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The self-regulatory organization must provide all required information, presented in a
clear and comprehensible manrer, 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 efectronic 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 1o 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
o Securities Exchange Act Releases must include the release number, release
date, Federal Register cite, Federal Register date, and correspending file number
(e.9., 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

[Ada” | [Remove] [ View |

Exhibit Sent As Pager Document

O

Copies of any form, report, or questionnaire that the self-regulatory organization
proposes to use 1o help implement or operate the proposed rule change, or that is
referred to by ihe proposed rule change.

Exhibit 4 - Marked Copies

] ] [ ]

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. | [R_em‘c'svej | Vview ]

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

Partia! Amendment

J A:d_d-‘”| IRemoveH View |

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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EXHIBIT 4

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

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

Double underlined text indicates pending additional language

NATIONAL SECURITIES CLEARING CORPORATION
DEFINITIONS

ke

RULE 2A INITIAL MEMBERSHIP REQUIREMENTS

G. Disqualification Criteria

Rule 15 provides the Corporation with the authority to establish, as it deems necessary or
appropriate, standards of financial responsibility, operational capability, experience and
competence for membership. The Rule also provides the Corporation with the authority to
establish guidelines for the application of such membership standards. Pursuant to this
authority, the Corporation has determined to establish the following additional standards.
The Corporation may deny membership to any applicant or cease to act for any participant
when such participant or its Controlling Management has a record that reflects:

(i) the applicant is subject to any Statutory Disqualification as defined
in_Section 3(a)(39) of the Exchange Act, or an order of similar effect issued by a
Federal or State banking authority, or other examining _authority or regulator,
including a non-U.S. examining authority or regulator:

(i) the applicant or its Controlling Management is responsible for: {(A)
making a misstatement of a material fact or has omitted to state a material fact to
the Corporation in connection with its application to become a Member or
thereafter, (B) fraudulent acts or a violation of the Securities Act of 1933, the
Exchange Act, or the Investment Company Act, the Investment Adyvisers Act or
any rule or regulation promulgated thereunder;




(iii) the applicant or its Controlling Management has been convicted
within the ten vears preceding the filing of the application or - at any time thereafter
of (A) any criminal offense involving the purchase, sale or delivery of any security,
or bribery, or burglary, or conspiracy to commit any offense referred to in this
subparagraph (jii), (B) the larceny, theft, robbery, embezzlement, extortion,
fraudulent conversion, fraudulent concealment, forgery or misappropriation of
funds, securities or other property, (C) any violation of Sections 1341, 1342 or 1343
of Title 18, United States Code, or (D) any other eriminal offense involving breach
of fiduciary obligation, or arising out of the conduct of business as a broker, dealer,
investment company, adviser or underwriter, bank, trust company, fiduciary,
insurance company, or other financial institution;

(iv} the applicant or its Controlling Management has been
permanently or temporarily enjoined or prohibited by order, judgment or decree
of any court or other sovernmental authority of competent jurisdiction from acting
as a broker, dealer, investment company, advisor or underwriter, bank, trust
company, fiduciary, insurance company, or other financial institution, or from
engaging or in continuing any conduct or practice in connection with any such
activity, or in connection with the purchase, sale or delivery of any security, and the
enforcement of such injunction or Drohibition has not been stayed; or

(v) the applicant has been expelled or suspended from or had jts
participation terminated by a national securities association or exchange registered
under the Exchange Act, or self-regulatory organization as defined in Section
3(2)(26) of the Exchange Act, or a Corporation that engages in clearance and
settlement activities or a securities depository, or has been barred or suspended
from being associated with any member of such _an exchange, association,
organization, Corporation, or securities depository.

The Corporation shall retain the right to deny membership to an applicant if the
Corporation becomes aware of any factor or circumstance about the applicant or its
Controlling Management, which may impact the suitability of that particular applicant as
a Member of the Corporation. Further, applicants are required to inform the Corporation
as to any member of its Controlling Management that is or becomes subject to Statutory
Disqualification (as defined in Section 3(2)(39) of the Exchange Act).

Finally, this Rule shall not be construed to limit the Corporation’s authority to deny
membership to, cease to act for, or obtain further assurances from, any applicant or
participant in accordance with the Corporation’s Rules and Procedures when the
circumstances warrant even if such circumstances include (or consist solely of) items that
are specifically not grounds for such action under this Rule.




EXHIBIT 5

Underlined and bold indicates proposed new text

[Bolded, Bracketed] indicates proposed deleted text

indicates pending deleted language

Double underiined text indicates pending additional language

NATIONAL SECURITIES CLEARING CORPORATION

DEFINITIONS

ek o

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.

