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Form 19b-4 Information

Add | [Remove| | View

Tha self-reguiatory organization must provide all requifed information, presented in a
clear and comprehensible manner, to enable the public 1o provide meaningful
comment on the proposal and for the Commission to determine whether the
proposal is consistent with tha Act and applicable rules and regulations under the Act.

Exhibit 1 - Notice of Proposed Rule Change  |N'¢ Nofice saction of this Farm 15b-+ must comply with the guicelines for

Ado Remay [ view

publication in tha Federal Register as well as any requirements for glecirenic liling
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 Handboaok, October 1958 Revision  For example, all
references to the federal securities laws must incluede the corresponding cite to Lhe
United States Codo in a footnote  All references ta SEC rules mus! include he
commesponding aite to the Code of Federal Regulations in a footingte. All references
1o Securities Exchange Act Releases must includa the releasa number, release
date. Federal Register cite, Federal Registar date, and corresponding file numbear
(o0, SR|SROJ--0x). A matarial failurg 1o comply with these guidelines will result in
the proposaed rule change being deamed not properly filed. See also Rule 0-3 under
e Act {17 CFR 240.0-3)

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

e
| Acll:l_ Remove| | View

Exhibit Sem As Pagar Documend

Copies of notices, wnllen comments, ranscripts, other communications. It such
documents cannot be filed slectronically in accordance with instruction F, they snall
ba filed in accordance with Instruction G

Exhibit 3 - Form, Report, or Questionnaire

Add !Rnrrmwe Wiew

Exnimit Sent As Paper Dacumant

Copigs of any torm, repor, of guestionnaire that the sell-regulaiory arganization
proposes to use 10 help implement or operale the proposed rule change, or that is
referred to by the proposed rulé change

Exhibit 4 - Marked Coples

| .-‘u:ll:t_| Remave| | View

The full texe shall be marked, in any convenient manner, fa indicate additions to and
delations from the immediately preceding filing. The purpose of Exhibit 4 is 10 permit
the staff to identify immediataly the changes made from the taxt of the rule with which
it has bean working

Exhibit 5 - Proposed Rule Text

Add | |Remove | Wiew

The sell-regulatory arganization may choose to attach as Exhibil 5 proposed
changes to rule text in place of providing it in ltem | and which may otherwise be
mare easily readable if provided separately from Form 18b-4, Exhibil 5 shall be
considerad par of the proposed rula change

Partial Amendment

Add | |[Remove! [ View

It the sell-reguiatory arganization is amanding only part of the text of a langthy
proposad rule change, it may, with the Commission's permission, lile only those
portions of the taxt of the proposed rule change in which changes are being made I
tha filing {ie partial amendment) is clearly understandable on its face  Such partial
amandmant shall be clearly identified and marked to show delations and additions




Bolded. underlined text indicates additions proposed by the Amendment [

1. Text of Proposed Rule Change.

(a) The text of the proposed rules changes is attached hereto as Exhibit 5.
(b) Mot applicable.
(c) Not applicable.

2. Procedures of the Self-Regulatory Organization.

(a) The Credit and Market Risk Management Committee of NSCC approved the
proposed rule filing on February 14, 2007.

Led

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

(a) The purpose of this filing is to amend the NSCC rules as they relate to membership
disqualification criteria in an effort to create more uniformity between the rules of NSCC and the
rules of NSCC’s alfiliates, Fixed Income Clearing Corporation (“FICC™) and The Depository
Trust Company (“DTC™), where practicable and/or beneficial,

Currently Addendum S of the rules sets forth NSCC’s policy as to standards relating to
competence for membership.! The Addendum includes both objective and subjective factors
which may be considered by NSCC in its evaluation of an applicant, or the continucd
membership of a particular member. Going forward, NSCC is proposing lo amend its rules to
only include those disqualification criteria that can be objectively monitored by Risk
Management. For example, NSCC proposes to delete from the Rules specific references to
criteria that may not be reported in a regulatory background check, such as an entity being
subject to “heightened supervision™ by a regulatory body. NSCC is proposing to include in its
Rules a general provision to permil consideration of events with respect to an applicant or
member that may not be expressly mentioned but that may impact a member’s suitability as a
member,

