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Description

Provide a brief description of the proposed rule change (limit 250 characters).

Proposed Rule Filing to amend the Rules of DTC to provide for the settlement of institutional transactions in
conjunction with National Securities Clearing Corporation through a service called ID Net.
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Provide the name, telephone number and e-mail address of the person on the staff of the self-regulatory organization
prepared to respond to questions and comments on the proposed rule change.
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Title Senior Associate Counsel ‘
E-mail afinnegan@dtcc.com ‘
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For complete Form 19b-4 instructions please refer to the EFFS website.

Form 19b-4 Information

‘ Add HRemoveH View ‘

The self-regulatory organization must provide all required information, presented in a
clear and comprehensible manner, to enable the public to provide meaningful
comment on the proposal and for the Commission to determine whether the
proposal is consistent with the Act and applicable rules and regulations under the Act.

Exhibit 1 - Notice of Proposed Rule Change

‘ Add HRemoveH View ‘

The Notice section of this Form 19b-4 must comply with the guidelines for
publication in the Federal Register as well as any requirements for electronic filing
as published by the Commission (if applicable). The Office of the Federal Register
(OFR) offers guidance on Federal Register publication requirements in the Federal
Register Document Drafting Handbook, October 1998 Revision. For example, all
references to the federal securities laws must include the corresponding cite to the
United States Code in a footnote. All references to SEC rules must include the
corresponding cite to the Code of Federal Regulations in a footnote. All references
to Securities Exchange Act Releases must include the release number, release
date, Federal Register cite, Federal Register date, and corresponding file number
(e.g., SR-[SRO]-xx-xx). A material failure to comply with these guidelines will result in
the proposed rule change being deemed not properly filed. See also Rule 0-3 under
the Act (17 CFR 240.0-3)

Exhibit 2 - Notices, Written Comments,
Transcripts, Other Communications

‘ Add HRemoveH View ‘

Exhibit Sent As Paper Document

L]

Copies of notices, written comments, transcripts, other communications. If such
documents cannot be filed electronically in accordance with Instruction F, they shall
be filed in accordance with Instruction G.

Exhibit 3 - Form, Report, or Questionnaire

‘ Add HRemoveH View ‘

Exhibit Sent As Paper Document

[

Copies of any form, report, or questionnaire that the self-regulatory organization
proposes to use to help implement or operate the proposed rule change, or that is
referred to by the proposed rule change.

Exhibit 4 - Marked Copies

‘ Add HRemoveH View ‘

The full text shall be marked, in any convenient manner, to indicate additions to and
deletions from the immediately preceding filing. The purpose of Exhibit 4 is to permit
the staff to identify immediately the changes made from the text of the rule with which
it has been working.

Exhibit 5 - Proposed Rule Text

‘ Add HRemoveH View ‘

The self-regulatory organization may choose to attach as Exhibit 5 proposed
changes to rule text in place of providing it in Iltem | and which may otherwise be
more easily readable if provided separately from Form 19b-4. Exhibit 5 shall be
considered part of the proposed rule change.

Partial Amendment

If the self-regulatory organization is amending only part of the text of a lengthy
proposed rule change, it may, with the Commission's permission, file only those
portions of the text of the proposed rule change in which changes are being made if
the filing (i.e. partial amendment) is clearly understandable on its face. Such partial
amendment shall be clearly identified and marked to show deletions and additions.
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1. Text of Proposed Rule Change.

(a) The purpose of the proposed rule filing submitted by The Depository Trust
Company (“DTC”) is to amend the Rules of DTC to provide for the settlement
of institutional transactions in conjunction with The National Securities
Clearing Corporation (“NSCC”) through a service called “ID Net.” See
Exhibit 5.

(b) Not applicable.
(c) Not applicable.

2. Procedures of the Self-Requlatory Organization.

(a) DTC received approval from the Board of Directors to make the present filing
on September 21, 2007.

3. Self-Requlatory Organization's Statement of the Purpose of, and Statutory Basis
for, the Proposed Rule Change.

(a) The purpose of this rule filing is to amend DTC’s Rules to provide a new
service (the “ID Net Service”) which will establish settlement netting functionalities for
institutional transactions by leveraging the netting and settlement capabilities of NSCC,
in conjunction with existing processing of DTC.

Summary

Unlike exchange trades and most prime broker trades, most institutional delivery
transactions do not currently flow through NSCC’s Continuous Net Settlement system
(“CNS™).! Rather, these institutional transactions settle at DTC. The ID Net Service will
allow subscribers to the service to net all eligible affirmed ID transactions against their
CNS transactions, if any.

The ID Net Service will accept eligible affirmed institutional transactions from
Omgeo LLC or other Qualified Vendors? that are eligible for the ID Net Service and net

! The National Securities Clearing Corporation’s Continuous Net Settlement System (CNS) is an automated
accounting and securities settlement system that centralizes and nets the settlement of compared and
recorded security transactions, and maintains an orderly flow of security and money balances. CNS
provides clearance for securities, corporate bonds, Unit Investment Trusts and municipal bonds that are
eligible for book-entry transfer at The Depository Trust Company.

2 While the 1D Net Service will eventually accept institutional transactions submitted by other Qualified
Vendors, the ID Net Service will initially process only Omgeo-affirmed transactions. Omgeo, a joint
venture between the Depository Trust & Clearing Corporation and Thomson Financial, is a global provider
of post-trade, pre-settlement processing services for the institutional market. Omgeo is a “Qualified
Vendor” as defined in the Securities Exchange Act of 1934,
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the broker side of each transaction with the participating broker's other CNS obligations,
if any.

Eligibility for the ID Net Service will require that a participating broker be a
Member of NSCC and a Participant of DTC (“ID Net Broker”), and that a participating
bank be a Participant of DTC (“ID Net Bank”)(collectively “ID Net Subscribers”). In
addition, eligibility for ID Net processing will be based on the underlying security being
processed, the type of transaction submitted for processing and the timing of affirmation.
Participation in the ID Net Service will be voluntary and will be governed by the rules
and procedures applicable to the ID Net Service as described below. All ID Net
Subscribers will be required to enter into separate ID Net Subscriber agreements with
NSCC and/or DTC, as applicable, governing their use of the ID Net Service.

Current Processing

A typical institutional delivery transaction (“ID Transaction”) is currently
processed as follows: an Investment Manager, acting on behalf of its Institutional client,
executes a transaction with Broker A. The Investment Manager, or a Custodian acting on
its behalf, and Broker A, submit the transaction data to a Qualified Vendor (for example,
Omgeo) for matching. Once affirmed, the Qualified Vendor’s automated systems
transmit standing settlement instructions for the matched transaction to DTC’s Inventory
Management System (“IMS”) to be processed.

These ID Transactions are not netted, they are settled on a trade-for-trade basis at
DTC.

