delivered to the agency and the 
Depository Collateral Agreement should provide that the risk of loss is with the 
bank or financial institution until the instrument is actually received by the 
agency, An agency should not deposit any funds with a hank ,'1' financial 
institution in excess of FDIC insurance limits until such time that the agency has 
received the collateral pledged by the financial institution for the funds. The 
hank or financial institution shall also require the issuer of the instrument to 
forward a copy of notification of coverage or insured limit to the agency, As 
relevant to surety bonds, any surety bond pledged as collateral is irrevocable and 
absolute, and that the issuer of the surety bond cannot provide surety bonds for 
anyone hank or financial institution in an amount that exceeds ten percent 
(10%) of the surety bond insurer's policyholders' surplus and contingency 
reserve, net of reinsurance. 
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(6) The agreement must provide that the collateral is held in safekeeping by a third 
party unaffiliated with the a.tIl" or financial institution with whom cash funds 
have been deposited. The agency, hun" or financial institution, and custodian 
must ex.ecute a Custodial Services Agreement. 

(7) The agreement must I'ro\ltl~ Ilml th~ agent::~ Imp;l u!'pw\e an~ ;UlhlilullUI1 \.f 
pleJgetl t::tlilaleral anti Ihal pledget! t::ullaleml will nUl I'll relell.,eti ulllii ~ 

cUlhlilHletl tiOlialeral i,; rel'el\l!ll2'pc~il\ proccdurc;. for ~phstitutloll or rclca;.c "f 
collatcral. The collateralization ratio shall be recalculated upon the substitution 
or release of pledged collateral. 

(8) The agreement must provide that it will be governed by Arkansas law. 
(9) The agreement must be reviewed, updated and re-executed if the h'-!!1.LQ! 

financial institution undergoes a name change, merger, sale, change in 
ownership or any other material change to the hank ur financial institution. 

3. Custodial Services Agreement. 
a. Attached as Exhibit C is a Custodial Services Agreement recommended by the 

Arkansas State Board of Finance for use by agencies. 
b. L:\l'cpt fgLilgLcclllcnt" rCl/ulrnl h\ a Fcdcral Re"cn c Bank or Federal I !llm.: 1 0;111 

Bank. Custodial Service Agreements used to collateralize ~a'i!.Lfunds shall 
contain the following provisions: 
( I ) The agreement must vest "control" of the pledged collateral in the agency as 

provided in the Uniform Commercial Code. As an example, the agreement 
should contain a clause that is similar to the following: "From and after the 
date of this agreement, the custodian will comply with all notifications and 
instructions it receives directing it to transfer or redeem any property subject to 
the agreement originated by the agency without further consent of the han!.. ,)r 
financial institution", 

(2) The agreement must provide that the custodian waives its right to a security 
interest in the pledged collateral and prohibit the cllstodian and hank Ill' 

fmancial institution from further pledging the collateral subject to the 
agreement. 

(3) The agreement must provide that the custodian subordinates any security or lien 
it may claim in the pledged collateral to the agency's security interest. 

(4) The agreement must provide that the custodian is $-~~lli!.Lagent of the 
agency and will hold the pledged collateral solely for the benefit of the agency. 

(5) The agreement must provide that the pledged collateral will not be held in a 
margin account and no margin or other credit will be extended to the hall!.. or 
financial institution with respect to the pledged collateral. 

(6) The agreement must provide that the custodian will send copies of all 
statements and confirmations concerning the pledged collateral simultaneously 
to the 1_!ilDJ or financial institution and agency, 

(7) The agreement must provide that the custodian will notify the agency if another 
person claims a property interest in the pledged collateral and immediately 
substitute unencumbered collateral of equivalent value that is free and clear of 
any adverse claims. 
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(8) The agreement must provide that the duties of the custodian shall continue in 
effect until the security interest has been tenninated and the agency shall notify 
the custodian of the tennination in writing \\ ithin a rea,.,onahlc period of time. 

(9) The agreement must provide that upon tennination, the custodian and hank <If 

financial institution agree that if the agency's deposit requires collateral as 
provided in the Depository Collateral Agreement, that the pledged collateral 
will be transferred to an account under the exclusive control of the agency. 

(10) The agreement must provide that the hank or financial institution does not have 
the ability to tenninate the agreement. 

(11) The agreement must provide that it will be governed by Arkansas law. 

G. CONFLICT OF LAWS. 
Arkansas law shall prevail over any other state or local laws relating to security for a deposit of 
cash funds to the extent of any conflict. 

H. CASH FUND AGENCY REPORTING REQUIREMENTS. 
Agencies shall follow the reporting requirements set forth in the State of Arkansas Financial 
Management Guide (RI-19-4-805). 

By: ____________ _ 

Richard A. Weiss, Director 
Arkansas Department of Finance and Administration 
Executive Officer, Arkansas State Board of Finance 

Date: ________ -" ':012 



John Theis 

From: 
Sent: 
To: 

Cook, Donnie [donnie.cook@baml,com) 
Thursday, March 15,20124:33 PM 
John Theis 

Subject: Management of Cash Funds Rule 2012-A 

John below are a couple of comments in the revised version of the Management of Cash Funds Rule 2012-A 
that was discussed at your public meeting on 3-8-2012. We sinoerely appreciate the opportunity to provide 
these and greatly appreciate your consideration in this regard. 

They are as follows: 

Under section 4 Custodial Services Agreement (d) regarding out of state custodian. In section d the proposed 
rule states: An agency may request permission from the Board of Finance to use a custodian primarily located 
outside the State of Arkansas. 

We would request this be changed to not require the agency to receive this permission but to permit the 
Financial Institution who is accepting Public Deposits and that is using an Out of State Custodian to be allowed 
to request approval of this Custodian through the Board of Finance. This would eliminate the need for every 
Agency to have to request permission and would make the process cleaner by soliciting approval one time 
from the Board. This should streamline this process in both the time for the Board and would also remove an 
undue burden on the Agency to obtain this approval which would also create a disadvantage to the financial 
institution providing this service. 

We sincerely appreciate your consideration to this 

Donald J. Cook 
President, Central Arkansas 
Bank of America Merrill Lynch 
(Phone) 501-378-1678 (Fax) 501-378-1445 
Email: donnie.cook@baml.com 

This message w/attachments (message) is intended solely for the use of the intended recipient(s) and may 
contain information that is privileged, confidential or proprietary. If you are not an intended recipient, please 
notify the sender, and then please delete and destroy all copies and attachments, and be advised that any review 
or dissemination of, or the taking of any action in reliance on, the information contained in or attached to this 
message is prohibited. 
Unless specifically indicated, this message is not an offer to sell or a solicitation of any investment products or 
other financial product or service, an official confirmation of any transaction, or an official statement of Sender. 
Subject to applicable law, Sender may intercept, monitor, review and retain e-communications (EC) traveling 
through its networks/systems and may produce any such EC to regulators, law enforcement, in litigation and as 
required by law. 
The laws ofthe country of each sender/recipient may impact the handling of EC, and EC may be archived, 
supervised and produced in countries other than the country in which you are located. This message cannot be 
guaranteed to be secure or free of errors or viruses. 

References to "Sender" are references to any subsidiary of Bank of America Corporation. Securities and 
Insurance Products: '" Are Not FDIC Insured'" Are Not Bank Guaranteed'" May Lose Value'" Are Not a Bank 
Deposit'" Are Not a Condition to Any Banking Service or Activity'" Are Not Insured by Any Federal 
Government Agency. Attachments that are part of this Ee may have additional important disclosures and 
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disclaimers, which you should read. This message is sulzject to terms available at the following link: 
http://www.banKol~JJlerica.c()mJemaildjsclaimer. By messaging with Sender you consent to the foregoing. 
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A REGIONS 

March 1, 2012 

Mr. John H. Theis, DFA Revenue Division 

Ledbetter Building, Room 2440 

P.O. Box 1272 

Little Rock, Arkansas 72203-1272 

Dear Mr. Theis: 

Regions Bank appreciates the opportunity to comment again on Proposed Rule 2011-1 Management of Cash 

Funds. We believe that the revised version of the Proposed Rule reflects significant cooperation by all parties 

involved and we applaud the Board's and Staff's flexibility in working with the banking industry on this 

matter. 