In addition, pursuant to NSCC's current disqualification criteria, NSCC can consider the
criteria with respect to a person or entity that has “significant managerial responsibility” over the
applicant or member. Because it is not easily ascertainable as to what entities or mdividuals
have “significant managerial responsibility” over a particular entity, NSCC is proposing o
amend these provisions in the rules so that they are consistent with internal surveillance
procedures. Going forward, NSCC will extend the reach of certain disqualification criteria to

U A ddendum S was added to NSCC’s Rules in 1998, See SEC Release No. 34-40185; File No. SR-NSCC-97-13,




persons and/or entities acting as “controlling management,” which will include those officers of
5 . & 3
the entity that are currently screcned by Risk Management pursuant to intemal procedures,”

Specifically, NSCC’s disqualilication criteria will now include:

(1) An applicant or member being subject to statutory disqualification as defined in
Scction 3(a)(39) of that Secunities Exchange Act of 1934, While this provision
currently exists in the rules, 1t will be moved within the rules and be grouped with all
other disqualification criteria.

(if) An applicant, member or its controlling management making a misstatement ol
material facts; committing fraudulent acts; or being convicted of any of the crimes
listed in the Rule,

(iif) An applicant, member or its controlling management being permanently or
temporarily enjomned from acting on behalf of a financial institution such as a broker-
dealer.

(iv) An applicant or member’s suspension or termunation from participation in a
national sccurities association, exchange registered under the Exchange Act, a self-
regulatory organization, clearing agency or securities depository.

Pursuant to the proposed changes, NSCC will also continue to be able to cease to act for a
member when any of the factors in sections (i) through (iv) above are present. Addendum S will
be struck entirely from the rules, and the listed disqualification criteria will be included in
NSCC’s proposed Rule 2A “Initial Membership Requirements.”™

(b) The proposed rule change 1s consistent with the requirements of the Sccurities
Exchange Act of 1934, as amended (the "Act"), and the rules and regulations thereunder, because
it provides consistency and transparency with respect to the disqualification criteria in the NSCC
rules, thereby promoting the prompt and accurate clearance and settlement of securities
fransactions.

4, Self-Regulatory Organization's Statement on Burden on Competition.

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

5. Self-Regulatory Organization's Statement on Comments on the Proposed Rule Change
Reecived (rom Members, Participants, or Others.

* The NSCC rules will also provide that applicants and members must notify NSCC if any member of its
controlling management is or hecomes subject to a statutory disqualification, as defined in Section 3(2)(26) of
the Securities Exchange Act,

P See SR-NSCC-2006-17. This filing proposes to reorganize NSCC's rules related to membership standards and
membership requirements.




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

0. Extension of Time Period for Commission Action.

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

Basis for Summary Effectiveness Pursuant to Scetion 19(b)(3) or for Acceclerated
Effectiveness Pursuant to Section 19(b)(2).

(a) Not applicable.
(b) Not applicable.
(c) Not applicable.
(d) Not applicable.

8. Proposed Rule Change Based on Rules of Another Self-Regulatory Organization or of the
Comnussion,

Certain portions of the proposed rule changes are based on conforming changes that will
be proposed by NSCC’s affiliates, the Fixed Income Clearing Corporation and The Depository
Trust Company.

9. Exhibits

Exhibit | — Notice of proposed rule change for publication in the Federal Register.
Exhibit 5 - Text of the Proposcd Rules Changes.




Bolded. underlined text indicates additions proposed by the Amendment 1.

EXHIBIT 1

SECURITIES AND EXCHANGE COMMISSION

(Release No. 34- ; File No. SR-NSCC-2007-04)

SELF-REGULATORY ORGANIZATIONS

Proposed Rule Change by THE NATIONAL SECURITIES CLEARING
CORPORATION (“NSCC”) relating to applicant and member disqualification criteria,

Pursuant to Section 19(b)(1) of the Secunties Exchange Act of 1934 (the “Act™), 15
U.S.C. 78s(b)(1), notice is hereby given that on , NSCC filed with the
Securities and Exchange Commission ("Commission”) the proposed rule change as
described in Items I, I, and Il below, which ltems have been prepared by NSCC. The
Commission is publishing this notice to solicit comments on the proposed rule change from
interested persons.

L Self-Regulatory Oreanization's Statement of the Terms of Substance of the
Proposed Rule Change

The text of the proposed rule change is attached hereto as Exhibit 5.

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

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

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

(1) The purpose of this filing is to amend the NSCC rules as they relate to
membership disqualification criteria in an effort to create more uniformity between the
rules of NSCC and the rules of NSCC’s affiliates, Fixed Income Clearing Corporation
(“FICC”) and The Depository Trust Company (“DTC"), where practicable and/or
beneficial.