Proposed Service

In order to extend netting benefits and efficiencies to institutional transactions,
NSCC will extend its clearance and settlement functionalities to net the broker side of
institutional transaction with certain other broker-to-broker activity that is eligible for
processing through NSCC’s CNS service.

Most equity securities that are eligible for CNS are eligible for ID Net processing.
However, ID Net will initially exclude the following: (1) Corporate and municipal bonds
and Unit Investment Trust (UIT) issues; (2) New Issue securities; (3) Securities that are
IPO tracked since the use of omnibus accounts will bypass the tracking system; (4)
Trades in issues that are currently undergoing a mandatory or voluntary reorganization;
(5) Trades in CUSIPs with a CNS buy-in; and (6) Trades in securities appearing on the
SEC’s Regulation SHO list.

To facilitate the processing of ID Net transactions, two new securities accounts
will be established by NSCC at DTC on behalf of all ID Net Brokers that have elected to
use the ID Net service: the “ID Netting Subscriber Deliver Account” and the “ID Netting
Subscriber Receive Account” (collectively referred to as the “ID Netting Subscriber
Accounts”). NSCC will be the owner of both accounts, and will act as agent for the 1D
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Net Brokers. NSCC will process ID Net transactions through these accounts on behalf of
participating ID Net Brokers. While NSCC will direct transactions through these
accounts on behalf of the ID Net Brokers, the ID Net Brokers, not NSCC, will be
responsible for satisfying applicable DTC risk management controls and Participant Fund
requirements for their respective activity through the 1D Netting Subscriber Accounts.

The ID Netting Subscriber Deliver Account will be maintained for all ID Net
Brokers receiving ID Net Eligible Securities from an ID Net Bank. The ID Netting
Member Receive Account will be maintained for all ID Net Brokers receiving ID Net
Eligible Securities from CNS that are bound for delivery by that ID Net Broker to an ID
Net Bank.?

With the establishment of these two new ID Netting accounts, ID Net transactions
will be processed as follows: Upon affirmation the Qualified Vendor will check that the
transaction is eligible for ID Net processing (eligibility requirements are discussed
below). If the transaction qualifies, the Qualified Vendor, prior to submitting that
affirmed transaction to IMS, will flag the transaction by populating the delivery
instructions third party field with the account number of the ID Netting Subscriber
Delivery account.

IMS will facilitate the delivery of the securities, subject to DTC’s risk
management controls, to the ID Netting Subscriber Deliver Account. On the night of
Trade Date Plus Two (T+2), the ID Net Broker’s CNS position, if any, will be updated
for the quantity and value of the ID Net transaction versus creating an open obligation in
the 1D Netting Subscriber Deliver Account.

For transactions in which the ID Net Broker is delivering securities to an ID Net
Bank, on the night of T+2, the ID Net Broker’s CNS position, if any, will be updated for
the quantity and value of the ID Net transaction versus creating an open obligation in the
ID Netting Subscriber Receive Account. Once the securities are credited to the ID
Netting Subscriber Receive Account, the securities will be delivered, subject to DTC’s
Risk Management controls, to the ID Net Bank’s account.

ID Net transactions not completed by 11:30 a.m. on settlement date will be
“dropped” from ID Net service and instead will be settled trade-for-trade between the
original counterparties at DTC, as if the transaction had not been included in the 1D Net
Service.

® ID Net Brokers will not have the ability to direct transactions to either ID Netting Subscriber Account. All
ID Net Broker positions in either the ID Netting Subscriber Deliver Account or the ID Netting Subscriber
Receive Account will be recorded separately by NSCC and in no event will securities positions of one ID
Net Broker be attributed to another ID Net Broker.
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Eligibility Requirements

Eligibility is based on the participants, the underlying security, the type of trade
and the timing of the affirmation: (1) The broker/dealer must be both a NSCC Member
and a DTC Participant; (2) The custodian bank must be a DTC Participant; (3) The
broker/dealer and the custodian bank must both elect to participate in the ID Net Service;
(4) The security must be an equity CUSIP eligible for CNS. Noted exclusions: (1)
Corporate and municipal bonds; (2) Unit Investment Trust (UIT) issues; (3) New issue
securities in their first day of trading; (4) IPO securities; (5) Securities that are
undergoing a mandatory or voluntary reorganization; (6) Securities in CUSIPs with a
pending CNS buy-in; and (7) Regulation SHO securities.

The trade must be affirmed before 9:00 PM on Trade Date Plus One (T+1) and
the trade must be “regular-way” (i.e., scheduled for T+3 settlement).

After a transaction has been affirmed and deemed eligible for the ID Net Service,
DTC will monitor the ID Net transaction’s eligibility up until the night of T+2. If the
transaction becomes ineligible for any reason, the transaction will be exited from the ID
Net process, and will be settled on a trade-for-trade basis between the ID Net Broker and
the ID Net Bank, outside of the ID Net Service, at DTC.

Settlement

Upon receipt of the affirmation of an eligible trade from the Qualified VVendor,
DTC’s IMS System will automate the following steps: (1) For bank deliveries, IMS will
move the “original clearing broker” from the receiver’s field to the Third Party field of
the ID delivery instruction and replace it with a new ID Netting Subscriber Delivery
account; and (2) For bank receives, IMS will move the *“original clearing broker” from
the deliverer’s field to the Third Party field of the ID delivery instruction and replace it
with a new ID Netting Subscriber Receive account.

Custodian banks will still be able to exempt or authorize 1D deliveries in IMS
before the night cycle as they do today; and trades that are eligible for ID Net but which
are still in a pending state by 11:30 AM on settlement date will revert to trade-for trade
settlement versus the original clearing broker and not settle as part of ID Net.
Accordingly, if the bank subsequently authorizes the delivery, it will be sent to the
original clearing broker instead of the ID Netting Subscriber Deliver Account.

Broker/dealers will still be able to exempt or cancel an ID netted delivery in IMS
as they do today, but they will be limited to PTS/PBS and only on a trade-by-trade basis;
and from the ID Netting Subscriber Receive account will be attempted in random order
until approximately 10:00AM on settlement date. After that time, the system will attempt
to complete any of the deliveries up until 11:30 AM in settlement value order - highest
value first; ID Net transactions not completed by 11:30 AM on settlement date will be
exited from the ID Net Service and instead will settle trade-for trade versus the original
clearing broker; deliveries that do not complete will be available for immediate
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reintroduction from the original clearing broker’s account through a new IMS function at
11:30 AM. Brokers can then create a profile to have these deliveries await authorization
or to be processed immediately.

If an ID Net Bank reclaims a transaction from the 1D Netting Subscriber Receive
Account the reclaims will be processed against the applicable ID Net Broker, not against
the ID Netting Receive Account.