Hadkk

RULE 2A INTTIAL MEMBERSHIP REQUIREMENTS

EC. 1. ELIGIBILITY FOR MEMBERSHIP

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
financial responsibility, operational capability, experience and competence for membership
applicable to Members and to Limited Members. The Corporation shall also establish guidelines
for the application of such membership standards.

A. Qualifications

A Person shall be gualified to become a participant if it satisfies the gualifications for
membership applicable to its membership type, as set forth in Addendum B of these Rules.

.




B. Membership Standards

The Corporation shall approve a membership application only upon a determination
by the Corporation that the applicant meets the qualifications and financial, operational and other
standards applicable to its membership tvpe as set forth in Addendum B of these Rules, or such
other qualifications and standards as the Corporation may promujgate. If the applicant is subject

to a Statutory Disqualification or an order of similar effect issued by a Federal banking agency or

other examining authority or regulator, the Corporation may take such factor into consideration
when making its determination. !

C. Application Documents

Each applicant shall, as required by the Corporation from time to time, complete and
deliver to the Corporation an Applicant Questionnaire in such form as prescribed by the
Corporation from time to time and shall provide such other repotts, opinions, financial and other
information as the Corporation may determine are appropriate for each membership tvpe. Each
applicant (as determined by the Corporation) must also fulfill, within the timeframes established
by the Corporation, any operational testing requirements (the scope of such testing to be
determined by the Corporation in its sole discretion) and related reporting requirements (such as
reporting test results to the Corporation in a manner specified) that may be imposed by the
Corporation to ensure the operational capability of the applicant.

Any information furnished to the Corporation pursuant to this Rule shall be held in the
same degree of confidence as may be required by law or the rules and regulations of the
appropriate regulatory body having jurisdiction over the applicant or which relate to the
confidentiality of records, 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
the qualifications and standards set forth in Sections 1.A. and 1.B. of this Rule, review any

Applicant Questionnaire and any other information submitted by the applicant to the Corporation

and shall have such authority to examine the financial responsibility and operational capability of
any applicant as set forth in Rule 15.

The Corporation shail approve an applicant only upon a determination by the Corporation
that the applicant meets 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 material change in condition at the applicant occurs which could bring into
guestion 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 Settlin

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 responsibilitv and operational capabilitv can be completed. As a result
of such reconsideration, the Corporation may determine to withdraw a roval 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 a licant has been such as
not to make it against the interests of the Corporation, its participants. creditors or investors to

approve such application, the Corporation may approve the application either unconditionally or

on a temporary or other conditional basis. When approving an application on a conditional or

temporary 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 capacity 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 ¢ 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 setting forth the specific grounds under consideration

upon which any such denial may be based and shall notify the applicant of its ri ht to request a

hearing 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 Member, Mutual Fund/Insurance Services Member, Insurance
arrier/Retirement Services Member, Fund Member. Third Part 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 utilize, are those that are

permitted by the Comporation. If the participant intends only to use the (i) Mutual Fund

ervices and/or (ii) the Insurance and Retirement Processine 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 every contract
or transaction which the participant may take or have with or through the Corporation;

(c) Not to submit, clear or settle through the Corporation any contract or transaction unless
the Rules of the Corporation are part of the terms and ¢onditions of such contract or

transaction:

(d) That it has reviewed the Rules of the Corporation including the provisions 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;

(¢) To abide by the Rules of the Corporation and be bound by all the provisions _thereof, 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;

(D) Tobe 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 a
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;

(g) Not to submit or confirm any transaction, charge, request, instruction or transmission

through the Corporation’s services, nor to otherwise utilize the Corporations services, in
contravention of any law, rule, regulation or statute;

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

Corporation for setvices rendered to the participant, while a participant™:

(1) Topay such fines while a participant as may be imposed in accordance with the Rules of
the Corporation for the failure to comply therewith;

() Lfapplicable to its membership type, to pay to the Corporation any amounts which,
pursuant to the provisions of Rule 4, shall become payable by the participant to the
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Corporation and that the determination by the Board of Directors of the Co oration of al]

questions affecting the charges to which the participant’s contribution to the Clearing

Fund (if required pursuant to Rule 4) are or may be subject shall be final and conclusive:

(k) That its books and records’ shall at all times be open to the inspection of the dul

anthorized representatives of the Corporation, and that the Corporation shall be furnished
with all such information in respect of the participant’s business and transactions as it
may require, provided that if the participant shall cease to be a participant, the
Corporation shall have no right to inspect the participant’s books and records or to

require information relating to transactions wholly subsequent to the time when the
participant ceases to be such; * and

(1} That to the extent the participant authorizes an agent (if permitted pursuant to the

Corporation’s Rules) to receive from and/or transmit to the Corporation data or
ayments, the participant shall be solely responsible for the acts of said agents as if it

were receiving and/or transmitting such data itself and that the fajlure of said agents to
perform shall not excuse the participant from a violation of the Corporation’s Rules.”

