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Description

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

Harmonize NSCC'S ru\;s_regarding hea;mg procedure-s-;vith similar rules of NSCCs affiliales;-ﬂe_Fixe(-i Income |
Clearing Corporation and The Depository Trust Company.

Contact Information

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.

First Name |Allison ] Last Name %i?ﬁ%an

Title Associate Counsel N |
E-mail afinnegan@dtcc.com 7 N - - -
Telephone  (212) 8'55-328”37| Fax [(212) 855-3215 |

Signature

Pursuant to the requirements of the Securities Exchange Act of 1934,

has duly caused this filing to be signed on its behalf by the undersigned thereunto duly authorized officer.

Date [04/30/2007

By |Nikki Poulos As delegated by the General Counsel

(Title)

NOTE: Clicking the butten al right will digitally sign and lock I E—
this form. A digital signature is as legally binding as a physical | Nikki Poulos, npoulos@dtcc.com
signature, and once signed, this form cannot be changed. L e S
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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 | [Remove| [ 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
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Exhibit Sent As Paper Document
—

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
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Exhibit Sent As Paper Document

| Add

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
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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
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The self-regulatory organization may choose to attach as Exhibit 5 proposed
changes fo rule text in place of providing it in Item | 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

B T

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 proposed rule change is annexed hereto as Exhibit 5 and consists of
modifications to the Rules & Procedures (the “Rules”) of National Securities
Clearing Corporation (“NSCC” or the “Corporation”) with regard to Hearings,
including the adoption of a Minor Rule Violation Plan.

(b) Not applicable.

(c) Not applicable.

2, Procedures of the Self-Regulatory Organization.

(a) The proposed rule change was approved by the Credit and Market Risk
Management Committee of NSCC’s Board of Directors at a meeting held on
December 13, 2006.

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

(a) The purpose of the proposed rule change is to modify NSCC’s Rules regarding
hearing procedures afforded to members and applicants for membership and (where
practicable and/or beneficial), harmonize them with similar rules of NSCC’s affiliates,
The Fixed Income Clearing Corporation (“FICC”) and The Depository Trust Company
(“DTCY).

(i) Minor Rule Violation Plan

In 1984, the Commission adopted amendments to Rule 19d-1(c) under the
Securities Exchange Act of 1934 (the “Act”)’ that allow self-regulatory organizations to
adopt, with Commission approval, plans for the disposition of minor violations of rules’.

Currently under NSCC’s Rules, a member subject to disciplinary action has a
right to a hearing before a panel comprised of members of NSCC’s Credit and Market
Risk Management Committee’. Because some rule violations are not sufficiently serious
to merit Board review, NSCC is proposing to modify Rule 37 to reflect the adoption of a
Minor Rule Violation Plan within the meaning of Rule 19d-1(c)(2) of the Act, for those
rule violations that NSCC deems to be minor in nature. Consistent with Rule 19d-1(c)(2)

' 17 CFR 240.19d-1(c).
? See Securities Exchange Act Release No. 21013 (June 1, 1984), 49 FR 23828 (June 8, 1984).

* Unless the action or proposed action of the Corporation as to which the hearing relates has been taken or
has been proposed to be taken by the Credit and Market Risk Management Committee, in which case the
members of the panel shall be drawn from members of the Executive Committee of NSCC’s Board of
Directors. See Rule 37 (Hearing Procedures), Section 2.
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of the Act, NSCC will designate those rule violations for which a fine may be assessed in
an amount not to exceed $5,000 as minor rule violations.

NSCC also proposes to modify Rule 37 to reflect that in the event a member
disputes a fine imposed by NSCC, NSCC may examine a written statement submitted by
the member and, if deemed appropriate, may determine to waive the fine. Any alleged
violation not specifically denied within the members written statement shall constitute an
admission to that violation. The Corporation may deny the statement if it fails to set forth
a prima facie basis for contesting the violation.

NSCC will notify the Board of Directors (or a Committee authorized by the Board
of Directors) of its determination to waive the fine, providing the reasons for the waiver.
The Board/Committee may, in its discretion, determine to reinstate any fine waived by
the Corporation. If NSCC determines not to waive the fine, the member shall be entitled
to a hearing before the appropriate panel as detailed below.

(ii) Hearings for All Other Violations and Minor Rule Violation Appeals

For matters (a) involving an alleged violation of a NSCC rule for which a fine in
an amount of over $5,000 is assessed, (b) involving applicants for membership, or (c)
involving other disciplinary actions (i.e., to which the Minor Rule Violation Plan does not
apply), or for appeals from a Minor Violation Panel decision adverse to a member, the
member will be entitled to a hearing before a panel comprised of three individuals of the
NSCC Board of Directors, or their designees, (a “Panel”), appointed by the Chairman of
the Board, and shall not include any individual representing the member against which
the proposed action is to be taken, nor any person who had responsibility for the action or
proposed action of the Corporation as to which the hearing relates. Decisions of the
Panel will be final, however, the full Board of Directors will retain the right to modify
any sanction or reverse any decision of the Panel that is adverse to the member.

As is currently the case with respect to hearings, the member is afforded the
opportunity to be heard, and may be represented by counsel if desired. A record is kept
of the hearing, and the associated cost may, at the discretion of the panel, be charged in
whole or part to the member in the event that the decision is adverse to the member. The
member will be advised of the panel’s decision within ten business days after the

conclusion of the hearing. This will also apply with respect to the Minor Rule Violation
Plan.

(iii)  Administrative Changes: Uniformity in Timeframes

The proposed rule changes will also implement uniform time periods among
NSCC, DTC and FICC, by which actions on the part of a member or applicant must be
taken in order to request a hearing.

NSCC Rules 37 (Hearing Procedures) and 45 (Notices) currently provide that a
member has seven business days from the date on which the Corporation first informed it