NSCC Clearing Fund Offset and Mark-to-Market

ID Net transactions will be used to offset the balance of any other CNS
transactions, and the “net” of those transactions will be used for purposes of determining
Clearing Fund obligations pursuant to NSCC’s current procedures, subject to a revised
mark-to-market calculation applicable to ID Net Brokers.

The revised mark-to-market calculation for ID Net Brokers will add the value
computed pursuant to: (x) the currently existing mark-to-market component (which will
exclude ID Net transactions), and (y) a mark-to-market component calculated with
respect to ID Net-related positions; however any positive value derived from either (x) or
(y) will be set to zero.*

Prioritization

In order to reduce the number and value of fails in the ID Net Service, deliveries
from CNS to the ID Netting Subscriber Receive Account will be given a higher delivery
priority, pursuant to an allocation algorithm, than other CNS deliveries with the exception
of buy-in deliveries and corporate action deliveries.

Any ID Net transactions that cannot be completed will be exited from the ID Net
Service and instead will settle trade-for-trade between the ID Net Broker and the ID Net
Bank (the original counterparties) at DTC.

Fee

The current applicable DTC ID and IMS fees will be maintained for deliveries
going to or from the applicable 1D Netting Subscriber Account. There will be no charge
for CNS deliveries to or from the applicable ID Netting Subscriber Account.

Proposed Rule Changes

The ID Net Service Guide attached as Exhibit 5 to incorporate changes with
respect to the 1D Net service.

* Similar to the existing mark-to-market component, the new mark-to market component applicable to ID
Net transactions will equal the net of each day’s difference between (x) the contract price of the Member’s
net positions relating to 1D Net activity, and (y) the Current Market Price for such positions.
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(b) The proposed rule change is consistent with the requirements of the Securities
Exchange Act of 1934 (the “Act”) and the rules and regulations thereunder applicable to
DTC in that it promotes the prompt and accurate clearance and settlement of securities
transactions by leveraging the efficiencies of the DTC and NSCC systems.

4. Self-Requlatory Organization's Statement on Burden on Competition.

DTC does not believe that the proposed rule change will have any impact, or
impose any burden, on competition.

5. Self-Requlatory Organization’s Statement on Comments on the Proposed Rule
Change Received from Members, Members, or Others.

Written comments relating to the proposed rule change have not yet been solicited
or received. DTC will notify the Commission of any written comments received by
DTC.

6. Extension of Time Period for Commission Action.

DTC does not consent to an extension of the time period specified in Section
19(b)(2) of the Act for Commission action.

7. Basis for Summary Effectiveness Pursuant to Section 19(b)(3) or for Accelerated
Effectiveness Pursuant to Section 19(b)(2).

@) Not applicable.
(b) Not applicable.
(©) Not applicable.
(d) Not applicable.

8. Proposed Rule Change Based on Rules of Another Self-Requlatory Organization
or of the Commission.

The proposed rule change is based upon similar proposed changes to the rules of

NSCC.
9. Exhibits
Exhibit1-  Notice of proposed rule change for publication in the Federal
Reqister.

Exhibit5-  Changes to the Rules and Procedures of DTC.
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EXHIBIT 1

SECURITIES AND EXCHANGE COMMISSION

(Release No. 34- ; File No. SR-DTC-2007-14)

SELF-REGULATORY ORGANIZATIONS

Proposed Rule Change by The Depository Trust Company (“DTC”) relating to the
provision of a new service called “ID Net” to provide for the settlement of institutional

transactions in conjunction with the National Securities Clearing Corporation (“NSCC”).

Comments requested within days after the date of this publication.

Pursuant to Section 19(b)(1) of the Securities Exchange Act of 1934 (the “Act”), 15

U.S.C. 78s(b)(1), notice is hereby given that on , DTC filed with the

Securities and Exchange Commission ("Commission™) the proposed rule change as
described in Items I, Il, and Il below, which Items have been prepared by DTC. The
Commission is publishing this notice to solicit comments on the proposed rule change from
interested persons.

l. Self-Reqgulatory Organization's Statement of the Terms of Substance of the
Proposed Rule Change

As stated above, and as more fully described below, the proposed rule change being
filed by DTC proposes a new service called “ID Net” to provide for the settlement of

institutional transactions in conjunction with NSCC.
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1. Self-Requlatory Organization's Statement of the Purpose of, and Statutory
Basis for, the Proposed Rule Change

In its filing with the Commission, DTC included statements concerning the purpose
of and basis for the proposed rule change. The text of these statements may be examined at
the places specified in Item IV below. DTC has prepared summaries, set forth in sections
(A), (B), and (C) below, of the most significant aspects of such statements.

A. Self-Requlatory Organization's Statement of the Purpose of, and Statutory
Basis for, the Proposed Rule Change

The purpose of this rule filing is to amend DTC’s Rules to provide a new service
(the “ID Net Service”) which will establish settlement netting functionalities for
institutional transactions by leveraging the netting and settlement capabilities of NSCC,

in conjunction with existing processing of DTC.

Summary

Unlike exchange trades and most prime broker trades, most institutional delivery
transactions do not currently flow through NSCC’s Continuous Net Settlement system
(“CNS™).! Rather, these institutional transactions settle at DTC. The ID Net Service will
allow subscribers to the service to net all eligible affirmed ID transactions against their

CNS transactions, if any.

! The National Securities Clearing Corporation’s Continuous Net Settlement System (CNS) is an automated
accounting and securities settlement system that centralizes and nets the settlement of compared and
recorded security transactions, and maintains an orderly flow of security and money balances. CNS
provides clearance for securities, corporate bonds, Unit Investment Trusts and municipal bonds that are
eligible for book-entry transfer at The Depository Trust Company.

10
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The ID Net Service will accept eligible affirmed institutional transactions from
Omgeo LLC or other Qualified Vendors? that are eligible for the ID Net Service and net
the broker side of each transaction with the participating broker's other CNS obligations,

if any.

Eligibility for the ID Net Service will require that a participating broker be a
Member of NSCC and a Participant of DTC (“ID Net Broker), and that a participating
bank be a Participant of DTC (“ID Net Bank”)(collectively “ID Net Subscribers”). In
addition, eligibility for ID Net processing will be based on the underlying security being
processed, the type of transaction submitted for processing and the timing of affirmation.
Participation in the ID Net Service will be voluntary and will be governed by the rules
and procedures applicable to the ID Net Service as described below. All ID Net
Subscribers will be required to enter into separate ID Net Subscriber agreements with

NSCC and/or DTC, as applicable, governing their use of the ID Net Service.