Currently Addendum § of the rules sets forth NSCC’s policy as to standards
relating to competence for membership.' The Addendum includes both objective and
subjective factors which may be considered by NSCC in its evaluation of an applicant, or
the continued membership of a particular member. Going forward, NSCC is proposing to
amend its rules to only include those disqualification criteria that can be objectively
monitored by Risk Management. For example, NSCC proposes to delete from the Rules
specific references lo criteria that may not be reported in a regulatory background check,
such as an entity being subject to “heightened supervision” by a regulatory body. NSCC
1s proposing lo include in its Rules a general provision to permit consideration of events
with respect to an applicant or member that may not be expressly mentioned but that may
impactl a member’s suitability as a member.

In addition, pursuant to NSCC’s current disqualification criteria, NSCC can
consider the criteria with respect to a person or entity that has “significant managerial
responsibility” over the applicant or member. Because it is not easily ascertainable as to
what entities or individuals have “significant managenial responsibility” over a particular
entity, NSCC is proposing to amend these provisions in the rules so that they are
consistent with internal surveillance procedures. Going forward, NSCC will extend the
reach of certain disqualification criteria to persons and/or entities acling as “controlling
management,” which will include those officers of the entity that are currently screened
by Risk Management pursuant to intcrnal pmm:f_iurus_2

Specifically, NSCC’s disqualification criteria will now include:

(1) An applicant or member being subject to statutory disqualification as
defined in Scction 3(a)(39) of that Securities Exchange Act of 1934, While
this provision currently exists in the rules, it will be moved within the rules
and be grouped with all other disqualification critena.

(i)  An applicant, member or its controlling management making a
misstalement of material facts; committing fraudulent acts; or being convicted
of any of the crimes listed in the Rule.

(111) An applicant, member or its controlling management being permanently
or temporarily enjoined from acting on behalf of a financial institution such as
a broker-dealer.

(iv) An applicant or member’s suspension or termination from participation
in a national sccurities association, exchange registered under the Exchange
Act, a self-regulatory organization, clearing agency or securities depository.

' Addendum $ was added to NSCC's Rules in 1998. See SEC Release No. 34-401835; File Mo, SR-NSCC-
7-13.

" The NSCC rules will also provide that applicants and members must notifv NSCC if anv member

of its controlling management is or becomes subject to a statutory disqualification. as defined in

Section 3(a)(26) of the Securities Exchange Act,




Pursuant to the proposed changes, NSCC will also continue to be able to cease to
act for a member when any of the factors in sections (i) through (iv) above are present.
Addendum S will be struck entirely from the rules, and the listed disqualification criteria
will be included in NSCC's proposed Rule 2A “Initial Membership Rf.='.+:1uir'.=:|'m=:ms.”j

(i1) The proposed rule change is consistent with the requirements of the Securitics
Exchange Act of 1934, as amended (the "Act"), and the rules and regulations thereunder,
because it provides consistency and transparency with respect to the disqualification
criteria in the NSCC rules, thereby promoting the prompt and accurate clearance and
seltlement of securities transaclions,

B. Sell-Reculatory Oreanization's Statement on Burden on Competition.

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

C. Sell-Regulatory Oreamization’s Statement on Comments on the Proposed Rule
Chanve Received from Members, Participants, or Others,

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

I11. 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 Reaster 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)  institutc proceedings to determine whether the proposed rule change should
be disapproved.

IV, Sohaitation of Comments

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

* See SR-NSCC-2006-17. This filing proposes to reorganize NSCC's rules related 1o membership standards
and membership requirements.




¢ Elcctronic comments may be submitted by using the Commission’s Internct
comment lorm (hitp://www.sec.gov/rules/sro.shiml), or send an e-mail to rule-
commentiwsec.gov. Please include File No. [XX] on the subject line.

» Paper comments should be sent in triplicate to Nancy M. Morris, Secretary,
Securities and Exchange Commission, 100 F Street, NE, Washington DC 20549-
10910,

All submissions should refer to File Number [XX]. This file number should be
mcluded 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.covirules/sro.shtml).
Copies of the submission, all subsequent 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 552, will be available for inspection and copying in the Commission’s
Public Reference Room Section 100 F Street, NE, Washington DC 20549-1090. Copies of
such filing also will be available for inspection and copying at the principal office of NSCC.
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 submission should refer to the file number
above and should be submitted within ___days afler the date of publication.