We have two points we would like to confirm relative to the Proposed Rule: 

(1) We read the Proposed Rule as allowing U.s. Agency Securities, such as those of FHlMC and FNMA, to 

qualify as collateral for public funds deposits. This is an important issue for Regions, and we would 

appreciate your confirming whether our reading is correct. 

(2) We obviously understand the requirement for Board or loan Committee approval of the relationship. 

Attached is the resolution approved by the Regions Board that is intended to provide authority for 

the appropriate officers of Regions Bank to enter into agreements related to the pledging of 

collateral to secure public deposits. While this resolution has been deemed sufficient in other states 

within the Regions footprint, we would appreciate your reviewing this resolution and advising us if it 

is acceptable under these new rules. If you do not find it acceptable, we request the opportunity to 

discuss it with you. Regions Board only meets a few times a year, and it would be impractical for the 

Board to approve a separate agreement with every agency throughout the 16 states in which Regions 

operates. 

Our third party custodian, Bank of New York Mellon, has been reviewing your proposed rules to determine if 

they can work within those guidelines. We have yet to receive a response from their Legal group, but we 

may need to contact you with a follow up response should they express concerns about issues that they 
cannot work around. 

400 West Capitol Avenue 
Little Rock. Arkansas 72201 



Again, thank you for the opportunity to comment on the proposed rule. We look forward to continuing to 

work with you to ensure that all of the funds deposited to Regions Bank from public entities in the State of 

Arkansas remain safe and secure. If you would like to discuss any of our comments, please contact me at 

501-371-7142. 

Very truly yours, 

J. Lynn Wright 

Arkansas Area President 

Attachment 

cc: Bill Holmes, President 

Arkansas Bankers Association 



SECJU~TARY CERTIFlCAT1~ 

I, PfUlleia R, Welch, a duly elected and qualified Assistant Secretary of Regions Bank, an 
Alabama state banking corporation, hereby certify as follows: 

1, That at a duly cOllvened meeting held on AprU27. 2011, at which a quorum was present, 
the Board of Directors adopted the following resolutions and the same arc in full force 
and effect on the date hereof: 

"WHEREAS, Regions Bank ("Bank") serves as depository fot' numerous state and local 
governmental entities and other public bodies in the states in which the Bank maintains branches; 

WHEREAS, the laws of various states require that deposit of public bodies be secured by 
adequate collateral to the extent such deposits exceed applicable FDIC insurance limits; 

WHEREAS, the Bank desires to secure the funds deposited by public bodies with the 
Bank by granting to each stich public body depositor a security interest in collateral acceptable to 
such public body and in cOImcction therewith to enter into appropriate security ag.'eements, 
custodial agreements, other I~elated agreements; and 

WHEREAS, the Board of Directors of the Bank desires 10 ratify and confirm all existing 
and prospective pledges of collateral to publie bodies to secure their deposits and the agreements 
implemerlling the same; 

NOW THEREFORE, BE rr RESOLVED, by the Board of Directors of Regions Bank, 
that the appropriate on-kers of the Bank holding the office of Vice President or above are hereby 
authorized, empowered and directed, on behalf of the Bank, in their discretion and acting within 
the scope of their authority, to accept deposits from any governmental body, agency, subdivision, 
or instt1lmentality, and jf contemplated or req\lired by any lavv or regulation of the applicable 
state, to pledge satisfactory collateral to secure the Bank's liability for such deposits, and to enter 
into and execute and deliver any and all documents required by any s~lch depositor to fulfill the 
purpose of this resolution, and to take all such other actions to fldtiH (he Bank's obligations with 
respect to such deposits as such oHiccrs shatt, in their sole discretion. deem necessary or 
desirable; 

BE IT FURTHER RESOLVED, that the Board hereby adopts, approves, ratifies, and 
confirms any and all pledges, secnl'ity agreements, cllstodian agreements, and related documents 
that the appropriate officers ofthe Bank holding the office of Vice President or above. acting 
within the scope of their authority, may execute and deliver under the authority of the foregoing 
resolution; 

BE rr FURTHER RESOLVED, that the Board hereby adopts, approves, ratifies, and 
confirms any and all pledges, security agreements, custodian agreements, and related documents 
t1mt the appropriate officers of the Bank, acting within their authority, have executed and 
delivered on behalfofthe Bank to secure deposit accounts at the Bank established and 



maintained by any governmental body, agency, subdivision, or instrumentality as contemplated 
01' required by any law or regulation of any state; 

BE IT FURTHER RESOLVED, that the Board hereby adopts and incorporates by 
reference any form of specific resolution not inconsistent with these resolutions to calTY out the 
purpose and intent of these resolutions, including forms of resolutions that may be required by 
any such depositor; such fonns of resolutions shall be effective in their entirety as if fully stated 
herein; and the Secretary and any Assistant Secretary are authorized and directed to incorporate 
into and maintain such forms of resolutions in the minutes of the Board of Directors of the Bank, 
and to execute and deliver certified copies of these resolutions and any additional forms of 
resolutions adopted and incorporated by reference hereby; and 

BE IT FURTHER RESOLVED, that these resolutions and any additional fonus of 
resolutions adopted and incorporated by reference hereby shall be included in the minutes of the 
Board of Directors of the Bank, and such resolutions and all agreements that are subject to the 
resolutions shall constitute official records of the Bank in accordance with Section 1823(e) of the 
Federal Deposit Insurance Act, as amended." 

2. I fU11her certify that the following individual is qualified to act as an officer of Regions 
Bank, with officer title as specified below: 

Stan Williams Vice President 

IN WITNESS WHEREOF, have set my hand and affixed the seal of Regions Bank, an 
Alabama banking corporation, on this the lSI day of March, 2012. 

Q"C~.,,-. 
Pamela R. Welch 
Assistant Secretary 



John Theis 

From: 
Sent: 
To: 
Subject: 

Jim Franks Ufranks@bankers~bank.coml 
Tuesday. March 06,20128:03 AM 
John Theis 
Comment for revised proposed cash funds collateral rule 

John - Just a heads up that I mailed to you yesterday a comment on the revised proposed collateral rule for cash funds. 
It only addressed two points and they both apply to the draft version of the Custodian Services Agreement (CSA). 

Point 1 was to eliminate to appearance of a conflict in what the rule says (which we believe is correct) and what the CSA 
says. The issue is the when it is permissible to allow for substitution of pledged collateral without the required consent 
of the public depositor. I think everyone would want the rule and CSA to be consistent. 

Point 2 is a request to add a paragraph that is contained in the current (SA that the Treasurers Office uses. It deals with 
the duties, responsibilities and liabilities of the Custodian (such as FNBB). I make reference that this is standard 
language and even site other states that use the identical or similar language. 

Since I got longwinded again in what I mailed you yesterday, I thought I would summarize my two points to hopefully 
make things easier for you. 

Trust all is well. And again, thanks so much for your leadership on this very important issue for bankers. 

Have a great day. 

Jm1 
£xeclJ/ive Vice F'resiCfent 
First National Bankers Bank 
Arkansas Region 

CONFIDENTIALITY NOTICE: This message (end any associated fifes) is in/ended only for the use of the indIVidual Of entity to whiCh it is addressed 
,mel may contain information tflat is confidential. subject to copyfigM or ct)flslitules a tred", secret If you are not tile intended recipient yOt! ere hereby 
notified that any dissemiflation. copying or distribution of tllis mesBage. or files a:s..<;ociated witfl tIlis message. is strictly pro/Jiblled. If you haVffi received 
11115 message in ermr. please notify us immijdlaleiy by replyint] 10 the meBsagf! and deleHllg it from your computer. MessageB sent to and from (IS may 
I/e monilored. We do not accept responsibility for any errors or omissions that ate present in lIlis message, or any attacllmen!, that have arisen as a 
leBull of e·maillransmission If verificatiolllS required, please mques/allara-copy vorsion. Any views or opmions presell(ed are solely ttlose of tile 
author alld do Ilot necessnrily represent tllose of the company 



325 West Capitol Avenue. Suite 300 . Little Rock. AR 72201 . www.BANKERS·BANK.com 

March 5, 2012 

John H. Theis, Assistant Commissioner of Revenue 
DFA Revenue Division 
Ledbetter Building Room 2440 
P. O. Box 1272 
Little Rock, Arkansas 72203-1272 

OFFICE 

(501) 371·0535 

RE: Management of Cash Funds Proposed Rule; Rule 2012-A 

Dear Mr. Theis: 

TOlGFREE FAX 

1-800-737-0535 (501) 375-2281 

'@lI~ 
FEB 6 2012 

ASSISTANT ~VENUt cow.tSSIOHER 
POUCY & LEGAL 

First National Bankers Bank, Arkansas Region 1 (FNBB) is pleased to have the 
opportunity to present these additional written comments as to the State Finance 
Board's proposed amended Management for Cash Funds rule, now proposed Rule 
2012-A. 