Current Processing

A typical institutional delivery transaction (“ID Transaction”) is currently
processed as follows: an Investment Manager, acting on behalf of its Institutional client,
executes a transaction with Broker A. The Investment Manager, or a Custodian acting on
its behalf, and Broker A, submit the transaction data to a Qualified VVendor (for example,

Omgeo) for matching. Once affirmed, the Qualified VVendor’s automated systems

2 While the 1D Net Service will eventually accept institutional transactions submitted by other Qualified
Vendors, the ID Net Service will initially process only Omgeo-affirmed transactions. Omgeo, a joint
venture between the Depository Trust & Clearing Corporation and Thomson Financial, is a global provider
of post-trade, pre-settlement processing services for the institutional market. Omgeo is a “Qualified
Vendor” as defined in the Securities Exchange Act of 1934,

11
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transmit standing settlement instructions for the matched transaction to DTC’s Inventory

Management System (“IMS”) to be processed.

These ID Transactions are not netted, they are settled on a trade-for-trade basis at
DTC.

Proposed Service

In order to extend netting benefits and efficiencies to institutional transactions,
NSCC will extend its clearance and settlement functionalities to net the broker side of
institutional transaction with certain other broker-to-broker activity that is eligible for

processing through NSCC’s CNS service.

Most equity securities that are eligible for CNS are eligible for ID Net processing.

However, ID Net will initially exclude the following: (1) Corporate and municipal bonds

and Unit Investment Trust (UIT) issues; (2) New Issue securities; (3) Securities that are
IPO tracked since the use of omnibus accounts will bypass the tracking system; (4)

Trades in issues that are currently undergoing a mandatory or voluntary reorganization;
(5) Trades in CUSIPs with a CNS buy-in; and (6) Trades in securities appearing on the

SEC’s Regulation SHO list.

To facilitate the processing of ID Net transactions, two new securities accounts
will be established by NSCC at DTC on behalf of all ID Net Brokers that have elected to
use the ID Net service: the “ID Netting Subscriber Deliver Account” and the “ID Netting
Subscriber Receive Account” (collectively referred to as the “ID Netting Subscriber
Accounts”). NSCC will be the owner of both accounts, and will act as agent for the ID

Net Brokers. NSCC will process ID Net transactions through these accounts on behalf of

12
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participating ID Net Brokers. While NSCC will direct transactions through these
accounts on behalf of the ID Net Brokers, the ID Net Brokers, not NSCC, will be
responsible for satisfying applicable DTC risk management controls and Participant Fund

requirements for their respective activity through the 1D Netting Subscriber Accounts.

The ID Netting Subscriber Deliver Account will be maintained for all ID Net
Brokers receiving ID Net Eligible Securities from an ID Net Bank. The ID Netting
Member Receive Account will be maintained for all ID Net Brokers receiving ID Net
Eligible Securities from CNS that are bound for delivery by that ID Net Broker to an ID

Net Bank.®

With the establishment of these two new ID Netting accounts, ID Net transactions
will be processed as follows: Upon affirmation the Qualified Vendor will check that the
transaction is eligible for ID Net processing (eligibility requirements are discussed
below). If the transaction qualifies, the Qualified Vendor, prior to submitting that
affirmed transaction to IMS, will flag the transaction by populating the delivery
instructions third party field with the account number of the ID Netting Subscriber

Delivery account.

IMS will facilitate the delivery of the securities, subject to DTC’s risk
management controls, to the ID Netting Subscriber Deliver Account. On the night of

Trade Date Plus Two (T+2), the ID Net Broker’s CNS position, if any, will be updated

® ID Net Brokers will not have the ability to direct transactions to either ID Netting Subscriber Account. All
ID Net Broker positions in either the ID Netting Subscriber Deliver Account or the ID Netting Subscriber
Receive Account will be recorded separately by NSCC and in no event will securities positions of one ID
Net Broker be attributed to another ID Net Broker.

13
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for the quantity and value of the ID Net transaction versus creating an open obligation in

the 1D Netting Subscriber Deliver Account.

For transactions in which the ID Net Broker is delivering securities to an ID Net
Bank, on the night of T+2, the ID Net Broker’s CNS position, if any, will be updated for
the quantity and value of the ID Net transaction versus creating an open obligation in the
ID Netting Subscriber Receive Account. Once the securities are credited to the ID
Netting Subscriber Receive Account, the securities will be delivered, subject to DTC’s

Risk Management controls, to the ID Net Bank’s account.

ID Net transactions not completed by 11:30 a.m. on settlement date will be
“dropped” from ID Net service and instead will be settled trade-for-trade between the
original counterparties at DTC, as if the transaction had not been included in the ID Net

Service.

14
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Eligibility Requirements

Eligibility is based on the participants, the underlying security, the type of trade
and the timing of the affirmation: (1) The broker/dealer must be both a NSCC Member
and a DTC Participant; (2) The custodian bank must be a DTC Participant; (3) The
broker/dealer and the custodian bank must both elect to participate in the ID Net Service;

(4) The security must be an equity CUSIP eligible for CNS. Noted exclusions: (1)

Corporate and municipal bonds; (2) Unit Investment Trust (UIT) issues; (3) New issue
securities in their first day of trading; (4) IPO securities; (5) Securities that are
undergoing a mandatory or voluntary reorganization; (6) Securities in CUSIPs with a

pending CNS buy-in; and (7) Regulation SHO securities.

The trade must be affirmed before 9:00 PM on Trade Date Plus One (T+1) and

the trade must be “regular-way” (i.e., scheduled for T+3 settlement).

After a transaction has been affirmed and deemed eligible for the ID Net Service,
DTC will monitor the ID Net transaction’s eligibility up until the night of T+2. If the
transaction becomes ineligible for any reason, the transaction will be exited from the ID
Net process, and will be settled on a trade-for-trade basis between the 1D Net Broker and

the ID Net Bank, outside of the ID Net Service, at DTC.

Settlement

Upon receipt of the affirmation of an eligible trade from the Qualified Vendor,
DTC’s IMS System will automate the following steps: (1) For bank deliveries, IMS will
move the “original clearing broker” from the receiver’s field to the Third Party field of

the ID delivery instruction and replace it with a new ID Netting Subscriber Delivery

15
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account; and (2) For bank receives, IMS will move the “original clearing broker” from
the deliverer’s field to the Third Party field of the ID delivery instruction and replace it

with a new ID Netting Subscriber Receive account.

Custodian banks will still be able to exempt or authorize ID deliveries in IMS
before the night cycle as they do today; and trades that are eligible for ID Net but which
are still in a pending state by 11:30 AM on settlement date will revert to trade-for trade
settlement versus the original clearing broker and not settle as part of ID Net.
Accordingly, if the bank subsequently authorizes the delivery, it will be sent to the

original clearing broker instead of the ID Netting Subscriber Deliver Account.