In addition to the above:

1. Members:

Members that are Municipal Securities Brokers’ Broker sponsored account applicants

shall sign and deliver to the Corporation an agreement in writine whereb the applicant
shall agree that (3) if securities received on a business day are pledeed rior to mone

settlement on that business day, the Corporation shall be paid directly by the pledgee

bank the amount the applicant is required to pay for the securities received or the

applicant's net settlement obligation for that business day, whichever is less: and (ii) no
securities received on a business day through a qualified securities deposttory shall be

laced in transfer, withdrawn or delivered to a third party for no value rior to paving the
Corporation the amount the applicant is obligated to pav for the recei t of the securities

or the applicant's net settlement obligation for that business day, whichever is less.

2. Third Party Administrator Members:
Third Party Administrator Member applicants shall sign and deliver to the

Corporation, (i) documentation and/or agreements in such form as required by the

® With respect to Fund Members the applicant shall agree that the Fund Member’s books and records and the

xtent the applicant is not a mana nt company, the books and records of each management company affiliated
with the applicant and, with respect to Fund/Serv Eligible Funds that are 1 investrnent companies regulated under
the Investment Company Act of 1940, as amended, the books and records of any cntity affiliated or having any
regulatory connection with the fund, shall at all times be open to inspection by the duly authorized representatives
of the Corporation and that th ration shall be furnished with all such information in respect of its business
and transactions as the oration require; provided that if it shall cease to be a Fund Member. the

orporation shall have no right to inspect i ks and recor r the books and record each such
management company and/or entity affiliate conn with the fund, as the case mav be, or to require

information relating to fransactions wholly subsequent to the time when it ceased to be a Fund Member,

! This provision is not applicabie to DSO Members or TPA Members,
* This provision is not applicable to TPA Members,
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Corporation from time to time, for the payment or collection of charges pursuant to Rule
26 of the Corporation for the processing of transactions through the Mutual Fund
Services and (ii) a duly completed Third Party Administrator Member Consent And
Authorization Form designating the Member(s)/Mutual Fund/Insurance Services
Member(s) who will be responsible for the settlement of orders initiated by the applicant.

Each applicant to become a Commission Billing Member, Settling Bank Only

Member or Municipal Comparison Only Member shall sign and deliver to the Corporation
such instruments in writing as the Corporation may require from time to time.

E. Original Clearing Fund Contribution

An applicant whose application has been approved by the Corporation shall, if required, pay to
the Corporation its original contribution to the Clearing Fund determined in accordance with the
provisions of Rule 4 and shall, if required, sign and deliver to the Corporation an instrument in
writing evidencing any open account indebtedness permitted pursuant to Rule 4.

G. Disqualification Criteria

Rule 15 provides the Corporation with the authority to_establish, as it deems necessary or
appropriate, standards of financial responsibility, operational capability, experience and
competence for membership. The Rule also provides the Corporation with the authority to
establish guidelines for the application of such membership standards. Pursnant to this
authority, the Corporation has determined to establish the following additional standards.
The Corporation may deny membership to any applicant or cease to act for any participant
when such participant or its Controlling Management has a record that reflects:

(i) the applicant is subject to any Statutory Disqualification as defined
in_Section 3(a)(39) of the Exchange Act, or an order of similar effect _issued by a
Federal or State banking authority, or other examining authority or regulator,
including a pon-U.S. examining authority or regulator;

(ii) the applicant or its Controlling Management is responsible for: {A)
making a misstatement of a material fact or has omitted to state a material fact to
the Corporation in connection with its application to become a Member or
thereafter, (B) fraudulent acts or a violation of the Securities Act of 1933, the
Exchange Act, or the Investment Company Act, the Investment Advisers Act or
any rule or regulation promulgated thereunder;