As you are aware, FNBB is a specialty correspondent bank (a bankers' bank) with an 
office in Arkansas. We have over 100 Arkansas banks as customers, as well as several 
insurance companies that likewise use our bank's safekeeping and pledging services. 
We thus believe we are especially suited to make our comments and observations as to 
the proposed rule regarding the appropriate safekeeping of those securities and the 
collateralization of public deposits, and it is in this limited area that we make these 
additional comments 

We believe that FNBB, Arkansas Region, and its predecessor Arkansas Bankers' Bank, 
is the largest safekeeping custodian in Arkansas. Currently FNBB, Arkansas Region, 
has over 135 safekeeping customers, specifically including the State Treasurer's office, 
with securities valued at over $8 billion. It is common that for each safekeeping 
customer, there are many pledgee public depositors. A bank who has public deposits 
that reqyire collateralization may well have several area school districts, counties, cities 
and municipalities, public housing authorities, water districts, as well as the State 
Treasurer's office. We recognize that while this proposed rule covers only cash 
deposits, it will most likely serve as a starting place for public deposits and State 
treasury deposits. FNBB welcomes this goal of consistency across the various types of 

I First National Bankers Bank (FNBB), with headquarters in Baton Rouge, Louisiana, is a $1 billion 
specialty correspondent bank having as customers primarily only other banks. Many of these customer 
banks are also stockholders of FNBB's parent holding company. FNBB's Arkansas office is the former 
Arkansas Bankers' Bank (ABB). ABB was chartered as an Arkansas state chartered bank in 1990. It 
became a part of the FNBB family as a wholly owned subsidiary of FNBB's parent holding company. 
Subsequently, ABB (along with three other state specific bankers' banks) were merged into FNBB. While 
the former ABB no longer exists as a separate entity, the office and staff continue as before the merger 
and consolidation so that there is a considerable physical presence in the State of Arkansas. There are 
over 100 Arkansas banks that are customers of FNBB, Arkansas Region. Almost 70 are stockholders of 
FNBB's parent holding company. 



public funds. Our bank has the requisite specialized personnel, software and technical 
expertise to manage such a safekeeping and pledging operation. FNBB. Arkansas 
Region and its predecessor Arkansas Bankers' Bank, has been safekeeping the 
securities of Arkansas banks and accepting the pledges for their public depositor 
customers for over twenty (20) years. We value the trust that both our customer banks 
and the public bodies of Arkansas have placed in us. 

FNBB's comments provided herein are totally applicable only to the suggested forms to 
be used by the various parties, specifically the Custodial Services Agreement, which is 
Exhibit C in the revised proposed rule. We belieVe that the tenor of the revised 
proposed rule that was modified by your staff and subsequently approved by the State 
Board of Finance for additional public comment in January 2012 is appropriate and we 
offer no further suggestions. We attempt by these comments to bring to your attention 
applicable practices in the industry that need to be considered for the suggested forms 
attached to the revised proposed rule. 

Before I make our specific comments. I would be remiss if I did not express FNBB's 
sincerest thanks to you and your staff for the yeoman's work done on the revision of the 
original proposed rule. Thank you again. This is a classic example of the public and 
private sectors working hand-in-hand to benefit the citizens of Arkansas. 

The general tenor of FNBB's comments is to first and foremost reasonably protect the 
public's deposits in banks doing business in Arkansas and eligible for these depOSits. 
Additionally, those custodians like FNBB that are in the business of safekeeping our 
customers' securities and complying with their directives in the pledging of their 
securities to secure those public depOSits have invested considerable in personnel, 
training, equipment and software. There must be a balance between the protection of 
these depOSits and the operational requirements and efficiencies of the pledging bank, 
the public depositor and the safekeeping custodian. 

There are two areas FNBB would like to address. They are; 1) substitution of collateral; 
and 2) the duties, responsibilities and rights of the custodian, and the consequences if 
there is a failure to adhere to these. 

A. Substitution of pledged collateral. 

There were certain issues, ambiguities and contradictions in the original proposed rule 
conceming the pledging bank's right to substitute collateral. We believe these have 
been appropriately addressed in the revised proposed rule which specifically allows for 
substitution of collateral under certain conditions without the need for any authorization 
of the public depOSitor. We are not sure that the similar issues have been addressed in 
the Exhibits, and are thus, contradictory. We believe it best to clear up any 
contradictions between the revised proposed rule and the Exhibits made a part of the 
rule. 

Generally. pledging banks must be given operational latitude in unilaterally substituting 
securities being used as collateral in such cases where the collateral is being called, 
has matured. etc. There should be a set of guidelines and procedures as to how this 



can happen so that while the bank is provided the operational latitude, the public 
depositor continues to be protected. The revised proposed rule, we believe, does this. 
However, any requirement that necessitates the written or verbal consent of the public 
depositor for a bank to substitute collateral under the strict substitution rules is 
operationally cumbersome, unnecessary and inefficient, and only adds to the cost of the 
system. 

Specifically, paragraph number eight (8) states: 

The Custodian will not release or transfer to the Bank any securities constituting 
the Collateral without prior written tnstructl~ns from the Public Depositor, except 
that the Custodian may elect to release or transfer to the Bank securities 
constituting the Collateral upon receipt of verbal instructions from the Public 
Depositor, if: (I) the verbal instructions are electronically recorded and the 
Custodian has obtained independent and separate confirmation of the verbal 
instructions from an authorized officer of the Public Depositor; (ii) the Custodian 
provides immediate written confirmation of the verbal instructions to the Public 
Depositor; and (iii) the Public Depositor provides immediate written confirmation 
of the verbal instructions to the Custodian. The Public Depositor and the 
Custodian agree that in the case of any conflict between written and verbal 
instructions, the written instructions will be binding. (Emphasis mine.) 

There is an "exception" aspect to the written instructions requirement above, but it is 
operationally burdensome and thus practically unworkable without added expense that 
will ultimately be borne by the public depositor. 

It is also noted that paragraph number eight (8) in the proposed Custodial Services 
Agreement has a parenthetically added "Note:" that suggest the parties should agree to 
a substitution process, and make the appropriate changes to the referenced paragraph. 
The "Note:" states: 

(Note: The parties should agree to the substitution procedure to be followed and 
prescribe those procedures in this paragraph, making changes as appropriate) 

We believe that what will practically happen is that the pledgor and public depOSitor will 
not discuss this aspect of the Agreement, make no changes to the Agreement, and this 
will lead to operational issues for all concerned. We believe it advisable, "and more 
efficient to modify paragraph number eight (8) so that it contains the requisite language 
that allows for substitution that is consistent with the revised proposed rule. FNBB 
would offer the following as a new paragraph number eight (8) (added language 
highlighted), to wit: 

Other than for the substitution of secu~tles constituting the Collateral. the 
Custodian will not release or transfer to the Bank any securities constituting the 
Collateral without prior written instructions from the Public DepOSitor, except that 
the Custodian may elect to release or transfer to the Bank securities constituting 



the Collateral upon receipt of verbal instructions from the Public Depositor, if: (i) 
the verbal instructions are electronically recorded and the Custodian has 
obtained independent and separate confirmation of the verbal instructions from 
an authorized officer of the Public Depositor; (ii) the Custodian provides 
immediate written confirmation of the verbal instructions to the Public Depositor; 
and (iii) the Public Depositor provides immediate written confirmation of the 
verbal instructions to the Custodian. The Public Depositor and the Custodian 
agree that in the case of any conflict between written and verbal instructions, the 
written instructions will be binding. 

In cases of authorized substitution of sec rities constlMlng the Collateral, the 
Custodian shall, on the first business day ollowlng receipt by the Custodian of 
prior written notice, allow the Bank to with raw any of the securities constituting 
the Collateral. If the Bank shall simulta eously deliver to the Custodian as 
additional Collateral securities of the sam type and having at least the same 
market value as the securities withdrawn. 