Broker/dealers will still be able to exempt or cancel an ID netted delivery in IMS
as they do today, but they will be limited to PTS/PBS and only on a trade-by-trade basis;
and from the ID Netting Subscriber Receive account will be attempted in random order
until approximately 10:00AM on settlement date. After that time, the system will attempt
to complete any of the deliveries up until 11:30 AM in settlement value order - highest
value first; ID Net transactions not completed by 11:30 AM on settlement date will be
exited from the ID Net Service and instead will settle trade-for trade versus the original
clearing broker; deliveries that do not complete will be available for immediate
reintroduction from the original clearing broker’s account through a new IMS function at
11:30 AM. Brokers can then create a profile to have these deliveries await authorization

or to be processed immediately.

16
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If an ID Net Bank reclaims a transaction from the 1D Netting Subscriber Receive
Account the reclaims will be processed against the applicable ID Net Broker, not against

the ID Netting Receive Account.

NSCC Clearing Fund Offset and Mark-to-Market

ID Net transactions will be used to offset the balance of any other CNS
transactions, and the “net” of those transactions will be used for purposes of determining
Clearing Fund obligations pursuant to NSCC’s current procedures, subject to a revised

mark-to-market calculation applicable to ID Net Brokers.

The revised mark-to-market calculation for ID Net Brokers will add the value
computed pursuant to: (x) the currently existing mark-to-market component (which will
exclude ID Net transactions), and (y) a mark-to-market component calculated with
respect to ID Net-related positions; however any positive value derived from either (x) or

(y) will be set to zero.*

Prioritization

In order to reduce the number and value of fails in the ID Net Service, deliveries
from CNS to the ID Netting Subscriber Receive Account will be given a higher delivery
priority, pursuant to an allocation algorithm, than other CNS deliveries with the exception

of buy-in deliveries and corporate action deliveries.

* Similar to the existing mark-to-market component, the new mark-to market component applicable to ID
Net transactions will equal the net of each day’s difference between (x) the contract price of the Member’s
net positions relating to 1D Net activity, and (y) the Current Market Price for such positions.

17



Page 18 of 31

Any ID Net transactions that cannot be completed will be exited from the ID Net
Service and instead will settle trade-for-trade between the 1D Net Broker and the ID Net

Bank (the original counterparties) at DTC.

Fee
The current applicable DTC ID and IMS fees will be maintained for deliveries
going to or from the applicable ID Netting Subscriber Account. There will be no charge

for CNS deliveries to or from the applicable ID Netting Subscriber Account.

Proposed Rule Changes

The ID Net Service Guide attached as Exhibit 5 to incorporate changes with

respect to the 1D Net service.

(b) The proposed rule change is consistent with the requirements of the
Securities Exchange Act of 1934 (the “Act”) and the rules and regulations thereunder
applicable to DTC in that it promotes the prompt and accurate clearance and settlement of

securities transactions by leveraging the capabilities of the DTC and NSCC systems.

B. Self-Requlatory Organization's Statement on Burden on Competition

DTC perceives no impact on competition by reason of the proposed rule change.

C. Self-Requlatory Organization’s Statement on Comments on the Proposed Rule
Change Received from Members, Participants, or Others

Written comments from DTC Participants or others have not been solicited or

received on the proposed rule change.
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1. Date of Effectiveness of the Proposed Rule Change and Timing for Commission
Action

Within 35 days of the date of publication of this notice in the Federal Register or

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

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

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

disapproved.

V. Solicitation of Comments

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

e Electronic comments may be submitted by using the Commission’s Internet
comment form (http://www.sec.gov/rules/sro.shtml), or by sending an e-mail to

rule-comment@sec.gov. Please include File No. SR-DTC-2007-14 on the subject
line.

e Paper comments should be sent in triplicate to Nancy M. Morris, Secretary,
Securities and Exchange Commission, 100 F Street, NE, Washington D.C.
20549-1090.

All submissions should refer to File Number SR-DTC-2007-14. This file number
should be included on the subject line if e-mail is used. To help the Commission process
and review your comments more efficiently, please use only one method. The Commission

will  post all comments on the Commission’s Internet Web site

(http://www.sec.gov/rules/sro.shtml). Copies of the submission, all subsequent
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amendments, all written statements with respect to the proposed rule change that are filed
with the Commission, and all written communications relating to the proposed rule change
between the Commission and any person, other than those that may be withheld from the
public in accordance with the provisions of 5 U.S.C 8552, will be available for inspection
and copying in the Commission’s Public Reference Room, 100 F Street, NE, Washington
D.C. 20549-9303. Copies of such filing also will be available for inspection and copying at
DTC’s principal office and on DTC’s Web site at www.dtc.org. All comments received will
be posted without change; the Commission does not edit personal identifying information
from submissions. You should submit only information that you wish to make available
publicly. All submissions should refer to the file number above and should be submitted

within days after the date of publication.

For the Commission, by the Division of Market Regulation, pursuant to delegated

authority.

Nancy M. Morris
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Bold and underlined text indicates new text

Overview

Unlike exchange trades and most prime broker trades, institutional equity trades do not
currently flow into NSCC’s clearance and settlement systems for netting to one position
per issue per customer. Rather the institutional trades settle on a trade-for-trade basis.

NSCC, DTC and Omgeo have worked closely with the industry to develop ID Net, an
optional DTC/NSCC service that will streamline the clearance and settlement of
affirmed institutional equity trades by offsetting the broker side of an affirmed
institutional trade with the broker’s net CNS position if any, thus, reducing the
movements to and from a broker’s account.

The service description below describes the procedures necessary for participants to
participate in ID Net.

ID Net Service Description

Eligibility

A. Participant Eligibility

ID Net is available to members of DTCC subsidiaries. Broker /dealers must be
participants of both NSCC and DTC. Banks must be DTC participants. All agents
ID numbers associated with a given 1D Netting participant will be included.

e A subscriber to the ID Net service will need to submit an ID Net
subscriber form to both DTC and NSCC.

e The form needs to be received by DTC’s Account Administration area
by 3 p.m. ET in order to begin participation in ID Net the next
business day.

e Upon receipt of the form, it will be reviewed for all required
information and authorization.

e If acceptable, the appropriate masterfile update will take place that
evening at approximately 8 p.m.

e Once the update has occurred, affirmed trades from that evening
between two eligible 1D Net participants will be routed into the ID Net
process. Thus, the first eligible 1D Net trade that could be processed
will be attempted on the following night. For example, if the system is
updated on a Monday at 8 PM and a T+1 trade is affirmed at 8:30
p.m. (before the 9:00 p.m.T+1 deadline), the trade will enter the ID
Net process for settlement on T+3 or Wednesday subject to the
procedures described below.
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e When participants subscribe to ID Net, the transactions eligible for ID
Netting will be limited to CUSIPs that begin with a “5” to limit the
participant’s exposure in the event it’s system isn’t properly coded to
process ID Net transactions

e The participant can subsequently request that its account be turned
on for full ID Netting by notifying DTC’s Account Administration
areaby 3p.m. ET.

