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Collateral Explained 
 
 
 
Index tracking with limited third party exposure 

In order to reduce the tracking error to the benchmark index, some 
ETF Securities’ products use a swap structure. To minimise credit 

exposure to swap counterparties products are backed by cash 
collateral or Eligible Collateral posted by the counterparty.  ETF 
Securities has agreed a set of criteria which apply to all its 
collateralised products and defines the assets that constitute Eligible 

Collateral, how those assets are valued and the process for ensuring 
swap counterparty exposure is collateralised on a daily basis. The 

Eligible Collateral requirements are consistent with the repo collateral 
requirements under UCITS guidelines. As a result ETF Securities’ 
products seek to minimise tracking error with limited credit exposure. 

 
 
Which issuers use a swap structure? 

 

Issuer Economic exposure Swap 
based Credit risk 

MSL, 
GBS, 
IML 

Precious & Industrial 
metals No 

No - all exposure physically 
backed (metal in vault or 
LME approved warehouse) 

CSL DJ-UBSSM commodity 
indices 

Yes 

Credit exposure against 
swap providers backed by 
collateral posted with and 
monitored by an independent 
custodian  (The Bank of New 
York Mellon) 

FXL MSFXSM indices 

ETFX Equity indices (UCITS 
Compliant) 

 
N.B: ETFS Oil Securities Limited is an uncollateralised swap based structure and so the holders have 
credit exposure to the swap counterparty, Shell Trading Switzerland A.G. 
 
 
Types of Collateralised Swap Structure 

There are two different types of collateralised swap structure used for 

ETF Securities’ products; however the key collateral characteristics are 
common across all such products. The two main structures are shown 

below:  
 

 
� ETFS Commodity Securities Limited (CSL) 

 

 
 
 

 
 
 
 
 
 
 
 
 

Under the CSL structure each swap provider posts Eligible Collateral to 
a pledge account in its name, held with and monitored by an 
independent collateral manager, the Bank of New York Mellon (BONY). 

Each swap provider must contact BONY prior to removing any Eligible 
Collateral from the account. Exposure to each swap provider is 

reconciled, marked to market daily, and backed by Eligible Collateral 
targeting at least 100% of this mark to market value. If the swap 

provider defaults on its obligations, the issuer (CSL) will take 
ownership of the Eligible Collateral and realise it (see Credit Event). 
 

 
 

 
 

 

 

 
� ETFS Foreign Exchange Limited (FXL)  

 

 

 
 
 

 

 
 

 

 
 

 

 
 

Under this structure the cash held by the issuer (FXL) is delivered 

to the swap provider and Eligible Collateral is transferred under a 
repurchase agreement (Repo) (to which FXL receives legal title). 

The collateral manager (BONY) will only release the cash to the 
swap provider upon Eligible Collateral being posted. For FXL the 
cash inflows are 100% collateralised and there is a daily mark to 

market of swap exposure.  
 

 

ETFX Fund Company Plc (ETFX)  

ETFX currently has four swap providers on the platform.  Swap 
positions are collateralised differently according to the swap 
provider.  Citigroup and Bank of America Merrill Lynch swaps are 

unfunded and similar to the FXL structure above.  The cash is 
mainly invested in Eligible Collateral by way of a repo and any 

remaining cash is invested in money market funds with daily 
liquidity (in order to satisfy any margin calls from these swap 

providers).  For market moves on the relevant index which 
affects the swap value, exposure is reduced (as often as daily) 
using cash transferred between the relevant sub-fund and the 

relevant swap provider. These swaps are reset monthly where 
the profit or loss is paid or received between the swap provider 

and the relevant sub-fund while the corresponding Eligible 
Collateral and/or money market funds are liquidated as 

necessary.  
 