The new second paragraph is identical to language in the State Treasurer's Custodial 
Service Agreement (except for the first part of the sentence and the reference to "Bank" 
rather than "Institution)". From an actual operational aspect, this is exactly what 
happens. We believe this time-tested methodology is in the overall best interests for all 
parties and meets the requirements of the revised proposed rule. 

B. Custodial Services Agreement 

The attached Exhibit C, Custodian Services Agreement, makes major changes to the 
same agreement used by the State Treasurer's Office. While the revised proposed rule 
does not mandate the use of the rules suggested documents, it is easy to understand 
why most banks and their public depositor customers would choose to do so. As has 
already been stated in this comment letter, FNBB welcomes consistency. 

The agreement used by the State Treasurer has become the mainstay and generally 
accepted document for public deposits. FNBB's safekeeping department sees few 
agreements that are not essentially the documents provided by the Treasurer's Office. 
One omitted paragraph from the Exhibit Custodial Service Agreement that is part of the 
revised proposed rule, is as follows, and is included as part of the Treasurer's 
agreement. We believe that this paragraph is standard in nature and it, or one similar to 
it, should be included. The jest is that the duties and responsibilities of the Custodian 
are met so long as the Custodian acts in good faith, or in absence of bad faith. It further 
provides that if the Custodian gets in the middle of a disagreement between the bank 
and the public deposit, a "swearing match" so to speak, that the Custodian can avail 
itself of its common law rights by interpleading the funds into the registry of a court and 
then be relived of any further duty and liability. 

In the absence of bad faith on the part of the Custodian, the Custodian shall be 
permitted to rely upon the authenticity of, and the truth of the statements and the 
accuracy of the opinions expressed in, and will be protected in acting upon, any 
document believed by the Custodian to be genuine and to have been signed, 



affixed or presented by the proper party or parties. The Custodian shall not be 
liable with respect to any action taken or omitted to be taken by it in accordance 
with any instruction or request of the Depositor. In addition, the Custodian shall 
not be liable for any error of judgment made in good faith by an officer of this 
Custodian, unless it shall be proved that the Custodian was grossly negligent in 
ascertaining the pertinent facts. In the event the Custodian receives 
substantially contemporaneously contrary written instructions from the Depositor 
and the Institution, then the Custodian may, at its election and without liability 
to either the Depositor or the Institution, interplead the securities constituting 
the Collateral in a court of competent jurisdiction, and the Depositor's and the 
Institution's sole recourse shall be against each other and the securities 
constituting the Collateral so interpled. 

Several states that have similar language in their approved agreements: 

Iowa - http://www.treasurer.state.ia.us/pledging/MasterCustodiaIAgreement.pdf 
Nevada - https://nevadatreasurer.gov/documentslpooled/Form-CustAgree.pdf 
FHLB - https://www.fhlb.com/productsldata/SKSG1209.pdf 
Oklahoma - http://www.ok.gov/treasurer/documents/OST%202001-2.pdf 
New York - http://www.osc.state.ny.usllocatQov/model.pdf 

I again thank you for the opportunity to comment on your revised proposed rule. If you 
need clarification on any point made herein, please do not hesitate to let me know. 

22.~3:;~L 
Jim Franks 
Executive Vice President 



John Theis 

From: 
Sent: 
To: 
Cc: 
Subject: 
Attachments: 

Importance: 

Mr. Theis, 

Grace Hobbs [Grace.Hobbs@simmonsfirst.com] 
Wednesday, March 14, 201212:34 PM 
John Theis 
InvArchive 
Follow up comments on Rule 2012·A 
DOC.PDF 

High 

Thank you for the opportunity to submit our follow up comments to the issues raised at the public hearing. We hope 
they will be considered when rule 2012·A is being finalized. Should you have any questions, please do not hesitate to 

contact us. 

Best regards, 

Grace Hobbs 
Vice President 
Simmons First Investment Group, Inc. 
501-223-4350 or 800·762·3416 .............................................................................................................. 
Simmons First Investment Group, Inc. Is a member of the FINRA and SIPC. It Is a wholly owned subsidiary of Simmons First Nationa' Bank, 
an MSRB registered bank broker/dea'er. 
WE DO NOT ACCEPT ORDERS ANDIOR INSTRUCTIONS REGARDING YOUR ACCOUNT BY E·MAIL. Transactional details do not supercede 
normal trade confirmations or statements. The information contained in this transmission is privileged and confidential. It is intended for the use of the 
individual or entity named above. The Information contained herein is based on sources we believe reliable but is not considered all·inclusive. Opinions 
contained within are subject to change without notice. Offerings are subject to prior sale Md/or change in price. This report is for information purposes 
only and is not intended as an offer or solicitation with respect to the purchase or sale of any securities. Prices, quotes, rates and yields are subject to 
change without notice. Investments are NOT FDIC INSURED, NOT BANK GUARANTEED and MAY LOSE VALUE. Simmons First reserves the right 
to monitor all electronic correspondence. 
WARNING: All email sent to or from thiS address will be received or otherwise recorded by the SFIG corporate email system and IS subject to archival 
monttonng or review by. andlor disclosure to. someone other than the recipient 

NOTICE: 
The information contained in this message. including attachments. may contain confidential and/or privileged information that is 
intended solely for the individual or entity to which it is addressed. If you are not the intended recipient. or the person responsible for 
delivering this message to the intended recipient, Simmons First strictly prohibits any review. disclosure. conversion to hard copy. 
dissemination. reproduction or other use of any part of this communication. If you receive this message in error or without 
authorization. please notify the sender immediately by return e-mail and permanently delete the entire communication from any 
computer. disk drive. or other storage medium, Simmons First and its directors, officers, employees. affiliates. and agents do not 
accept liability for any errors or omissions in the contents of the message. 
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SIMMONS FIRST NATIONAL BANK 
INVESTMENT GROUP - LITTLE ROCK OFFICE 

March 12,2012 

John Theis 
Arkansas DF A 
Transmitted via Email 

Re: Arkansas State Agency collateral requirements-Public Hearing Follow-up 

Mr. Theis; 

Simmons First wants to thank you for the opportunity to expand on some of the issues 
raised at the March 8th

• 2012 public hearing. 

The first deals with holding securities at a broker dealer. Simmons First National Bank 
currently utilizes Morgan Keegan as its safekeeping agent. Securities sent to Morgan 
Keegan are delivered to Bank of New York. which is Morgan Keegan's clearing agent. 
Therefore. although our securities are "safe kept" at Morgan Keegan. they are in the 
possession of a commercial bank's trust division. We would like to receive a clear 
indication that security broker/dealer firms are acceptable custodian to hold pledged 
securities. 

The second issue concerns wording in the proposal "trust division of a commercial bank". 
For example, Simmons First National Bank's safekeeping department is operationally 
under the Investment Division. Does this disqualify them from being a "qualified 
custodian" to hold pledged securities for non-affiliated banks or financial institutions? 

Most of the commercial banks that provide security safekeeping for their downstream 
non-affiliated banks have such function handled by a designated department within their 
Investment Division. At Simmons First National Bank, all customers' securities are 
placed in a segregated account from the bank owned securities. Fed Book-Entry 
securities are held at Federal Reserve Bank and DTC Book-Entry securities are held at 
Northern Trust Company. The Safekeeping Department safeguards our customer's assets 
and handles their pledging securities in the same fiduciary manner as any trust division 
does. Our current practice meets all the requirements specified for a custodian in the 
proposed Depository Collateral Agreement and has been acceptable to the Arkansas State 
Treasurer. 

To eliminate unnecessary changes to the general practice of holding pledged securities. 
we recommend that the proposed rule be modified to read as "a safekeeping department 

Pavilion Centre - 8315 Cantrell Road, Suite 200. P. O. Box 25008· Little Rock, AR 72221·5008· 5011223-4301 



of a commercial bank, or a trust company specialized in holding, accounting and 
handling such investment securities." 

Thank you again for taking into consideration of our comments. If you have any 
questions, please do not hesitate to contact us directly. 