For the Commussion, by the Division of Market Regulation, pursuant to delegated
authority.

Nancy M. Momis




EXHIBIT 4

Underlined and bold indicates text proposed by SR-NSCC-2007-08

[Bolded, Bracketed] indicates deleted text proposed by SR-NSCC-2007-08

Bolded, underlined, italicized text indicates proposed additions made by this Amendment [ to
SR-NSCC-2007-08.

Shaded text indicates pending deleted language

*#¥ENote — some of the text denoted as “pending” below has been modified by Amendment
I to SR-NSCC-20006-17*#***

NATIONAL SECURITIES CLEARING CORPORATION

DEFINITIONS

FkE

Controlling Management

The term “Controlling Management™ shall mean the Chief Executive Officer.
the Chief Financial Officer, and the Chief Operations Officer. or their
equivalents. of an applicant or Member,

o

RULE 2A INITIAL MEMBERSHIP REQUIREMENTS

In furtherance of the Corporation’s rights and authority to establish standards for
membership, the Corporation shall establish, as it deems necessary or appropriate, standards of
linancial responsibility, operational capability, experience and competence for membership
applicable to Members and to Limited Members. The Corporation shall also establish guidelines

for the application ol such membership standards,

S |y




B. Membership Standards

Tln. orati approve a membership application v upon a determination
by the Co l.hut the applman_t_n_mct_s_ the gualifications and financial, operational and other
standards agulicahlc_m its membership type as set forth in Addendum B of these Rules, or such

other qualifications and standards as the Corporation may promulgate. If the applicant is subject
to a Statutory Disqualification or an order of similar effect issued by a Federal banking agency or
other examiming authority or regulator, the Corporation may take such factor into consideration
when making its determination. '

C. Application Documents

Each applican ;glgg[ , 8 rf:quircd by the Co mnrmigm ["rg;;g time to timc CDI‘I’IE!LT_C and

Q:-_rp_r:-rﬂ_m_n__t_rgn n__r_m 10 L1[|1; and shall ]:rrm'ldc_such other r_c;gnm! op1 g;ggg,_ﬁnmmml and_m
information as the Corporation may determine are appropriate for each membership type. Each
i_ip_E]icm;! (as determined by the Corporation) must also fulfill, within _thc_t_imeLramgs establizshed
by the Corporation, any operational testing requirements (the scope of such testing to be
determined by the Corporation in its sole dlqgrguﬂlﬂ and related reporting requirements (such as

reporting test results to the Corporation in a manner specified) that may be imposed by the
Corporation 1o ensure the operational ca capahlhtg of the applicant.

Any 1nfornﬂtmn E‘ummh;;i to the ggmoratmn pursufmt to this Rule shall be held ir ball be held in the

app_r _pn jurisdiction over T:he Eg E&OLWhICh relate to 1h3
confidentiality nf'reggrgi-: to the extent permitted by law, rule or regulation.

D. Evaluation of Applicant

In evaluating a membership application, the Corporation shall, in addition to reviewing
'ghu gualifications and standards sct forth in Sections 1.A. and 1.B. of this Rule, review any
icant Questionnaire and any other information submitt:::_:j_]::}f_t];g__a licant t ‘orporation
‘md shall have such authority to examine the financial responsibility and operational capability of
any applicant as set forth in Rule 15,

t Pursuant 1o itz authosty, the Corporation has established puidelines with regard to character and oter
consuleratons that are reflecred in Addendum S 10 these Rules (Statement of Policy, Standards Relanng o
Comperence for Membership),




The Corporation shall approve an applicant only upon a determination by the Corporation
that the applicant mects the qualifications, standards and other requirements applicable to the
relevant membership type.