 

Barclays and Rabobank are the other swap providers, each of 

which provides fully-funded swaps that reset daily. With 

Barclays, the exposure for the swap is collateralised in a similar 

fashion to CSL above where Eligible Collateral is transferred to 

the relevant sub-fund through BONY according to the previous 

business day’s closing positions (including anything receivable by 

the sub-fund for pending trades).  Rabobank does not transfer 

Eligible Securities but instead transfers cash equating to 102% of 

the swap value from the previous business day’s close (including 

anything receivable by the sub-fund for pending trades) in the 

base currency of the relevant sub-fund.  This cash received as 

collateral is invested in AAA money market funds. 
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Eligible Collateral 

 

Type of Eligible Collateral Concentration limits   
and margin 

    
Money market funds: 

Country concentration limit 
U.S.:       100% 
UK, Japan,  
Germany, France:       50% 
Others:       25% 
 
Margin 
< 5 years to maturity:    100% 
5-10 years to maturity:  101% 
10+ years to maturity:   102% 
US Agencies:                102% 

- AAA Government or Treasury money 
market funds only, with no ABSs nor 
CDOs 

Sovereign fixed income 

- USA 

- G10 and other European government 
bonds (with minimum rating of AA) 

- Supranational bonds with a L-T issuer 
rating not lower than AAA 

- US Agencies 100% backed by the US 
government 
    
Equities    

- Securities have to belong to specific 
indices. Currently, the Main index 
names include the major benchmarks 
such as S&P 500 and EURO STOXX 
50, and the Other index names include 
developed market indices such as 
NASDAQ and STOXX 600 
 
15% for ETFX funds with no notional 
maximum. 

Per security issuer:      3.3%1 
or $10 mio, whichever is 
greater 
 
For each security  
Free-float market cap:   2.5% 
30 day ADV:                 100% 
 
Country concentration limit 
U.S.:     75% 
UK, Japan, 
Germany, France:     25% 
Others:     10% 
 
Margin 
Main index names:       105% 
Other eligible equities   110% 

 

The following securities are not Eligible Collateral: 
– Securities issued by the swap counterparty or an affiliate; 
– Securities subject to corporate actions; 

– ABS or MBS. 
– ADRs and GDRs (applies to ETFX only) 

Collateral lending or rehypothecation is not allowed either. 
 

Credit Event 

It is important to note there are different parties involved in the 
overall issuance and trading process for each of the above structures 

(i.e. swap provider, issuer, collateral manager and market maker). 
In the event of a counterparty default, the Issuer (or the Trustee) 

would take control of the Eligible Collateral and realise it to attempt to 
satisfy any amounts owed by the swap counterparty (see credit risk). 

In the case of ETFX, the appointment of multiple swap providers 
allows the sub-funds to continue operating by moving swap balances. 
BONY, who acts as our collateral manager, is one of the world’s largest 

custody banks. 

 
 
 
 

 
 
 
 
 
 
 

 
 
 

 
 
 
Valuation of the collateral 

Collateral is valued by the collateral manager (BONY) on daily 

basis. BONY applies detailed collateral screening and valuation 
methodology which includes: 
– Source the prices from at least 4 data vendors 

– Test and validate the price quality 
– Remove invalid prices after standard deviation tests and 

tolerance level tests 
– Value at zero any security if the last available price is more 

than 5 days old 
 
 

BONY then apply margin and concentration rules. 
 

 
 

 
 
 

 
 

 
 

 
 

 

Collateralisation process 

 
On a daily basis, ETF Securities liaises with swap 
counterparties to aim for 100% collateralisation  the reported 

mark to market exposure: 

 
 
 
 

 
 
 
 
 
 
 
 

 
 
Important facts relating to the collateral  

 
It is important to understand several facts: 
 
Collateral schedule matters – The holdings of Eligible 
Collateral posted by the swap providers will change daily. 
Investors should carefully consider the criteria of the quality of 

Eligible Collateral as well as the concentration and margin limits 
that apply.  