Sincerely, 

Simmons First 
Investment Banking Group 



Wendy Spadoni 

From: 
Sent: 
To: 

John Theis 
Friday, March 09, 20123:18 PM 
Wendy Spadoni 

Subject: FW: State Board of Finance rules 

Please print this out in color when you have a moment. Thanks. 
John 

From: John Theis 
Sent: Friday, March 09,20123:17 PM 
To: 'Miller, Matthew B.' 
Cc: Paul Louthiani Gerald Plafcan; Mike Wehrle; 'Brent Taylor' 
Subject: FW: State Board of Finance rules 

Matthew, 
My responses to your questions are provided below. Please contact me if you have additional questions. 

John 

From: Miller, Matthew B. [mallto:millerm@blr.arkansas.gov] 
Sent: Thursday, March 08, 2012 9:21 AM 
To: John Theis 
Subject: State Board of Finance rules 

John, I had a chance to review the State Board of Finance rules filed with the Legislative Council and had the following 
questions: 

(1) The rule provides that the Treasurer of the State of Arkansas and OF A shall act on behalf of the board to administer 
the rule. Is there a formal statutory requirement for these agencies to act for the board? Then: is no statutory 
requirement that OF A and the Treasurer to pertixl11 these functions. The Board of Finance is composed (If thl: 
Governor. State Treasurer. State Auditor. Bank ('ommissioller. and DFA Dirl:ctor. Of these hoard memhers. 
the Treasurer and OF A Direchll' have ongoing relationships and interactions with the various state agencies that 
make those agencies the logical oftices to assist the Board of Finan<.:e in carrying out these rules. 

(2) Section A. - Just to verify, the selection of a bank or financial institution is not a procurement, correct? The bids 
required by this section are not part of a formal procurement process? The sdcctiol1 of a bank is not a procurement 
subjt~d to the competitive bidding prorl'ss in Ark. Cod!:, l(j-ll-:.WH. 'I'h<ll provision applies to l'Ontracts for lIlt' pun:hast· of 
commodities or servires. Placing funds Oil deposit with a bank or financial institution is not a "purchase" becallsl> no 
money is being spellt b~' the state. Instt·ud. tlw funds art' placed with the bank or financial institution with the expectation 
that the state will continue to haw t'wry dollal' of the dt'jlositt'd funds available for Use and will. in fact, receiw interest 
paVlllt'l1ts from the bank or financial institution based on tht' amount depositl·d. 

(3) Section C. - Is the "State of Arkansas Financial Management Guide" a rule that has been promulgated in the past? 
'fhe Financial Management Guide has not heen promulgated as a rule based 011 the definition of "Rule" in Ark. 
Code 25-15-202(X)(B). Thai prO\'isioll exdudl.!s ti'OI11 the dctil\itiol111r"Rulc" "Statellll.!nts cOlH.:eming the 
intl.!rnal management of an agl.!lll:y and which do not atlcct the prh'utl.! rights or procedures available to the 
puhlic", The Financial Mmmgement Guide is a set of working policies and procedures t()r State agencil.!s to 
ti:II\OW in the conduct ofthcir daily tinancial aftairs and docs not affect the rights ofthl.! puhlic or the proeedurl.!s 
I(lr the puhlic in dealing with state gO\ ernment. As such. the Financial Management Guide tails outside the 
definition of a !"Uk. 
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(4) I compared the rule's requirements for a "depository collater~ agreement" to the sample attached to the rule. I may 
have missed it, but I wasn't sure the sample contained the following prescribed requirements: the collateralization ratio 
applicable to the pledged collateral (#4) This jH'o\'ision is mntaim·d in paragraph 1.1(a) of tilt' agrel'ment. Rathel' than 
restating till' l'ollateralization ratios in the agret-!llel1t. we simply referl'IlCt,d the rult' j'('quil't'lllt'nts; a provision that the 
agency should not deposit funds in excess of FDIC limits until the agency has received the collateral (part of #5) This b 
flol I't>all~' a proper term for the agrt~l'Illt'nt. Instead. it is un admonition to tilt' agl'IH.'~·, As such. it would prohahly make 
better sellse to move this to Sectioll E of tilt' rule; specifications for the release of collateral or a provision requiring the 
recalculation of the collateralization ratio upon the substitution or release of pledged collateral (#7) These provisions art' 
mnlained ill paragraphs 4.:{ and 404; and a provision that the agreement will be reviewed after a material change to the 
bank or financial institution (#9) This prm'isioll also provides direction to the agenl'~' and is not really intended to be a 
contract term. We will t'x<lmillt' the mil' to "(-termine \\'lw1'(' this pJ'()visiol1s might more appropriately fit. 

(5) Similarly, I looked at the custodial services agreement and wasn't sure the following were included: a waiver of the 
custodian's right to a security interest (#2) This provision is t'ontaitwd in para~raph 12; a requirement that copies of all 
statements and confirmations be sent simultaneously to the bank and the agency (#6) This provision is contained in 
paragraph 9: however. it may ht' 1H'('t'ssary to rewrite this provisioll to address the "simultalleously" reqllin'l11elll; a 
requirement that the custodian notify the agency if another person claims an interest in the property and substitute 
unencumbered collateral (#7) This b COlltuilwd ill paragraph 14, It may he appropriate to add language to address the 
"substitution of unenctllllhen-d ('ollatera'" requirement; and a requirement that termination notification be made "within 
a reasonable period oftime" (#8) This langlHlgt> is in paragraph 2:l: hllWt'WI'. a specific JO day period was used rather than 
lilt' less specific "within a reasonahlt· tinlt' period" l'eqllirl'lllent. 

The sample documents may well include all these provisions and I either missed them or didn't interpret them properly, 
but I wanted to bring them to your attention just to make sure there wasn't an oversight. 

I plan to come over for the hearing today. If you have any questions, please give me a call. 

Matthew B. Miller 
Administrator, Administrative Rules Review 
Bureau of Legislative Research 
One Capitol Mall, 5th Floor 
Little Rock, AR 72201 
501-537-9122 (Direct) 
501-682-1937 (Main) 
501-683-1140 (Fax) 
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f SIMMONS FIRST NATIONAL CORPORATION 

January 27,2012 

John H. Theis, OF A Revenue Division 
Ledbetter Building Room 2440 
P.O. Box 1272 
Little Rock, AR 72203-1272 

Re: RULE 2011-1 Management of Cash Funds 

Mr. Theis; 

r@l\~ 
JAN 31 lOlZ 

ASSISTANT RtvtNUt \iUMMlSSlONER 
poucy & LEGAl. 

In July of 2011, you presented an opportunity for Simmons First and other Arkansas 
banks to comment on Rule 2011-1 Management ofeash Funds. 

I recently had a conversation with the Arkansas Bankers Association regarding the status 
of the proposed Rule 2011-1 Management of Cash Funds. Based upon this conversation, 
it is my understanding that OF A agreed to numerous changes to the proposal as a result 
of comments from Arkansas banks and we sincerely appreciate DFA's consideration and 
cooperation on these matters. It was also my understanding that OF A had detennined not 
to change the proposed Rule 2011-1 Section E, Paragraph 5 - Custodial 
Services/Safekeeping of Pledged Collateral. This particular section will admittedly 
impact a small number of Arkansas banks. However, the eight community banks that 
comprise Simmons First National Corporation will be impacted. Simmons First National 
Bank presently serves as custodian for the corporation's other seven affiliate banks. As 
described in our original comment letter dated July 25, 2011 (a copy is attached for your 
convenient reference), as regulated financial institutions, there are safeguards in place to 
protect the interest of public funds depositors. 

The purpose of this correspondence is to simply ask your office to please consider the 
checks and balances already in existence for regulated financial institution and consider 
amending the proposed rule as it pertains to "affiliates" providing custodial services for 
pledged collateral. 

Thank you for this opportunity to comment. 

Sincerely, 

EVP 
Simmons First National Corporation 

P. o. BOX 7009 501 MAIN SIHEEI PINE BLUFF. AR 71611-7009 [870) 541-1000 www.simmonsfirst.com 



SIMMONS FIRST NATIONAL CORPORATION 

July 25, 2011 

John H. Theis, DF A Revenue Division 
Ledbetter Building Room 2440 
P.O. Box 1272 
Little Rock, AR 72203-1272 

Re: RULE 2011-1 Management of Cash Funds 

Mr. Theis; 

Thank you for the opportunity to comment on the recent proposal concerning the 
management of cash funds held at Arkansas Banks. 