(iii) the applicant or its Controlling Management has been convicted
within the ten vears preceding the filing of the application or at any time thereafter
of (A) any criminal offense involving the purchase, sale or delivery of any security,

or bribery, or burglary, or conspiracy to commit any offense referred to in this




subparagraph (iii), (B) the larceny, theft, robbery, embezzlement, extortion,
frandulent conversion, fraudulent concealment, forgery or misappropriation of
funds, securities or other property, (C) any violation of Sections 1341, 1342 or 1343
of Title 18, United States Code, or (D) any other criminal offense involving breach
of fiduciary obligation, or arising out of the conduct of business as a broker, dealer,
investment company, adviser or underwriter, bank, trust company, fiduciary,
insurance company, or other financial institution;

(iv) the applicant or its Controlling Management has been
permanently or temporarily enjoined or prohibited by order, judgment or decree
of any court or other governmental authority of competent jurisdiction from acting
as a broker, dealer, investment company, advisor or underwriter, bank, trust
company, fiduciary, insurance company, or other financial institution, or from
engaging or in continuing any conduct or practice in connection with any such
activity, or in connection with the purchase, sale or delivery of any security, and the
enforcement of such injunction or prohibition has not been staved: or

(v) the applicant has been expelled or suspended from or had its
participation terminated by a national securities association or exchange registered
under the Exchange Act, or self-regulatory organization as defined in Section
3(a)(26) of the Exchange Act, or a Corporation that engages in clearance and
settlement activities or a securities depository, or has been barred or suspended
from being associated with any member of such an exchange, association,
organization, Corporation, or securities depository.

The Corporation shall retain the right to deny membership to an applicant if the
Corporation becomes aware of any factor or circumstance about the applicant or its
Controlling Management, which may impact the suitability of that particular applicant as
a Member of the Corporation. Further, applicants are required to inform the Corporation
as to any member of its Controlling Management that is or becomes subiject to Statutory
Disqualification (as defined in Section 3(a)(39) of the Exchange Act).

Finally, this Rule shall not be construed to limit the Corporation’s authority to deny
membership to, cease to act for, or obtain further assurances from, any applicant or
participant in accordance with the Corporation’s Rules and Procedures when the
circumstances warrant even if such circumstances include (or consist solely of) items that
are specifically not grounds for such action under this Rule.

Aok
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ADDENDUM B

QUALIFICATIONS AND STANDARDS OF FINANCIAL RESPONSIBILITY, AND
OPERATIONAL CAPABILITY AND BUSINESS HISTORY
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MEMBERS (Section 1);

MUTUAL FUND/INSURANCE SERVICES MEMBERS (Section 2 );

FUND MEMBERS (Section 3 )

INSURANCE CARRIER/RETIREMENT SERVICE MEMBERS (Section 4);
ICIPAL COMPARISON ONLY MEMBERS (Section 5):
DATA SERVICES ONLY MEMBERS (Section 6):
OMMISSION BILLING MEMBERS (Section 7):
ETTLING BANK ONLY MEMBERS (Section 8) AND
THIRD PARTY ADMINISTRATOR MEMBERS (Section 9)

licant for membership in the Corporation shall meet the qualifications, financial

responsibility, operational capability and business history as applicable to its membership type.

has sufficient financial ability to make anticipated contributions to the Clearing Fund.
In addition to the above, the applicant must satisfy the following requirements:

SEC. 1. MEMBERS

A. Qualification

To qualify for membership, a Member shall be:

(i) a Registered Broker-Dealer; or
ii a bank or trust company, including a trust com any having [imited power
which is a member of the Federal Reserve stetn or is supervised and
examined by state or federal authorities havine su ervision over banks: or
iii a Registered Clearing Agency: or
iv)an Insurance Company or an Insurance Entity; or
v an Investment Company registered under Section 8 of the Investment
Company Act of 1940, as amended: or
(iv) __ifit does not qualify under paragraphs (i) through (v) above. an entity that

has demonstrated to the Board of Directors that its business and
=== e faled [0 i€ board of Directors that its business and

capabilities are such that it could reasonab] expect material benefit from

direct access to the Corporation's services,
B. Financial Responsibility

{
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The applicant shall satisfv the following minimum financial requirements:

1. Registered Broker-Dealers:

have excess net capital over the minimum net capital re uirement imposed
by the SEC or such higher minimum capital requirement imposed by the
brokers/ dealer's designated examining authority in the amount of (i
$500,000, or (i) $100.000. if such applicant is a Municipal Securities
Brokers® Brokers (as defined in Rule 15¢3-1(a}(8) of the Exchange Act) or
(ii1) $1,000,000 if such applicant clears for other broker/dealers: and

Members that are Municipal Securities Brokers' Broker sponsored account applicants
shall be in compliance with SEC Rule 15¢3-1( 2)(8).
2. Bank or trust companies:

a) Banks:
1) have at least $50 million in equity capital:? or
1i) have furnished to the Corporation a suarantee’ of its parent bank
bolding company respecting the payment of an and all obligations of the
bank applicant, and such parent bank holdine compan shall have total