 
Credit risk – Eligible Collateral is posted to reduce potential 

credit risk if the counterparty were to default. The posting 
collateral does not guarantee that no loss would occur on a 
credit event. The realised value of the Eligible Collateral following 

an event of default may differ from the amount owed by the 
swap counterparty, as prices fluctuate intraday (i.e. from the last 

point the exposure and collateral were valued). Our collateral 
schemes apply strict margins and concentration limits to reduce 

the risk of such a loss, but do not completely remove it. 
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For More Information 

Europe 
 

3 Lombard Street 

London EC3V 9AA, UK 

Tel: +44 (0) 207 448 4330 

Fax: +44 (0) 207 448 4336 

info@etfsecurities.com 

 

North America 
 

11th Floor, 48 Wall Street 

New York, NY10005, USA 

Tel: +1 212 918 4954 

Fax: +1 212 918 4972 

info@etfsmarketing.com   

Asia-Pacific 
 

Ark Mori Building 12F, 1-12-32 Akasaka 

Minato-ku, Tokyo 107-6012, Japan 

Tel: +81 3 4360 9101  

Fax: +81 3 4360 8201 info@etfscurities.com 
 

 
About ETF Securities 

ETF Securities is a provider of Exchange Traded Products (ETFs, Commodity ETCs and Currency ETCs). The management of ETF Securities 
pioneered the development of ETCs, with the world's first listing of an ETC, Gold Bullion Securities in Australia and London in 2003 and then 
the world's first entire ETC platform which was listed on the London Stock Exchange in September 2006. 

 
ETF Securities now offers more than 270 Exchange Traded Products (ETPs). The ETPs provide investors with a wide variety of investment 

strategies, with ETPs offering access to asset classes such as equities, currencies and commodities with physical, long, forward, leveraged 
and short exposure.  

 
ETPs are simple to access as they are traded in five currencies (EUR, USD, GBP, JPY and AUD) and listed on nine major exchanges globally 

including the London Stock Exchange, the New York Stock Exchange, the Tokyo Stock Exchange, NYSE-Euronext Paris, NYSE-Euronext 
Amsterdam, Deutsche Börse, Borsa Italiana, the Australian Securities Exchange and the Irish Stock Exchange. 

  