Simmons First has two main concerns with the rule as recently modified. These 
concerns are as follows: 

1. Section E Paragraph 2 - Composition ofpJedged collateral: 

As written, the rule limits the ability of most banks to utilize significant portions 
of their investment portfolios as collateral for public monies. With regard to 
Agency securities, most banks' investment portfolios consist of securities issued 
by the government sponsored enterprises (GSE) including FHLB, FNMA, FFCB, 
FHLMC and Farmer Mac that are not backed by the full faith and credit of the 
U.S. Government therefore would be limited in their use by the 130% over 
collateralization requirement imposed per Paragraph 3 of Section E. 

The same decrease in utilization is also true for Arkansas Municipal Securities 
due to their 120% over collateralization requirement. An additional unintended 
consequence could be the possible negative impact on the overall market for 
Arkansas municipals. 

By constricting the ability of a bank to use all of their securities as collateral for 
state funds, the result will be increased operational costs on the part of banks, and 
the effect will be lower yields on these state funds. Furthennore, these increased 

P. D. BOX 7009 501 MAIN STRFFT PlNI= RI 1 11+ AD 71'::: 1 1 7nnn ro-,n, c: A.. .. ......... 



Mr. Theis 
July 25,2011 
Page 2 

costs and requirements could reduce some bank's willingness to bid on public 
funds since these additional expenses will likely exceed the 25 BP yield reduction 
stipulated in Section A. 

In summary, the proposed changes in collateral requirements will adversely 
impact a community bank's percentage of collateral available for public fund 
pledging resulting in decreased demand for public fund deposits. 

2. Section E paragraph 5 - Custodial Services/Safekeeping of pledged collateral: 

Although well intentioned, the requirement that pledged securities be held at a 
nonaffiliated custodian will increase operational costs at some larger institutions, 
while providing little if any additional safety. We see little risk in having a 
custodian regulated by a federal entity, regardless of whether it is affiliated or not. 

When pledged securities are held by a safekeeping bank, affiliated or not, the 
assets are either held in a segregated account at a Federal Reserve Bank (FED 
Book-Entry securities) or in an upstream custodian (DTC eligible securities) of 
the said safekeeping bank. The safekeeping bank does not own the securities held 
in such accounts and will safeguard the pledged assets in according to the terms of 
the Custodial Service Agreement. Such practices have proven satisfactory in the 
past and we are unaware of any instances when public fund depositors have been 
compromised by the use of a third party custodian affiliated with a financial 
institution. 

The subject Custodial Services/Safekeeping proposal is specifically an increased 
operational burden for multi-bank holding companies such as Simmons First 
National Corporation. Simmons First National Bank currently serves as custodian 
for collateral pledged by the holding company's other seven affiliate banks. The 
proposed changes will add real costs for our eight Arkansas based banks and 
would influence future decisions regarding the bidding for public funds. 

Again, I want to thank you for the opportunity to comment on this revised regulation. 

Sincerely. 

1. Thomas May 

JTM/rks 



John Theis 

From: 
Sent: 
To: 

Hilary.McSkimmings@regions.com 
Monday, March 19,201210:44 AM 
John Theis 

Attachments: Arkansas Custodial Services Agreement EMM Comments. DOC; Arkansas Custodial Services 
Agreement EMM Comments Comparison.DOC 

Good morning John, 

To follow up on our visit and correspondence of earlier this month I have attached the following. The attachment is the 
marked up comments and recommendations drafted by the Bank of New York Mellon's legal team. As you recall Bank of 
New York Mellon is one of the primary third party custodial agents in the industry. Regions Bank utilizes BONYM for its 
Public Funds custodial support. 

Please review and consider as you continue to revise the Rule 2011-1 language. 

Do not hesitate to contact me if I can be of assistance. 

Respectfully 
William J. Jeffs 
Senior Vice President 
Public, Institutional, and Nonprofit Banking 
Regions Bank 
400 West Capitol 
Little Rock, Arkansas 72201 
501.371.7283 
William.Jeffs@Regions.com 
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CUSTODIAL SERVICES AGREEMENT 

This Custodial Services Agreement ("Agreement") is entered into this _ day of ____ _ 
20_ by and between _______________________ ---' 

("Public Depositor"), with its principal office at ______________ _ 
___________________________________ and 

_____________________ -", ("BanR'), with its principal office at 
______________________________________ ~,and 

____________________________________ ("Custodian") with its principal office at 

WITNESSETH: 

WHEREAS, the Public Depositor has agreed to deposit funds with the Bank pursuant to 
the terms and provisions of the Depository Collateral Agreement ("Collateral Agreement') by 
and between the Public Depositor and the Bank dated as of , 20 ___ ; 

WHEREAS, pursuant to the terms and provisions of the Collateral Agreement, the Bank 
has agreed to assign, transfer, pledge and convey to the Public Depositor a security interest in 
certain eligible securities owned by the Bank (the "Collatera"); and 

WHEREAS, in order to perfect the Public Depositor's security interest in the Collateral, 
Public Depositor and Bank wish to appoint the Custodian, as agent for the Public Depositor, to 
take possession of and hold in custody solely for the benefit of the Public Depositor Collateral 
pledged to the Public Depositor by the Bank pursuant to the Collateral Agreement with the terms 
set forth below. 

NOW THEREFORE, in consideration of the mutual covenants and premises herein 
contained, the parties do hereby, agree as follows: 

1. The Custodian hereby accepts employment as the Public Depositor's Custodian and 
depositary pursuant to the terms of this Agreement. 

2. The Custodian shall accept and retain as Custodian solely for the benefit of the Public 
Depositor all securities tendered by the Bank as Collateral for its obligations under the 
Collateral Agreement. To perfect the security interest of the Public Depositor in the 
Collateral, the Bank shall place the Collateral in a joint custody account with the 
Custodian. 
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3. Upon receipt of Collateral for the Bank for the benefit of the Public Depositor, the 

Custodian shall: (i) immediately notify the Public Depositor, by telephone or otherwise, 
of the Collateral pledged; and (ii) issue a simultaneous written receipt to the Bank and 
Public Depositor evidencing that the Bank has pledged and Custodian has received the 
Collateral. The Custodian should forward any letter of credit, surety bonds, or a private 
deposit insurance instrument pledged to secure the deposits of the Public Depositor to the 
Public Depositor. 

4. The Custodian shall identify on its books and records as being pledged to the Public 
Depositor specific securities or a quantity of specific securities received by it for, or for 

the account of, the Public Depositor. Custodian agrees to hold the Collateral under joint 

safekeeping receipts and apply the same, or any substitutions therefore, or additions 

thereto, for the purposes set forth in the Collateral Agreement, upon the terms contained 
herein. The Custodian's records shall at all times show Public Depositor's security 
interest in the Collateral. The Custodian shall have no power or authority to transfer, 
assign, hypothecate, pledge or otherwise dispose of any such securities, except pursuant 
to instructions from the Public Depositor and pursuant to the terms of this Agreement. 

5. This Agreement vests "control" of the Collateral in the Public Depositor as required 

under the Arkansas Uniform Commercial Code. From and after the date of this 

Agreement, the Custodian will comply with all notifications and instructions it receives 
directing it to transfer or redeem the Collateral originated by the Public Depositor without 
further consent of the Bank. The Custodian agrees not to take any act that would permit a 
person other than the Public Depositor to have "control" of the Collateral as that term is 

defined in the Arkansas Uniform Commercial Code. 

6. It is intended that the Custodian act as a "securities intermediary" as such term is defined 
in the Arkansas Uniform Commercial Code with respect to the Collateral. In addition, 

the parties intend that the Collateral be treated as "financial assets" and that the Public 

Depositor is an "entitlement holder" as such terms are defined under the Arkansas 

Uniform Commercial Code. 

7. Bank represents and warrants that it owns the Collateral free and clear of all liens, claims, 
security interests and encumbrances (except those granted herein and in the Collateral 
Agreement) and, subject to the terms hereof, hereby grants to Public Depositor a pledge 
and security interest in all of Bank's right, title, and interest in and to such Collateral, as 

security for Bank's obligations to Public Depositor pursuant to the Collateral Agreement. 
Bank represents and warrants that no financing statement covering all or any part of the 

Collateral is on file at any public office. 