B. ID Net Security Eligibility

Most equity securities that are eligible for CNS are eligible for ID Net processing.
However, ID Net will initially exclude the following:

e Corporate and municipal bonds and Unit Investment Trust (UIT) issues

e New issue securities

e Securities that are IPO tracked since the use of omnibus accounts will
bypass the tracking system.

e Trades in issues that are currently undergoing a mandatory or voluntary
reorganization.

e Trades in CUSIPs with a CNS buy-in

e Trades in securities appearing on the SEC’s Requlation SHO list

C. ID Net Processing Eligibility

In addition to participant and security eligibility requirements, for a transaction to
be eligible for 1D Net, it must:
e The trade must be affirmed/matched by a “Qualified Vendor” as defined
by the Securities and Exchange Act of 1934
e The trade must be affirmed before 9:00 p.m. on Trade Date plus One
(T+1).
e The trade must be reqular-way; i.e., T+3 settlement.
e The settlement obligation _must be between a broker/dealer and a
custodian bank, on behalf of an institutional customer.

Affirmation Processing

Transactions that are affirmed / matched via a Qualified VVendor, will continue to be
processed as they are today up through the affirmation process. Upon affirmation,
a Qualified Vendor will:

e Ensure that both the “Clearing Broker” and “Clearing Bank/Agent” are
participating in ID Netting,

e Complete security and trade level eligibility checks and ensure affirmation is
effected before the 9 p.m. cut-off on T+1.
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Inventory Management System (IMS) Processing

A. Authorization, Exemption and Cancel Processing for Bank Deliveries
Today, when a Tradesuite delivery from a bank is affirmed, the delivery is sent to
DTC’s Inventory Management System (1MS).

e |If a trade is flagged as ID Net eligible, DTC’s IMS System will “flip”
the original clearing broker from the receiver field into the third-
party field of the ID trade and will put the ID Net account # 719 in the
receiver field. (Banks will only be notified of this change if they elect
to receive new messages that will be produced by DTC specifically for
ID Net).

e Custodian banks may continue to exempt, authorize or cancel ID
deliveries before the night cycle as they do today. However for the day
cycle, it is recommended that custodian banks authorize their
individual ID _deliveries and discontinue the practice of sending
Deliver Orders (DO) for these trades. Otherwise, brokers are likely to
reclaim the DQO’s since these trades are set up for settlement in ID Net.

e |If a bank cancels a trade in ID Net, the trade will be immediately
exited from ID Net processing

e Transactions exempted by a bank will remain in ID Netting until
11:30 a.m. on settlement date. At 11:30 a.m., the delivery will be
removed from the ID Net service. IMS will move the original clearing
broker back to the receiver field and populate the third party field of
the delivery with the ID Netting Deliver account #719. This will be
transparent to banks. If a transaction is subsequently authorized by
the bank, it will be delivered to the original clearing broker on a
trade-for-trade basis just as ID trades are processed today with all
applicable comment information remaining intact.

e Brokers may exempt a receive before the night of T+2 from a bank
that is in the ID Net service via a new IMS capability. This receive
exemption will only be permitted on a trade-for-trade basis over PTS.
This exemption will exit the transaction from ID Net by putting the
broker back as the receiver.

B. Authorization, Exemption and Cancel Processing for Broker Deliveries
Brokers should continue to authorize/exempt/cancel their Tradesuite deliveries from
their account as they do today.

e Brokers may exempt their deliveries in the ID Net process either
through a new Inventory Management System (IMS) function option
or systematically on a trade-for-trade basis by submitting the Omgeo
control number as they do now.

e Authorization of broker ID Net deliveries is not necessary.
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e Global exemptions of ID Net deliveries will only be available via
PTS/PBS. If a broker sends in a global exemption systematically, it
will not apply to its ID Net deliveries.

e If a broker’s ID Net delivery is exempted or pend cancelled by the
broker, the transaction will be exited from ID Net. For exempted
transactions, the broker can no longer act upon that delivery, i.e.,
authorize it at a later time.

e |If a broker’s ID Net trade is exited from the ID Net process, it will
revert back to an original ID trade from the broker’s account.
Despite the fact that the broker or IMS may have already performed
the authorization or exemption process for ID trades from its
account. Trades that are exited from ID Net before Settlement
processing begins on the night of T+2 will be placed back into an
unprocessed state in IMS and brokers will have to authorize these
trades if they intend to deliver them.

Settlement Processing

Once trades have been identified as eligible for ID Net processing and have been

authorized for settlement, the following will occur:

For Bank Deliveries/Broker Receives:

. Authorized bank deliveries will be checked for position and collateral as
today. The original broker, who is now identified in the third party field, is
responsible for collateralizing the ID Net securities being processed into the 1D
Net account #719.

. The original broker must collateralize the difference between the
settlement value of the transaction and the collateral value of the security
(collateral value is market value less the DTC haircut). If the broker has
insufficient collateral, the transaction will pend until 11:30 a.m. on settlement
date.

. Bank deliveries to the NSCC omnibus account, however, will not pend for
net debit cap.
. Receives into the ID Netting Deliver account #719 for the broker will be

available for immediate delivery to CNS. The original clearing broker’s memo
seq, if any, will not be applicable.

For Bank Receives / Broker Deliveries:

. Broker deliveries from the 1D Net account #919 to the receiving bank will
not be completed unless, like today, the receiving bank has sufficient collateral
and net debit cap. The original broker (now identified in the third party field)
will receive the collateral monitor update. The original broker will receive a
credit to the collateral monitor for the settlement value and a debit for the
collateral value of the delivery. If the broker has insufficient collateral or the
bank has insufficient collateral or net debit cap, the transaction will pend until
11:30 a.m. on settlement date.
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° A broker can also cancel a pending ID Net delivery (referred to as a pend

cancel) from the ID Netting Receive account #919 account through current

methods (ART option #3 or PEND when recycling for collateral) or through the

new “ID Net Tran Auth Updates” option in the IMS function.

. Receives from CNS into the ID Netting Receive account #919 for the

original clearing broker will be available for immediate delivery to ID Net

banks. The original clearing broker’s memo seq, if any, will not be applicable.

Processing of Broker Trades Exited from ID Net

A previously eligible ID Net trade can be exited from the ID Net process for a

number of reasons. Applicable output messages will be available for all exited 1D

Net trades.

Change of Eligibility

After a trade has been affirmed and deemed eligible for ID Net, the ID Net
process will continue to check the transaction’s eligibility up until the night
of T+2. If a trade becomes ineligible, for example, a reorganization is
announced, the trade will be exited from the ID Net process regardless of
whether it is in an authorized or an exempt state. The trade will be staged
for trade-for-trade settlement between the original broker and the bank and
will maintain its state, i.e., authorized trades will remain authorized and
exempted trades will remain exempted.