-consolidated capital of at least $50 million; or
(b) Trust Companies:

in the case of a trust company that is not a bank, but is a member of the
Federal Reserve System or is an institution insured under the Federal

Deposit Insurance Act, have consolidated capital of at Jeast $10 million

and that is adequate in the judgment of the Co oration to the scope and

character of the business conducted by such trust company.
3. Others:

be required to satisfy such minimum standards of financial responsibility as
determined by the Corporation,

C. Operational Cagabilitg4

An applicant shall be qualified for membership ifit is able to satisfactorily communicate

with the Corporation and fulfill anticipated commitments to and meet the operational

? For the purpos he membershi ndards and surveillanc tus rules applicable to banks
“equity capital” is defined as defined on the Consclidated Report of Condition and Income (“Call Report™,

3 !

Cc d C ! - i
? An applicant must have the erational capability for mi ership or have an agreement, concerning the provision

of operational support services to such applicant, with an entity acceptable to the Corporation and which may not be
replaced without prior approval by the Corporation,

LVCILANCE
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reguirements of the Corporation with necessary promptness and accuracy and to conform to an
condition and requirement that the Corporation reasonably deems necessary for its protection.

D. Business History

An applicant must have an established business history of a minimum of six months or

personnel with sufficient operational background and experience to ensure the ability of the firm
to conduct such a business.

E. Other Considerations:
In addition to the above, the following shall apply:

Members -
if a Registered Broker-Dealer. not be known to be on a "closer-than-
normal" surveillance by its designated examining authority as that term is

defined by such designated examining authority,

SEC. 2. MUTUAL FUND/INSURANCE SERVICES MEMBERS

A. Qualification

To qualify for membership, a Mutual Fund/Tnsurance Services Menber shall be:

(1) a Registered Broker-Dealer; or

(ii)  abank or trust company, including a trust com any having limited power
which is 2 member of the Federal Reserve System or is supervised and

examined by state or federal authorities having supervision over banks; or
(i)  aRegistered Clearing Agency; or
(iv)  an Insurance Company or an Insurance Entity; or

v) an investment company registered under Section 8 of the Investment
Company Act of 1940, as amended: or

(vi)  ifit does not qualify under paraeraphs (i) throuch v) above, an entity that
has demonstrated to the Board of Directors that its business and
capabilities are such that it could reasonablv ex cct material benefit from

direct access to the Corporation's services.
B. Financjal Responsibility

The applicant shall satisfy the following minimum financial requirements:

L. Registered Broker-Dealers:

have $50,000 in excess net capital over the minimum net capital
requirement imposed by the SEC or such hi her minimum capital
requirement imposed bv the broker-dealer's desienated examinine

authority,

--19-_




2. Banks and trust companies:

have a Tier 1 Risk Based Capital (“RBC”) ratio of 6% or greater or, with

respect to trust companies which do not calculate a Tier 1 RBC ratio, have
at least $2 million in equity capital.

3. Insurance Companies:

have a Rigk Based Capital (“RBC”) Ratio, as derived from annual

statutory financial statements filed by it with its supervisory or reguiatory
entity (or, between filings of such annual statutory financial statements, an

RBC Ratio derived in a similar manner from then-current financial data ),
of 250% or greater.

4. Others shall:

be required to satisfy such minimum standards of financial responsibility
as determined by the Corporation.

C. Operational Caga.bilitg4

An applicant shall be qualified for membership if it is able to satisfactorily communicate
with the Corporation and fulfill anticipated commitments to and meet the operational
requirements of the Corporation with necessary promptness and accuracy and to conform to any
condition and requirement that the Corporation reasonably deems necessary for its protection.

D. Business History

An applicant must have an established business history of a minimum of six months or
personnel with sufficient operational background and experience to ensure the ability of the firm

to conduct such a business.

E. Other Considerations

In addition to the above, the following shall apply:

Mutual Fund/Insurance Services Members -

if a Registered Broker-Dealer. not be known to be on a "closer-than-

normal” surveillance by its designated examining authority as that term is
defined by such designated examining authority.

4 An applicant must have the operational capability for membership or have an agreement, concerning the provision

of operational support services to such applicant, with an entity acceptable to the Corporation and which may not be
replaced without prigr approval by the Corporation.