 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Important Information  
General 
This communication has been provided by ETF Securities (UK) Limited (“ETFS UK”) which is authorised and regulated by the United Kingdom Financial Services Authority.  The products discussed in this document are 
issued by ETFS Commodity Securities Limited (“CSL”), ETFS Foreign Exchange Limited (“FXL”), ETFS Industrial Metal Securities Limited (“IML”), ETFS Metal Securities Australia Limited (“MSAL”), ETFS Metal Securities 
Limited (“MSL”), ETFS Oil Securities Limited (“OSL”), Gold Bullion Securities Limited (“GBS” and together with CSL, FXL, IML, MSAL, MSL and OSL the “Issuers”) and ETFX Fund Company plc (the “Company”).  Each 
Issuer (other than MSAL) is regulated by the Jersey Financial Services Commission.  The Company is an open-ended investment company with variable capital having segregated liability between its sub-funds (each a 
“Fund”) and is organised under the laws of Ireland. The Company is regulated, and has been authorised as a UCITS by the Central Bank of Ireland (the “Financial Regulator”) pursuant to the European Communities 
(Undertaking for Collective Investment in Transferable Securities) Regulations, 2003 (as amended).  
When being made within Italy, this communication is for the exclusive use of the “qualified investors” and its circulation among the public is prohibited. 
This document is not, and under no circumstances is to be construed as, an advertisement or any other step in furtherance of a public offering of shares in the United States or any province or territory thereof, where none of 
the Issuers, the Company or any securities issued by them are authorised or registered for distribution and where no prospectus for any of the Issuers or the Company has been filed with any securities commission or 
regulatory authority. Neither this document nor any copy hereof should be taken, transmitted or distributed (directly or indirectly) into the United States. Neither the Issuers, the Company nor any securities issued by them 
have been or will be registered under the United States Securities Act of 1933 or the Investment Company Act of 1940 or qualified under any applicable state securities statutes. 
This document may contain independent market commentary prepared by ETFS UK based on publicly available information.  ETFS UK does not warrant or guarantee the accuracy or correctness of any information 
contained herein and any opinions related to product or market activity may change. Any third party data providers used to source the information in this communication make no warranties or representation of any kind 
relating to such data. 
Any historical performance included in this document may be based on back testing.  Back tested performance is purely hypothetical and is provided in this document solely for informational purposes.  Back tested data does 
not represent actual performance and should not be interpreted as an indication of actual or future performance. 
Historical performance is not an indication of or a guide to future performance. 
The information contained in this communication is neither an offer for sale nor a solicitation of an offer to buy securities.  This communication should not be used as the basis for any investment decision.   
ETFS UK is required by the United Kingdom Financial Services Authority ("FSA") to clarify that it is not acting for you in any way in relation to the investment or investment activity to which this communication relates.  In 
particular, ETFS UK will not provide any investment services to you and or advise you on the merits of, or make any recommendation to you in relation to, the terms of any transaction.  No representative of ETFS UK is 
authorised to behave in any way which would lead you to believe otherwise.  ETFS UK is not, therefore, responsible for providing you with the protections afforded to its clients and you should seek your own independent 
legal, investment and tax or other advice as you see fit. 
Risk Warnings 
Securities issued by CSL, FXL and OSL are complex, structured products involving a significant degree of risk and are not suitable for all types of investor.  Securities offered by the Issuers and the Company are aimed at 
sophisticated, professional and institutional investors. Any decision to invest should be based on the information contained in the prospectus (and any supplements thereto) of the relevant Issuer or the Company which 
includes, inter alia, information on certain risks associated with an investment.  The price of any securities may go up or down and an investor may not get back the amount invested.  Securities may be priced in US Dollars, 
Euros, or Sterling, and the value of the investment in other currencies will be affected by exchange rate movements.  Investments in the securities of the Issuers or the shares of the Company which provide a short and/or 
leveraged exposure are only suitable for sophisticated, professional and institutional investors investors who understand leveraged and compounded daily returns and are willing to magnify potential losses by comparison to 
investments which do not incorporate these strategies.  Over periods of greater than one day, investments with a short and/or leveraged exposure do not necessarily provide investors with a return equivalent to a return from 
the unleveraged long or unleveraged short investments multiplied by the relevant leverage factor.  