Notwithstanding that a membership application shall have been approved by the
Corporation, if a matenial change in condition at the applicant occurs which could bring into
question the applicant's ability to perform, and such material change becomes known to the
Corporation prior to the applicant commencing use of the Corporation's services (or, for Settling
Bank Only Members, prior to the applicant commencing the services of a Settling Bank ), the
Corporation shall have the right to stay commencement by the applicant until a reconsideration
of the applicant's financial responsibility and operational capability can be completed. As a result
of such reconsideration, the Corporation may determine to withdraw approval or condition the
approval upon the furnishing of additional information or assurances

If the Corporation determines that the applicant fails to meet any membership standards
but in the opinion of the Corporation any one or more of such standards as applied to the
applicant is unduly or disproportionately severe or the conduct of the applicant has been such as
not to make it against the interests of the Corporation, its participants, creditors or INVESLors to
approv 1 application, the Corporation may approve the application either unconditionally or

_____ basis. When approving an application on a conditional or

lemporary basis, the Corporation may obtain additional assurances from the applicant as
provided for in Rule 15,

Notwithstanding the foregoing, the Corporation may deny an application or request to use
one or more additional services of the Corporation upon a determination by the Corporation that
the Corporation does not have adequate personnel, space, data processing capacily or other
operational capability at such time to perform its services for the applicant or participant without
impairing the ability of the Corporation to provide services for its existing participants, to assure
the prompt, accurate and orderly processing and settlement of securities transactions or to
otherwise carry out its functions; provided, however, that any such applications which are denied
pursuant to this paragraph shall be approved as promptly as the capabilities of the Corporation
permit.

Before denying an application pursuant to this Rule, the Corporation shall furnish the
applicant with a concise written statement setiing forth the specific grounds under consideration
upon which any such denial may be based and shall notify the applicant of its right to request a
heaning to determine whether the application should be denied, such request to be filed by the
applicant with the Corporation pursuant to Rule 37,

E. Membership and Other Agreements

Each applicant to become a Memb utual Fund/Insurance Services Member, Insurance
Carrier/Retirement Services Member, Fund Member, Third Party Administrator Member or Data
Services Only shall sign and deliver to the Corporation an instrument in writing whereby the
applicant shall agree, among other things:




(a) That the only services or systems, which the participant may uti ize, arc those that are
permitted by the Corporation. If the participant intends only to use the (i) Mutual Fund

Services and/or (11) the Insurance and Retirement Processing Services, that the participant
will so limit its activities at the Corporation;

(b) The Rules of the Corporation shall be a part of the terms and conditions of €VEry contract
or transaction which the participant may take or have with or through the Corporation;

(c) Not to submil, clear or settle through the Corporation any contract or transaction unless
the Rules of the Corporation are part of the terms and conditions of such contract or
transaction;

(d) That it has reviewed the Rules of the Corporation including the rovisions of Rule 4
relating to the Clearing Fund and Addendum D relating to the non-guarantee by the
Corporation of payments made in the settlement of transactions submitted through the
Corporation’s services;

(e) To abide by the Rules of the Corporation and be bound by all the provisions thercof, and

that the Corporation shall have all the rights and remedies contemplated by said Rules,
Notwithstanding that the participant may have ceased to be a participant, the participant
shall continue to be bound by the Rules of the Corporation as to all matters and

transactions occurring while a participant;

(f) To be bound by any amendment to the Rules of the Corporation with respect to any
transaction occurring subsequent to the time such amendment takes effect, as fully as
though such amendment were now a part of the Rules of the Corporation; provided,
however, that no such amendment shall affect the participant’s right to cease to be g
participant or alter the provisions of Rule 4, unless before such amendment becomes
effective, the participant is given an opportunity to give written notice to the Corporation
of the participant’s election that the Corporation shall cease to act for the participant;

©

Not to submit or confirm any transaction, charge, request, instruction or transmission
through the Corporation’s services, nor to otherwise utilize the Corporations serv ices, in
contravention of any law, rule, regulation or statute;

(h) To pay to the Corporation the compensation provided for under the Rules ol the
Corporation for services rendered to the participant, while a participant”;

“With respect to Fund Members, the applicant shall agree 1o pay o the Corporation the compensaton provided for by
the Rules of the Corporanon for Fund/Serv Liligible Fund transacuons if the apphicant distabutes shares on a prnapal

basis. However, to the extent the applicant distnbutes shares of an_investment company regulated under the
Invesiment Company Act of 1940, as amended, on an agency is, then the applicant shall ageee 1o pay to the
Corporaton the compensanon provided for by the Rules of the Corporation for trnsactions in such invesmment
company shaes 1o the extent that the applicant can recover such amount from the investment company(ics) whose
shares 1t dhstnbures, Whether the applicant distnbures shares on 4 ponapal o agency basis, the applicant shall agree 10
pay_such fines as may be imposed in accordance with such Rules of the Corporaton for the falure to comply
therewsth,