SEC. 3. FUND MEMBERS

A. Qualification
To qualify for membership, a Fund Member shall be;

(i) a Principal Underwriter as defined in Section 2(a)(29) of the Investment

Company Act of 1940, as amended, or a co-distributor. sub-distributor, or

is otherwise authorized to process transactions through the Corporation’s
Mutual Fund Services, and is a Registered Broker-Dealer; or

(1)  anInvestment Company registered under Section 8 of the Investment

Company Act of 1940, as amended: or

(i)  an Investment Adviser as defined in Section 202(a)(11 ) of the Investment

Advisers Act of 1940, as amended: or

(iv)  anInsurance Company; or

(v) a bank or trust company, including a trust company having limited power,
which 1s a member of the Federal Reserve Svstem or is supervised and
examined by state or federal authorities having supervision over banks; or

(vi)  ifit does not qualify under paragraphs (i) through (v) above. it is an entit
that has demonstrated to the Board of Directors that its business and
didl las demonstrated 1o the board ot Lirectors that its business and

capabilities are such that it could reasonably expect material benefit from
direct access to the Corporation's Services.

B. Financial Responsibility

The applicant shall satisfy the following minimum financial requirements:
1. Registered Broker-Dealers:

have $50,000 in excess net capital over the minimum net capital
requirement imposed by the Securities and Exchange Commission or such
higher requirement imposed by the broker-dealer's designated examining

authority.

2. Banks or trust companies:

have a Tier 1 Risk Based Capital (“RBC”) ratio of 6% or greater or, with
respect to trust companies that do not calculate a Tier I RBC ratio, have at

least $2 million in equity capital.

3. Investment Companies:

have a minimum of $100,000 in assets under management.

4. Investment Advisers:

have a minimum of $25,000,000 in assets under management and
$100.000 in total net worth.

2. Insurance Companies:
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bave a Risk Based Capital Ratio (“RBC™), as derived from annual

statutory financial statements filed by it with its supervisory or regulator

entity {(or, between filings of such annual statutory financial statements, an

RBC Ratio derived in a similar manner from then-current financial data),
of 250% or oreater,

6. Others shall:

be reguired to satisfy such minimum standards of financial responsibility as
determined by the Corporation.

C. Operational Cap_abilitg4

An applicant shall be qualified for membership if it is able to satisfactoril communicate
with the Corporation and fulfill anticipated commitments to and meet the o erational
requirements of the Corporation with necessary promptness and accuracy and to conform to an

condition and requirement that the Corporation reasonably deems necessary for its protection.

D. Business History

An applicant must have an established business history of a minimum of six months or

personnel with sufficient operational background and experience to ensure the ability of the firm

1o conduct such a business.

E. Other Considerations:

In addition to the above, the following shall apply:
Fund Members —

(i) if an Insurance Company, be in good standing in those states in which it is
licensed as an insurance company and in its state of organization; and

(ii) if a Registered Broker-Dealer, not be known to be on a "closer-than-

normal" surveillance by its designated examining authority as that term is

defined by such designated examining authority,

* An applicant must have the o rational capability for membership or have an agreement, concerning the nr vision

of operational support services to such applicant, with an entity acceptable to the Corporation and which may not be
l roval by the Co

replaced without prior ration.




SEC. 4, INSURANCE CARRIER/RETIREMENT SERVICES MEMBERS
A. Qualification

To qualify for membership, an Insurance Carrier/Retirement Services Member shall be:

(i} an Insurance Company.

B. Financial Responsibility

The applicant shall satisfy the following minimum financial requirements:

have a Risk Based Capital Ratio (“RBC”). as derived from annual statutor
financial statements filed by it with its su ervisory or regulatory entitv (or
between filings of such annual statuto financial statements, an RBC Ratio

derived in a similar manner from then-current financial data), of 250% or

greater.
C. Operational Capability®

An applicant shall be gualified for membership if it is able to satisfactoril communijcate
with the Corporation and fulfill anticipated commitments to and meet the operational
requirements of the Corporation with necessary prompiness and accuracy and to conform to an

condition and requirement that the Corporation reasonably deems necessary for its protection.

D. Business History

An applicant to become an Insurance Carrier/Retirement Services Member must have an
established business history of 2 minimum of six months or personnel with sufficient operational

background and experience to ensure the ability of the firm to conduct such a business.

E. Other Considerations:

In addition to the above, the followin shall apply:
—— A IHOI 10 the aD0Ve, the following shall apply:

Insurance Carrier/Retirement Services Members —
shall be in good standing in those states in which it is licensed as an

insurance carrier and in its state of organization.