8. Public Depositor hereby represents and warrants. which representations and 

warranties shall be deemed to be continuing. that: 
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k this Agreement has been legally and validly entered into. does not and will not 
violate any statute or regulation applicable to it and is enforceable against 
Public Depositor in accordance with its terms; 

iL. the appointment of Custodian has been duly authorized by Public Depositor 
and this Agreement was executed by an officer of Public Depositor duly 
authorized to do so; 

iii... it will not transfer. assign its interests in or the rights with respect to any 
Securities pledged pursuant to this Agreement. except as authorized pursuant 
to Section 3 of the Agreement; 

iY.. all acts. conditions and things required to exist. happen or to be performed on 
its part precedent to and in the execution and delivery of this Agreement exist 
or have happened or have been performed. 

9. &'-The Custodian will not release or transfer to the Bank: any securities constituting the 
Collateral without prior written instructions from the Public Depositor, except that the 
Custodian may elect to release or transfer to the Bank: securities constituting the 
Collateral upon receipt of verbal instructions from the Public Depositor, if: (i) the verbal 
instructions are electronically recorded and the Custodian has obtained independent and 
separate confirmation of the verbal instructions from an authorized officer of the Public 
Depositor; (ii) the Custodian provides immediate written confirmation of the verbal 
instructions to the Public Depositor; and (iii) the Public Depositor provides immediate 
written confirmation of the verbal instructions to the Custodian. The Public Depositor 
and the Custodian agree that in the case of any conflict between written and verbal 
instructions, the written instructions will be binding. 

(Note: The parties should agree to the substitution procedure to be followed and 
prescribe those procedures in this paragraph, making changes as appropriate) 

10. 9,-The Custodian agrees to provide to the Public Depositor, at no charge, and Bank: a 
periodic statement of holdings reflecting the securities pledged by the Bank: and the 
market value price valuation of the securities constituting the Collateral. The market 
value must be obtained from a securities pricing service, a primary dealer in securities, or 
a publication recognized as a reliable source of securities valuation. 

(Note: The parties should agree to the/;-equency and cost of the reports as well as 

hOl-i' market value is to be determined and prescribe those terms in this 

paragraph, making changes as appropriate.) 
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11. Public Depositor agrees that it shall promptly review all statements provided by 
Custodian and shall promptly advise Custodian by Oral or Written Instruction of 
any error. omission or inaccuracy in such statements. In the event that Custodian 
receives such a Written or Oral Instruction identifying a specific concern with 
respect to the Market Value or any other matter connected with the Account. 
Custodian shall undertake to correct any errors. failures or omissions. provided that 
Custodian determines in its sole discretion that such error. failure or omission 
actually occurred. Any such corrections shall be reflected on subsequent 
confirmation statements. 

12. Custodian assumes no responsibility to determine or monitor whether or not any 
such Securities or cash originally deposited hereunder or substitute or additional 
Securities or cash hereafter deposited are eligible for deposit under applicable law, 
rule or regulation or whether the Market Value of the Securities and/or cash thereof 
meets the requirements of anv law. rule or regulation applicable to the deposit 
hereunder. The determination of eligibility and whether the Market Value of the 
Securities and/or cash satisfies statutory or regulatory requirements will be the 
responsibility of Bank. Custodian shall be fully protected in relying on Written or 
Oral Instructions of either Bank or Public Depositor directing Custodian to release 
any of the Securities and/or cash to Bank. To the extent of any conflict in the 
instructions of Public Depositor and Bank. the instructions of Public Depositor shall 
control and Bank shall hold Custodian harmless for acting in accordance with 
Public Depositor's instructions. 

13. Bank and Public Depositor agree that Securities delivered to Custodian for deposit 
in the Account may be in the form of credits to the accounts of Custodian at the 
-S-ook Entry System or :a Depository or by delivery to Custodian of physical 
certificates in a form suitable for transfer or with an assignment in blank to Public 
Depositor or Custodian. Bank and Public Depositor hereby authorize Custodian on 
a continuous and ongoing basis to deposit in the Book Entry System and/or the 
Depositories all Securities that may be deposited therein and to utilize the Book 
Entry System and/or Depositories and the receipt and delivery of physical Securities 
or any combination thereof in connection with its performance hereunder. 
Securities credited to the Account and deposited in the Book Entry System or 
Depositories or other financial intermediaries will be represented in accounts of 
Custodian that include only assets held by Custodian for its customers. including 
but not limited to accounts in which Custodian acts in a fiduciary. agency or 
representative capacity. Securities that are not held in the Book Entry System. 
Depositories or through another financial intermediary will be held in Custodian's 
vault and physically segregated from securities and other non-cash property 
belonging to Custodian. 
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14. With respect to all Securities held in the Account. Custodian by itself. or through 
the use of the Book Entry System or the appropriate Depository. shall. unless 
otherwise instructed to the contrary by Bank: (i) collect all income and other 
payments reflecting interest and principal on the Securities in the Account and 
credit such amounts to the account of Bank; (m forward to Bank copies of all 
information or documents that it may receive from an issuer of Securities which. in 
the opinion of Custodian. is intended for the beneficial owner of the Securities 
including. without limitation all proxies and other authorizations properly executed 
and all proxy statements. notices and reports; (iii) execute. as Custodian. any 
certificates of ownership. affidavits. declarations or other certificates under any tax 
laws now or hereafter in effect in connection with the collection of bond and note 
coupons; (iv) hold directly. or through the Book Entry System or Depository. all 
rights issued with respect to any Securities beld by Custodian hereunder; and (v) 
upon receipt of Written Instructions from Bank. Custodian will exchange Securities 
held hereunder for other securities and/or cash in connection with (A) any 
conversion privilege. reorganization. recapitalization. redemption in kind. 
consolidation. tender offer or exchange offer. or (B) any exercise. subscription. 
purchase or other similar rights. 

15 . ..J..O..:-The Collateral cannot be re-pledged by the Custodian or Bank until it has been 
substituted and released as provided in the Collateral Agreement. 

16. -H-:-Collateral shall not be held in a margin account and no margin or other credit will be 
extended to the Bank with respect to the Collateral. 

17. +b-The Custodian subordinates in favor of Public Depositor any security interest, lien, or 
right to setoff it may have, now or in the future, against the Collateral. 

18. ~Custodian warrants and represents that it does not know of any claims to or interest in 
the Collateral except for those of the parties to this Agreement, and Custodian will not 
enter into any other control agreement with regard to the Collateral while this Agreement 
remains in effect. 

19. -l4.-Custodian warrants and represent that no third-party has a right to give an entitlement 
order regarding the Collateral and Custodian shall notify Public Depositor if another 
person claims a property interest in the Collateral. 

20. ~ustodian warrants and represents that it is not, and shall not be at any time, an 
"affiliate" of the Bank as that term is defined in Rule 2012-1. In the event the Custodian 
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becomes an affiliate of the Bank subsequent to the date of this Agreement, the Custodian 
shall immediately notify the Public Depositor. 

21. +&.-The Custodian is hereby authorized and directed to promptly distribute to the Bank 
any cash received by the Custodian as payment of accrued interest on any of the 
securities constituting the Collateral. 

22. Custodian shall not be liable for any loss or damage. including counsel fees. 
resulting from its action or omission to act or otherwise. except for any loss or 
damage arising out of its own negligence or willful misconduct. and shall have no 
obligation hereunder for anv loss or damage. including counsel fees. which are 
sustained or incurred by reason of any action or inaction by the Book EntrY System 
or any Depository. In no event shall Custodian be liable to Public Depositor. Bank 
or any third party for special. indirect or consequential damages. or lost profits or 
loss of business. arising in connection with this Agreement. Custodian may. with 
respect to questions of law. apply for and obtain the advice and opinion of counsel 
and shall be fully protected with respect to anything done or omitted by it in good 
faith and conformity with such advice or opinion. Public Depositor and Bank agree. 
jointly and severally. to indemnify Custodian and to hold it harmless against any 
and all costs. expenses. damages. liabilities or claims. including reasonable fees and 
expenses of counsel. which Custodian mav sustain or incur or which may be 
asserted against Custodian by reason of or as a result of any action taken or omitted 
bv Custodian in connection with operating under this Agreement. except those costs. 
expenses. damages. liabilities or claims arising out of the negligence or willful 
misconduct of Custodian or any of its employees or duly appointed agents. This 
indemnity shall be a continuing obligation of Public Depositor and Bank 
notwithstanding the termination of this Agre~ment. 