Investors should refer to the section entitled “Risk Factors” in the relevant prospectus for further details of these and other risks associated with an investment in the securities offered by the Issuers and the Company. 
The relevant prospectus for each Issuer and the Company may be obtained from www.etfsecurities.com.  Please contact ETFS UK at +44 20 7448 4330 or info@etfsecurities.com for more information.  
Issuers 
General:  The FSA has delivered to the regulators listed below certificates of approval attesting that the prospectuses of the Issuers indicated have been drawn up in accordance with Directive 2003/71/EC.  
For Dutch, French, German and Italian Investors: The prospectuses (and any supplements thereto) for each of the Issuers have been passported from the United Kingdom into France, Germany, Italy and the Netherlands 
and have been filed with the l’Autorité des Marchés Financiers (AMF) in France , Bundesanstalt für Finanzdienstleistungsaufsicht (BaFin) in Germany, CONSOB and the Bank of Italy in Italy and the Authority Financial 
Markets (Autoriteit Financiële Markten) in the Netherlands. Copies of prospectuses (and any supplements thereto) and related regulatory documentation, including annual reports, can be obtained in France from HSBC 
France, 103, Avenue des Champs Elysées, 75008 Paris. , in Germany from HSBC Trinkhaus & Burkhardt, AG, Konsortialgeschäft, Königsalle 21/23, 40212 Dusseldorf and in the Netherlands from ABN AMRO Bank 
(Nederland) N.V. (t) +31 20 527 2467 or faxed request to +31 20 527 1928. The prospectuses (and any supplements thereto) for each of the Issuers may be distributed to investors in France, Germany, Italy and the 
Netherlands. 
This document is not a financial analysis pursuant to Section 34b of the German Securities Trading Act ( Wertpapierhandelsgesetz – WpHG ) and consequently does not meet all legal requirements to warrant 
the objectivity of a financial analysis and is also not subject to t he ban on trading prior to the publication of a financial analysis . 
This document is not addressed to or intended directly or indirectly, to (a) any persons who do not qualify as qualified investors (gekwalificeerde beleggers) within the meaning of section 1:1 of the Dutch Financial 
Supervision Act as amended from time to time; and/or (b) in circumstances where other exemptions or dispensations from the prohibition the Dutch Financial Supervision Act or the Exemption Regulation of the Act on 
Financial Supervision apply. 
None of the Issuers is required to have a license pursuant to the Dutch Financial Supervision Act as it is exempt from any licensing requirements and is not regulated by the Netherlands Authority for the Financial Markets 
and consequently no prudential and conduct of business supervision will be exercised. 
For Danish, Swedish and Spanish Investors: The prospectuses (and any supplements thereto) for each of CSL, IML, MSL and FXL have been passported from the United Kingdom   into  Denmark, Spain, Sweden and have 
been filed with Finanstilsynet (Financial Supervisory Authority) in Denmark, Comisión Nacional del Mercado de Valores (Securities Market Commission) in Spain and the Finansinspektionen (Financial Supervisory Authority) 
in Sweden. The prospectuses (and any supplements thereto) for these entities may be distributed to investors in Spain, Denmark and Sweden.  
For Belgian Investors:  The prospectus (and any supplements thereto) for GBS has been passported from the United Kingdom into Belgium and has been filed with the Commission Bancair, Financiére et des Assurances in 
Belgium. The prospectus (and any supplements thereto) for GBS may be distributed to investors in Belgium.  
Other than as set out above investors may contact ETFS UK at +44 (0)20 7448 4330 or at info@etfsecurities.com to obtain copies of prospectuses and related regulatory documentation, including annual reports. Other than 
as separately indicated, this communication is being made on a “private placement” basis and is intended solely for the professional / institutional recipient to which it is delivered.   
Securities issued by each of the Issuers are direct, limited recourse obligations of the relevant Issuer alone and are not obligations of or guaranteed by any of UBS AG (“UBS”), Merrill Lynch Commodities Inc. (“MLCI”), Bank 
of America Corporation (“BAC”), Shell Trading Switzerland, Shell Treasury, HSBC Bank USA N.A., JP Morgan Chase Bank, N.A., Morgan Stanley & Co International plc, Morgan Stanley & Co. Incorporated, Deutsche Bank 
AG any of their affiliates or anyone else or any of their affiliates.  Each of UBS, MLCI, BAC, Shell Trading Switzerland, Shell Treasury, HSBC Bank USA N.A., JP Morgan Chase Bank, N.A., Morgan Stanley & Co 
International plc, Morgan Stanley & Co. Incorporated and Deutsche Bank AG disclaims all and any liability whether arising in tort, contract or otherwise (save as referred to above) which it might have in respect of this 
document or its contents otherwise arising in connection herewith.  
“Dow Jones,” “UBS”, DJ-UBS CISM,”, “DJ-UBS CI-F3SM,” and any related indices or sub-indices are service marks of Dow Jones Trademark Holdings LLC (“Dow Jones”), CME Group Index Services LLC (“CME Indexes”), 
UBS or UBS Securities LLC (“UBS Securities”), as the case may be, and have been licensed for use by the Issuer.  The securities issued by CSL although based on components of the Dow Jones UBS Commodity Index 3 
month ForwardSM are not sponsored, endorsed, sold or promoted by Dow Jones, CME Indexes, UBS, UBS Securities or any of their respective subsidiaries or affiliates, and none of Dow Jones, CME Indexes, UBS, UBS 