* An applicant must have the operational capability for membership or have an agreement, concerning the provision
of operational support services to such applicant, with an entity acceptabic to the Corporation and which may not be
replaced without prior approval by the Corporation.
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SEC. 5. MUNICIPAL COMPARISON ONLY MEMBERS

A. Qualification

To qualify for membership, a Municipal Comparison Only Member shall be:

(i) aRegistered Broker-Dealer: or
(if) a bank or trust company, including a trust compan having limited power
which is a member of the Federal Reserve Svstem or is supervised and

examined by state or federal guthorities having supervision over banks; or
(it)aRegistered Clearing Agency; or
(iv)an Insurance Company or an Insurance Entity: or

(V) an Investment Company registered under Section 8 of the Investment
Company Act of 1940, as amended; or
(vi)ifit does not qualify under paragraphs (i) throu h (v) above, an entity that has

demonstrated to the Board of Directors that its business and ca abilities are

such that it could reasonably expect material benefit from direct access to the
Corporation's services.

B. Financial Responsibility

The Corporation shail approve an application to become a Municipal Comparison Only
Member only upon a determination by the Corporation that the applicant meets the standards of
financial responsibility as the Corporation may promulgate.

SEC. 6. DATA SERVICES ONLY MEMBERS

A. Qualification

To qualify for membership, a Data Services Only Member shall be:

® a Registered Broker-Dealer: or

(i} abank or trust company, including a trust company having limited power
which is a member of the Federal Reserve Systern or is supervised and

examined by state or federal authorities having supervision over banks; or
(ii))  aRegistered Clearing Agency; or
(iv)  anInsurance Company or an Insurance Entity; or
(v) it is an investment company registered under Section 8 of the Investment
Company Act of 1940, as amended; or
(vi)  aPrincipal Underwriter as defined jn Section 2(a)(29) of the Investment

Company Act of 1940, as amended, or a co-distributor, sub-distributor. or
is otherwise authorized to process mutual fund transactions: or

(vi))  an Investment Adviser as defined in Section 202(a)(11) of the Investment
Advisers Act of 1940, as amended: or
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(vii)) an organization or entity that acts as a third-party administrator on behalf
of a retirement or other benefit plan; or

(ix)  ifit does not qualify under paragraphs (i} throuch (viii) above, it is an

entity that has demonstrated to the Board of Directors that its business and

capabilities are such that it could reasonably expect material benefit from
direct access to the Corporation's services.

B. Financial Responsibility

The Corporation shall approve an application to become a Data Services Only Member

only upon a determination by the Corporation that the applicant meets the standards of financial
responsibility as the Corporation may promulgate.

SEC. 7. COMMISSION BILLING MEMBERS

A. Qualification

To qualify for membership, a Commission Billing Member shall be;

0 it is Registered Broker-Dealer; or
(i) __ifit does not qualify under paragraph (i) above, it is an entity that has

demonstrated to the Board of Directors that its business and capabilities

are such that it could reasonably expect material benefit from direct access
to the Corporation's services.

B. Financial Responsibility

The Corporation shall approve an application to become 2 Commission Billing Member

only upon a determination by the Corporation that the applicant meets the standards of financial
responsibility as the Corporation may promujgate.

SEC. 8. SETTLING BANK ONLY MEMBERS

A. Qualification

To gualify for membership, a Settling Bank Only Member shall be a bank or trust
company, including a trust company having limited power, which is a member of the Federal

Reserve System or has direct access to the Federal Reserve System.
B. Financial Responsibility
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The Corporation shall approve an a lication to become a Settlin Bank Onlvy Member
only upon a determination bv the Corporation that the applicant meets the standards of financial

responsibility as the Corporation may promulgate,
C. Operational Capability

The Corporation shall approve an a lication to become a Settlin Bank Only Member

only upon a determination by the Corporation that the applicant meets the standards of
operational capability as the Corporation may promulgate.

SEC. 9. THIRD PARTY ADMINISTRATOR MEMBERS

A. Qualification

To qualify for membership, a Third Party Administrator Member shall be an entity that
demonstrates to the Corporation that 1ts business and capabilities are such that it could

reasonably expect material benefit from direct access to the Corporation's services.

