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Proposed Rule Change by National Securities Clearing Corporation

Pursuant to Rule 19b-4 under the Securities Exchange Act of 1934

Initial Amendment Withdrawal Section 19(b)(2) Section 19(b)(3)(A) Section 19(b)(3)(B)

v v

Pilot Extension of Time Period = ]|
for Commission Action [

Description

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

Amend NSCCs rules as they relate to membership disqualification criteria in an effort to create more uniformity
between the rules of NSCC and its affiliates, Fixed 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 !Ftnnegan i
Title Associate Counsel
E-mail aﬁnne-gan@dtcc,com

Telephone |(212) 855-3283 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

(Name)

(Title)

NOTE: Clicking the button at right will digitally sign and lock ;
this form. A digital signature is as legally binding as a physical Nikki Poulos, npoulos@dtcc.com i

signalure, and once signed, this form cannot be changed -
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For complete Form 19b-4 instructions please refer to the EFFS website.

Form 19b-4 Information The self-regulatory organization must provide all required information, presented in a
o - clear and comprehensible manner, to enable the public to provide meaningful
[ Add J LREITIOVE‘ [ View ‘ comment on the proposal and for the Commission to determine whether the

e proposal is consistent with the Act and applicable rules and regulations under the Act.

Exhibit 1 - Notice of Proposed Rule Change 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
I Add i iRemovewl [ View | as published by_the Commission (if ap|‘:!icable)‘ , Th.e Office _of the Fefﬁeral Register
i | | (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-[SROJ-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, Copies of notices, writt,&n commentfs, trar}scripis, other ccfmmunications, If such
documents cannot be filed electronically in accordance with Instruction F, they shall

Transcripts, Other Communications Sl ;i :
be filed in accordance with Instruction G.

68| Remors | View

Exhibit Sent As Paper Document

Exhibit 3 - Form, Report, or Questionnaire 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

[_ Add ] {Removei l View referred to by the proposed rule change.

Exhibit Sent As Paper Document
1

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.

L Add | Ii?_(Ke“mc»vei ’

Exhibit 5 - Proposed Rule Text The self-regulatory organization may choose to attach as Exhibit 5 proposed
- ) - changes to rule text in place of providing it in Item | and which may otherwise be
| Add {Remove} | View | more easily readable if provided separately from Form 19b-4. Exhibit 5 shall be
En | d BT

P " 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
= L 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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i Text of Proposed Rule Change.

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

3. Self-Regulatory Organization's Statement of the Purpose of, and Statutory Basis for, 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 affiliates, 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 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 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 permit 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 individuals
have “significant managerial 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 acting as “controlling management,” which will include those officers of
the entity that are currently screened by Risk Management pursuant to internal procedures.

Specifically, NSCC’s disqualification criteria will now include:

' Addendum S was added to NSCC’s Rules in 1998. See SEC Release No. 34-40185; File No. SR-NSCC-97-13.
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(i) An applicant or member being subject to statutory disqualification as defined in
Section 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 criteria.

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

(iii) 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 securities 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 Requirc:men‘[s.”2

(b) The proposed rule change is consistent with the requirements of the Securities
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
transactions.

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
Received from Members, Participants. or Others.

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

6. Extension of Time Period for Commission Action.

2 See SR-NSCC-2006-17. This filing proposes to reorganize NSCC’s rules related to membership standards and
membership requirements.
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NSCC 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).

(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
Commission.

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 1 — Notice of proposed rule change for publication in the Federal Register.
Exhibit 2 — N/A

Exhibit 3 — N/A

Exhibit 4 — N/A

Exhibit 5 - Text of the Proposed Rules Changes.