Securities, or any of their respective subsidiaries or affiliates, makes any representation regarding the advisability of investing in such product.  
The Morgan Stanley Indices are the exclusive property of Morgan Stanley & Co. Incorporated (“Morgan Stanley”).  Morgan Stanley and the Morgan Stanley index names are service mark(s) of Morgan Stanley or its affiliates 
and have been licensed for use for certain purposes by ETF Securities Limited in respect of the securities issued by FXL.  The securities issued by FXL are not sponsored, endorsed, or promoted by Morgan Stanley, and 
Morgan Stanley bears no liability with respect to any such financial securities.  The prospectus of FXL contains a more detailed description of the limited relationship Morgan Stanley has with FXL and any related financial 
securities. No purchaser, seller or holder of securities issued by FXL, or any other person or entity, should use or refer to any Morgan Stanley trade name, trademark or service mark to sponsor, endorse, market or promote 
this product without first contacting Morgan Stanley to determine whether Morgan Stanley’s permission is required.  Under no circumstances may any person or entity claim any affiliation with Morgan Stanley without the prior 
written permission of Morgan Stanley. 
Funds 
This document has prepared for delivery to professional investors in the Republic of Ireland and other countries of the European Union/European Economic Area in which certain of the Funds are registered with the local 
financial regulator. Please contact ETFS UK at +44 (0)20 7448 4330 or at info@etfsecurities.com for further information of the Company and details as to which countries and to which category of investors this document can 
be communicated.  
For Danish Investors: This document cannot be communicated to investors in Denmark except in response to their unsolicited request. 
For Dutch Investors:  Each Fund has been registered with the Netherlands Authority for the Financial Markets following the UCITS passport-procedure pursuant to section 2:72 of the Dutch Financial Supervision Act.  
For French investors: Any subscription for shares of the Funds will be made on the basis of the terms of the prospectus, the simplified prospectus and any supplements or addenda thereto. The Company is a UCITS 
governed by Irish legislation and approved by the Financial Regulator as UCITS compliant with European regulations although may not have to comply with the same rules as those applicable to a similar product approved in 
France.  Certain of the Funds have been registered for marketing in France by the Authority Financial Markets (Autorité des Marchés Financiers) and may be distributed to investors in France. Copies of all documents (i.e. 
the prospectus, the simplified prospectus, any supplements or addenda thereto, the latest annual reports and the memorandum of incorporation and articles of association) are available in France, free of charge, at the 
French Centralizing Agent, Société Générale, Securities Services, at 29 Boulevard Haussmann – 75009 Paris – France. 
For German investors:  The offering of the shares of the ETFX AEX® Fund and of the ETF X AMX® Fund has not been notified to the German Financial Servic es Supervisory Authority in accordance with Section 
132 of the Investment Act. Shares of the ETFX AEX® Fund a nd of the ETFX AMX® Fund may not be publicly offered to the inv estors of the Federal Republic of Germany. 
The offering of the shares of the remaining Funds has been notified to the German Financial Services Supervisory Authority in accordance with section 132 of the German Investment Act. The prospectus, the simplified 
prospectuses, any supplements or addenda thereto, copies of the Memorandum and Articles of Association of the Company and the annual and semi-annual report can be obtained free of charge upon request at the Paying 
and Information Agent in Germany, HSBC Trinkaus & Burkhardt AG, Königsallee 21-23, 40212 Düsseldorf. The current offering and redemption prices as well as the net asset value and possible notifications of the investors 
can also be requested free of charge at the same address. In Germany the shares will be settled as co-owner shares in a Global Bearer certificate issued by Clearstream Banking AG. This type of settlement only occurs in 
Germany because there is no direct link between the English and German clearing and settlement systems Crest and Clearstream. For this reason the ISIN used for trading of the shares in Germany differs from the ISIN 
used in other countries. 
For Norwegian Investors: The Company and certain of the Funds have been registered with the Financial Supervisory Authority of Norway (Finanstilsynet), and may be marketed and sold to professional investors in Norway. 
Other than as separately indicated, this communication is being made on a “private placement” basis and is intended solely for the professional / institutional recipient to which it is delivered.   
None of the index providers of the Funds referred to herein nor their licensors make any warranty or representation whatsoever either as to the results obtained from use of the relevant indices and/or the figures at which 
such indices stand at any particular day or otherwise.  None of the index providers shall be liable to any person for any errors or significant delays in the relevant indices nor shall be under any obligation to advise any person 
of any error or significant delay therein.   
 