B. Operational Cagabilit)g4

An applicant shall be gualified for membership if it is able to satisfactorily communicate
with the Corporation and fulfill anticipated commitments to _and meet the operational
requirements of the Corporation with necessary promptness and accuracy and to conform to any
condition and requirement that the Corporation reasonably deems necessary for its protection.,

C. Business History

An applicant must have an established business history of a minimum of six months or
personnel with sufficient operational backeround and experience to ensure the ability of the firm
to conduct such a business.
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ADDENDUM S
(RESERVED FOR FUTURE USE)

[STATEMENT OF POLICY
STANDARDS RELATING TO COMPETENCE FOR MEMBERSHIP

Rule 15 provides the Corporation with the authority to establish, as it deems necessary or
appropriate, standards of financial responsibility, operational capability, experience and
competence for membership. The Rule also provides the Corporation with the authority to
establish guidelines for the application of such membership standards. Pursuant to this
authority, the Corporation has determined to establish the following additional standards,

The Corporation may deny membership to any applicant or cease to act for any participant
when a person (the “Person”) with significant managerial responsibility or otherwise with
significant ability to influence the policies and actions of the applicant or participant
(through ownership interest, contract or otherwise » Whether or not the Persons currently
act as a principal or registered representative, has a record that reflects:

(1) any felony conviction (or plea of guilty or nolo contendere) or pending felony
indictment or information or other institution of felony proceedings, or any
investment-related” misdemeanor conviction (or plea of guilty or nolo contendere)
or pending investment-related misdemeanor information or other institution of
criminal proceedings with respect to an investment-related misdemeanor;

2) permanent bar or temporary suspension of ability to act as a principal or registered
representative or otherwise to be associated with or perform designated functions
for a firm engaging in an investment-related business (other than any temporary
suspension for minor or technical violations);

(3) other disciplinary or adverse regulatory or administrative actions (except for
actions that are both isolated and minor) taken by any governmental, regulatory or
self-regulatory body (a “Regulatory Authority”);

(4) arbitrations, administrative proceedings, civil actions or other proceedings not
resolved in favor of the Person (except for proceedings that are both minor and
isolated), including, but not limited to, proceedings ending in settlements involving a
payment and proceedings that have not yet been adjudicated’ (collectively,
“Adverse Civil Proceedings”); provided, however, that

P The term “investment-related” pertains, but is not limited, to securities, commodities, banking, insurance
or real estate.]

[ Theterm “adjudicated” for purposes of this Statement of Policy shall be deemed to mean any
arbitration, proceeding or action that has been resolved subject to appeal, whether or not the resolution
has been stayed pending appeal.]
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(a) unadjudicated proceedings brought by someone other than a Regulatory
Authority shall not, by themselves, constitute grounds for the Corporation to deny
membership to an applicant or cease to act for a participant, and

(b) unadjudicated proceedings brought by a Regulatory Authority shall not, by
themselves, constitute grounds to cease to act for a participant but may constitute
grounds to deny membership to an applicant;

5) multiple customer complaints;

(6) a termination or permitted resignation after an investigation or allegation of sales
Practice problems or of violation of investment-related statutes, regulations or rules
or industry standards of conduct; or

(7 being subject to heightened supervision in accordance with guidelines or
recommendations promulgated by a Regulatory Authority.

In addition to the above, it is specifically understood that:

Any action, complaint, or proceeding of a type referred to in the enumerated items above
that is not taken against a particular Person shall nonetheless be deemed to be taken
against that Person if that Person=s activities are cited in whole or in part as being a
contributing cause to such action, complaint or proceeding.

Single instances under items (3) or (4) above may be considered as part of the adverse
regulatory history of a Person under this statement of policy (despite the plural designation
in such items) if there exist one or more other items of adverse regulatory history or if that
single instance indicates that the Person has a propensity to act in a manner that could
cause significant financial cost to the applicant or participant.

No Person shall be deemed to have a record that reflects an adverse regulatory history
under items (4) or (5) above due to being named in customer complaints or Adverse Civil
Proceedings merely because of the Persons=s management or ownership position in the
applicant or participant (as opposed to actually engaging in wrongful conduct, including
failure to supervise) unless the number of customer complaints or Adverse Civil
Proceedings are disproportionate to the size of the firm.

The Corporation may deny membership to an applicant or cease to act for a participant if
a correspondent of the applicant or participant or any entity for which the applicant or
participant is financially responsible would fail to meet the above membership Standards,
but only if the size of the business of the correspondent or other entity is significant relative
to the capital of the applicant or participant,

Finally, this Statement of Policy shall not be construed to limit the Corporation=s authority
to deny membership to, cease to act for, or obtain further assurances from, any applicant
or participant in accordance with the Corporation=s Rules and Procedures when the
circumstances warrant even if such circumstances include (or consist solely of) items that
are specifically not grounds for such action under this Statement of Policy. For example,
any unadjudicated proceeding that conld create significant financial difficulties for an
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applicant or participant may be grounds for such action even if it would not constitute
adverse regulatory history under this Statement of Policy.]
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