Cut-off of 11:30 on Settlement Date

Trades that are eligible for 1D Net will automatically revert to trade-for-trade

settlement at 11:30 a.m. versus the original clearing broker for the following

reasons:

A bank delivery to the ID Net account is in an exempt state on settlement
date

An ID Net delivery from a bank or from the ID Net account to a bank is
pending for position or risk management controls.

These transactions will be exited from the ID Net process at NSCC through a
new Miscellaneous adjustment to their CNS position. Any exits from ID Net
after the start of the night cycle that create a short or increases an existing
short in CNS, will be subjected to the one-day settling trade exemption
indicator (the default for this indicator is level 1, i.e., the position will be

exempted).

The exit processing for banks and brokers will differ as follows:

Banks

ID Net will move the original clearing broker back into the receiver field and
the 1D Net account #719 will be placed into the third party field by the ID Net
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service. Thus, if a bank authorizes the delivery after the 11:30 a.m. ID Net
cutoff, the ID delivery will go directly to the broker. Currently, the
authorization of an ID delivery is permitted until 2:30 p.m. on a trade-for-
trade basis. That cutoff will be extended to 3:15 p.m. on settlement date for
MO and 3:00 p.m. for CCF.

e Authorized bank deliveries that are pending for position or the deliverer’s or
receiver’s risk management controls will also be exited from ID Net and will
continue to recycle in the system to the broker. The bank delivery will be
systematically updated so that the original clearing broker will be moved
back from the third party field to the receiver field and the ID Net account
#719 account will be placed into the third party field. The transaction will
continue to recycle with the same Relative Block Number (RBN — the unique
transaction number _applied by the processing system); however, if it re-
pends or completes, it will be assigned a new RBN # that will point to the

original RBN.

Brokers
e Broker deliveries from the ID Net account #919 account that are pending for
position or because of the receiver’s risk management controls will drop at
11:30 a.m. on settlement date.

Re-introduction of ID Net Deliveries for Brokers

Deliveries that do not complete for position or risk management controls will be
available for immediate reintroduction from the original clearing broker’s account
through a new option in IMS at 11:30 a.m. Brokers can create a profile to have
these deliveries await authorization (active authorization - the default) or be
attempted for processing immediately from their account (passive authorization).

Reclaims

e |ID Net same-day reclaims are only applicable to deliveries from the ID Net
account #919. These reclaims will be directed to the original clearing broker
rather than the omnibus account #919.

e |ID Net reclaims processed the next day should be processed directly to the
broker’s account and may go to the Receiver Authorized Delivery (RAD)
system depending on the clearing broker’s RAD limits (DTC will change the
receiver number to the broker in the third party field for same-day matched
reclaims and linked reclaims when the receiver is the ID Netting Receive
account #919).

Participants will be able to view reclaims of ID Net deliveries via a new
SMART/Search report.

DTC Participants Fund
DTC'’s participant’s fund calculation is based upon a participant’s net debit peaks.
DTC will include the debits and credits associated with the participants 1D
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deliveries that are processed through the ID Net accounts 719 and 919 in the
participants fund calculation.

Exiting the ID Net Service

If a participant wanted to exit ID Net, the following is necessary:

e A subscriber to the ID Net service will need to submit an ID Net exit
notification.

e The form needs to be received by the DTC Account Administration
area by 3 p.m. in order to take effect.

e Upon receipt of the form, it will be reviewed for all required
information and authorization.

e If acceptable, the appropriate masterfile update will take place that
evening at approximately 7 p.m.

e Once the update has occurred, affirmed trades would no longer be
routed to ID Net after the masterfile update. If a participant wanted
to exit all the trades it had in ID Net, it could do so.

e Brokers and banks could cancel or exclude their future ID Net
transactions where they are the delivering party.

e Brokers could cancel or exclude their future ID Net transactions
where they are the receiving party.

e A broker’s or bank’s ID Net receives could also be exited by the
Settlement department _at DTC by notifying the Settlement
Operations department and their request will be processed on a best
efforts basis.

Output

Since brokers will be replaced by the 719 and 919 ID Netting accounts, they will not
receive automated output for their ID Net transactions as they do today. In order
for brokers to receive automated output for their ID Net transactions, they must opt
to receive special ID Net messages through the new Common Data Transfer Service

(CDTS).

Brokers may opt to receive the new MQ messages in either 1SO 15022 or Proprietary
formats via CDTS. Brokers will be able to select a special ID Netting option in CDTS
which will allow them to receive output for all transactions for which 719 is the receiver
and their broker number is in the 3" party field (their ID Net receives) and all
transactions for which 919 is the deliverer and their broker number is in the 3™ party
field (their ID Net deliveries). The new messages will include all IMS states
(Authorized, Exempt, Unprocessed, IMS Reject, IMS Cancelled, etc.) and ATP states
(Pend Canceled, Pend Holds, Pend, Made, Dropped and Rejected). Brokers that opt to
receive messages in the proprietary format will have to code to process the IMS states
that are currently not sent in proprietary format.
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Participant Settlement Statement

Bank deliveries to the ID Subscriber Netting Deliver account #719 will appear on
the Participant Settlement Statement as deliveries to #719. They will not appear as
deliveries to the broker in the third party field. Likewise, bank receives from the ID
Netting Subscriber Receive account #919 will appear on the Participant Settlement
Statement as receives from #919. They will not appear as receives from the broker
in the third party field.

Broker deliveries that complete from the 919 ID Netting Subscriber Receive account
will not appear on the broker’s Participant Settlement Statement. Broker receives
that complete to the 719 ID Netting Receive account will not appear on the broker’s
Participant Settlement Statement.

Participants will be able to view which ID trades were processed through ID Net via
a new SMART/Search report. The name of the report will be published as the
service nears.

Inventory Management System (IMS) Inquiry Screens

Bank deliveries to the ID Netting Deliver account #719 can be viewed by putting
#719 as the receiver in the existing “Transactions Authorization Inquiry” option #3
in the IMS function. Banks will be able to view ID Net deliveries for each contra
broker in the “ID Net Tran Auth Inquiry. In this new IMS inquiry, the broker
number in the third party field will be displayed as the “receiver” for bank
deliveries to the 719 ID Netting Deliver account. Again, Banks will also be able to
view ID Net receives for each contra broker in the new “ID Net Tran Auth Inquiry”.
Aqgain, in this new IMS inquiry, the broker number in the third party field will be
displayed as the “deliverer” for bank receives from the NSCC ID Netting Receive
account #919.

Brokers will not be able to view ID Net deliveries and receives in _the existing
“Transactions Authorization Inquiry” option in the IMS function. Brokers will only
be able to view their ID Net deliveries and receives in the new “ID Net Tran Auth
Inquiry” option in the IMS function. This new inquiry option will default to the
broker’s deliveries if a field isn’t selected.