23. In performing hereunder. Custodian may enter into subcontracts. agreements and 
understandings with third parties (including subsidiaries of The Bank of New York 
Mellon Corporation). whenever and on such terms and conditions as it deems 
necessary or appropriate. No such subcontract. agreement or understanding shall 
discharge Custodian from its obligations hereunder. 

24. Custodian shall have no duties or responsibilities whatsoever except such duties and 
responsibilities as are specifically set forth in this Agreement and no covenant or 
obligation shall be implied against Custodian in connection with this Agreement. 
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25. ++.-The duties of the Custodian as provided in this Agreement shall continue in effect 

until the security interest has been terminated and the Public Depositor shall notify the 
Custodian of the termination in writing. 

26. Custodian is authorized to utilize any generally recognized pricing information 
service (including brokers and dealers of securities) in order to provide Market 
Values hereunder. and Bank and Public Depositor agree that Custodian shall not be 
liable for any loss. damage. expense. liability or claim (including attorneys' fees) 
incurred as a result of errors or omissions of any such pricing information service. 
broker or dealer. 

27 . .f..&.:-The Custodian acknowledges receipt ofa copy of the Collateral Agreement governing 
the terms and conditions under which the Bank will receive and maintain deposits of the 
Public Depositor and provide Collateral to secure such deposits. This Agreement is 
subject to the terms, conditions, and provisions of the Collateral Agreement (including 
exhibits), which Collateral Agreement is expressly incorporated herein by reference. 

28. -l-9-:-The Custodian and Bank agree that if, upon termination of this Agreement, the Public 
Depositor's deposit requires collateral as provided in the Collateral Agreement, the 
Collateral will be transferred to an account under the exclusive control of the Public 
Depositor. 

29. ~This Agreement shall further serve as a power of attorney, authorizing the Public 
Depositor to transfer or liquidate the Collateral in the event of a default, financial failure, 
or insolvency of the Bank. In the event of a default, failure or insolvency of the Bank, the 
Public Depositor shall be deemed to have vested full title to all securities pledged under 
this Agreement, and shall send a written demand to Custodian notifying Custodian of the 
nature of the Bank's default. After receipt from Public Depositor of a written demand, 
Custodian shall immediately deliver to Public Depositor the Collateral held hereunder, or 
such portion thereof as may be demanded, for the purpose of protecting Public Depositor 
against loss by reason of the default of Bank; and Custodian shall immediately disregard 
any further notice or instruction by or on behalf of Bank. Such demand shall state the 
dollar amount of the collected balance of Public Depositor's accounts with Bank as of the 
date of the demand and any costs or expenses for which Public Depositor is entitled to 
reimbursement, and the request that Custodian deliver to Public Depositor, for sale by 
Public Depositor, securities with a market value equal to or greater than such reported 
balance and costs and expenses. The Public Depositor is empowered to take possession of 
and transfer and or sell any and all securities. This power is in addition to other remedies 
which the Public Depositor may have under this Agreement and without prejudice to its 
rights to maintain any suit in any court for redress of injuries sustained by the Public 
Depositor under this Agreement. 
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If and when a receiver or conservator is appointed for Custodian under federal and/or 
state banking or similar law, or there is commenced by or against Custodian any 
liquidation or dissolution proceeding, Custodian shall as soon as practicable transfer the 
Collateral to such other custodian as is designated by Public Depositor upon receipt of 
written demand by Public Depositor. If the Collateral is delivered to the Bank, the Bank 
shall hold the Collateral in trust as trustee on behalf of Public Depositor and Bank shall, 
as soon as practicable transfer the Collateral to such other custodian as is designated by 
Public Depositor. 

30 . .&h-In the event the Bank shall (a) fail to pay the Public Depositor any funds which the 
Public Depositor has on deposit, (b) fail to pay and satisfy when due any check, draft, or 
voucher lawfully drawn against any deposit of the Public Depositor, (c) fail or suspend 
active operations, (d) become insolvent, or (e) fail to maintain adequate Collateral as 
required by this Agreement, the Bank shall be in default, the Public Depositor's deposits 
in such Bank shall become due and payable immediately, the Public Depositor shall have 
the right to unilaterally direct the Custodian to liquidate the Collateral held in the Custody 
Account and pay the proceeds thereof to the Public Depositor and to exercise any and all 
other security entitlements with respect to the Custody Account and the other Collateral, 
to withdraw the Collateral, or any part thereof, from the Custody Account and deliver 
such Collateral to the Public Depositor or to transfer the Collateral or any part thereof 
into the name of the Public Depositor or into the name of the Public Depositor's nominee, 
and ownership of the Collateral shall transfer to the Public Depositor. The Bank 
authorizes the release, withdrawal, and delivery of the Collateral to the Public Depositor 
upon default by the Bank, and authorizes the Custodian to rely without verification on the 
written statement of the Public Depositor as to the existence of a default and to comply 
with entitlement orders originated by the Public Depositor without further consent of that 
Bank. 

In the event of default, the Public Depositor shall also have the right to sell Collateral at 
any public or private sale at its option without advertising such sale, upon not less than 
three (3) days' notice to the Bank and the Custodian. In the event of such sale, the Public 
Depositor, after deducting all legal expenses and other costs, including reasonable 
attorney's fees, from the proceeds of such sale, shall apply the remainder on anyone or 
more of the liabilities of the Bank to the Public Depositor, including accrued interest, and 
shall return the surplus, if any, to the Bank, or its receiver or conservator. 

31. ~ The Bank shall pay, without reimbursement by the Public Depositor, all fees, 
expenses, and costs charged by the Custodian in connection with the safekeeping and 
maintenance of the Collateral in its performance under this Agreement. 
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32. ~ This Agreement may be tenninated thirty (30) days after receipt of written notice by 
Custodian or Public Depositor. The Bank cannot tenninate this Agreement. 

33 . .;M.;-This Agreement may be amended at any time by written Agreement between the 
Public Depositor and the Custodian, with prior written notice to the Banle 

34. ~ This Agreement shall be subject to and construed in accordance with the laws of the 
State of Arkansas. Bank. Public Depositor and Custodian hereby consent to the 
jurisdiction of a state or federal court situated in the State of Arkansas in 
connection with any dispute arising hereunder. Bank. Public Depositor and 
Custodian hereby irrevocably waive. to the fullest extent permitted by applicable 
law. any objection which it may now or hereafter have to the laying of venue of any 
such proceeding brought in such a court and any claim that such proceeding 
brought in such a court has been brought in an inconvenient forum. Bank. Public 
Depositor and Custodian each hereby irrevocably waives any and all rights to trial 
by jury in any legal proceeding arising out of or relating to this Agreement. 

35. To the extent that in any jurisdiction any partv may now or hereafter be entitled to 
claim, for itself or its assets. immunitv from suit. execution. attachment (before or 
after judgment) or other legal process. each partv irrevocably agrees not to claim. 
and it hereby waives. such immunity in connection with this Agreement. 

36. Custodian shall not be responsible or liable for any failure or delay in the 
performance of its obligations under this Agreement arising out of or caused. 
directly or indirectly. by circumstances beyond its reasonable control. including 
without limitation. acts of God. earthquakes. fires. floods. wars. civil or military 
disturbances. sabotage. epidemics. riots. loss or malfunctions of utilities. computer 
(hardware or software) or communications service. labor disputes. acts of civil or 
military authority. or governmental. judicial or regulatory action; provided 
however. that Custodian shall use its best efforts to resume normal performance as 
soon as practicable under the circumstances. 

37. ~ This Agreement may be simultaneously executed in two or more counterparts, each 
of which shall be deemed to be an original. 

38. ~Notices and other writings shall be delivered or mailed postage prepaid to the parties 
at the addresses set forth on the signature page hereof 

IN WITNESS WHEREOF, the parties hereto, have executed this Agreement as of the date 
indicated above. 



-DRAFT-

PUBLIC DEPOSITOR: Department of Finance and Administration 

Address for Notices: 

By: _______________________________ __ 

Signature: ______________ _ 

Title: ________________ _ 

BANK: 

Address for Notices: 

By: ________________________________ _ 

Signature: ______________ _ 

Title: ________________ _ 

CUSTODIAN: 

Address for Notices: 
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By: ____________________________ __ 

Signature: ________________ _ 

Title: ______________ _ 