IMS Update Screens
Banks should continue to process their ID authorizations as they do today. Banks
will not be able to access the new “ID Net Tran Auth Updates” option in IMS.

Brokers will not be able to view ID Net deliveries and receives in the existing
“Transactions Authorization Updates” option in the IMS function. Brokers will be
able to update their ID Net deliveries in the new “ID Net Tran Auth Updates”
option in the IMS function. In this option, brokers can cancel and exempt their ID
Net deliveries on a trade for trade basis and they will be able to globally exempt
their ID Netted transactions. To cancel “C” or exempt “E” an ID Net delivery, the

28



Page 29 of 31

broker should place a “C” (cancel) or “E” (exempt) to the left of the CUSIP and
press F1. A broker cancellation or exemption of an ID Net delivery will cancel the
ID Net delivery from DTC’s system and the delivery will be exited from ID Net.

ID Netting Broker Drops

If an ID Net delivery from the NSCC ID Netting Receive account #919 drops at the
11:30 a.m. cutoff on settlement date, DTC will “reintroduce” the drop on behalf of
the broker. The ID Net reintroduced drop will appear and will be charged as a
reqular ID trade (MITS transaction type in IMS). The reintroduced drop can be
viewed by the broker in the “Transaction Authorization Inquiry” option in IMS.
An ID Net reintroduced drop will remain in_an Unprocessed state (will not be
processed) unless the broker authorizes the delivery in IMS. Brokers can elect to
have their ID Net reintroduced drops automatically authorized by setting their “ID
Net Drop Authorization Profile” to passive. Brokers should use the new “ID Net
Drop Auth Profile Update” option in the IMS function to switch their ID Net drop
profile from Active (the default) to Passive. Brokers can view their 1D Net drop
authorization profile in the IMS function by selecting the “ID Net Drop Auth Profile
Inquiry” option.

ART (Activity Research Tool)

Bank Views in ART for ID Net Deliveries:

Authorized bank ID Net deliveries will be displayed in_the PTS/PBS function
“ART” with the ID Netting Deliver account #719 as the receiver and the clearing
broker in the third party field. If a Bank ID Net delivery is still recycling (has not
made) at 11:30 a.m. on settlement date, the delivery will be removed from ID
Netting and the clearing broker will become the receiver and the ID Netting Deliver
account #719 will be placed in the 3" party field.

ART option #2 will be modified to enable banks to view ID Net deliveries to a
specific broker by entering the broker number in the new “3Pty:” search field. To
view ID Net deliveries to a specific broker, the bank should enter 719 in the
“Contra#” field, the broker in the “3Pty:” field and D in the “Del/Rec/All” field.

Bank Views in ART for ID Net Receives:

Authorized Bank ID Net receives will be displayed in ART with the ID Netting
Deliver _account #919 as the deliverer and the clearing broker in the third party
field. If a Bank ID Net receive is still recycling (has not made) at 11:30 a.m. on
settlement date, the ID Netting Deliver account #919 delivery will drop, i.e., the
bank will see a delivery from the 919 account with a PndD status. The transaction
will be removed from ID Netting and the clearing broker will be obligated to
complete the delivery from its account.

ART option #2 will be modified to enable banks to view ID Net receives from a
specific broker by entering the broker number in the new “3Pty:” search field. To
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view ID Net receives from a specific broker, the bank should enter 919 in the
“Contra#” field, the broker in the “3Pty” field and R in the “Del/Rec/All” field.

Broker Views in ART for ID Net Deliveries:

Brokers will not see the ID Net deliveries that are being made on their behalf by the
ID Netting Deliver account #919 in ART. Brokers will be able to view their ID Net
deliveries in the new “ID Net Tran Auth Inquiry” option in the IMS function. In
this option, Brokers should place an X next to the “Delivers” field to view all of their
ID Net deliveries that will be made from the 919 ID Netting Deliver account.

Broker Views in ART for ID Net Receives:

Broker will not see the ID Net receives that are being made to the ID Netting
Receive account #719 in ART. Brokers will be able to view their ID Net receives in
the new “ID Net Tran Auth Inquiry” option in the IMS function. In this option,
Brokers should place an X next to the “Receives” field to view all of their ID Net
receives that will be made to the ID Netting Receive account #719.

RMCI (Risk Management Control Inquiry)

Bank Views in RMCI for ID Net Receives and Deliveries

Authorized bank ID Net deliveries and receives will be displayed in RCMI the same
way as in the PEND function described below.

Broker Views in RMCI for ID Net Receives and Deliveries

Brokers will not be able to view ID Net Deliveries and Receives in the RMCI
function since they will not receive the settlement credit for the deliveries from the
ID Netting Deliver account #919 or the settlement debit for the receives to the ID
Netting Receive account #719.

PEND (Pending Inquiry)

Bank Views in PEND for ID Net Deliveries:

Authorized Bank ID Net deliveries will be displayed in PEND with the 1D Netting
Receive account #719as the contra if the bank has insufficient position or
insufficient collateral. However, if the Bank ID Net delivery is pending due to
insufficient collateral on the part of the broker in the 3™ party field, the broker will
be displayed as the contra.

Bank Views in PEND for ID Net Receives:

Authorized Bank ID Net receives will be displayed in ART with the ID Netting
Deliver account #919 as the contra if a Bank has insufficient collateral or debit cap.
However, if the Bank’s ID Net receive is pending because the broker identified in
the third party field has insufficient collateral the broker will be displayed as the
contra.

Broker Views in PEND for ID Net Deliveries:
Brokers will only be able to view their ID Net deliveries in PEND that the 1D Netting
Deliver account #919 is making on their behalf, if the deliveries are recycling

30



Page 31 of 31

because the broker has insufficient collateral. If the deliveries are recycling because
the bank has insufficient collateral or debit cap or there is insufficient position in the
ID Netting Deliver account #919, the broker will not see the delivery in the PEND
function. Brokers will be able to view all of their ID Net deliveries in the new “ID
Net Tran Auth Inquiry” option in the IMS function.

Broker Views in PEND for ID Net Receives:

Brokers will only be able to view their ID Net receives in PEND that are being sent
to the ID Netting Receive account #719 if the receives are recycling because the
broker has insufficient collateral. If the receives are recycling because the bank has
insufficient position or collateral, the broker will not see the receives in the PEND
function. Brokers will be able to view all of their ID Net receives in the new “ID Net
Tran Auth Inquiry” option in the IMS function.

Pend Holds

Banks

Banks will be permitted to place holds on their ID Net deliveries that are pending
for insufficient position in the PEND function.

Brokers
Brokers will not be permitted to place pend holds on their ID Net deliveries that are
being processed from the ID Netting Deliver account #919.
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