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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 infermation, 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 The Nolice 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 referances to SEC rutes 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, Federa! Register cite, Federal Register date, and corrgsponding file number
(e.8., SR-[SRO]-xx-xx). A material failure to cemply 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, wriﬂ_en commem.s, trar?scrlpts, other co_mmunicati-ons. If such
documents cannot be filed electronically in accordance with Instruction F, they shall

Transcripts, Other Communications
a pLs, be filed in accordance with Instruction G.

Exhibit Sent As Paper Document

a

Exhibit 3 - Form, Report, or Questionnaire

Exhidit Sent As Paper Document

Copies of any form, report, or questionnaire that the self-regulatory organization
proposes to use to hetp iImplement or operate the proposed rule change, or that is
referred to by the 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 The self-regulatory organization may choose to attach as Exhibit 5 proposed
changes to rule text in place of providing it in ltem | and which may otherwise be
more easily readable if provided separately from Form 19b-4. Exhibit 5 shali be
considered part of the proposed rule change.

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 mads 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 the Proposed Rule Change.

(a) The proposed rule change is annexed hereto as Exhibit 5.
(b) Not applicable.
(c) Not applicable.

2. Procedures of the Self-Regulatory Organization.

a) The NSCC Credit and Market Risk Management Committee approved the
proposed rule filing on June 20, 2007.

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

(a) When NSCC revised and updated its Continuous Net Settlement (“CNS”) system
in 2004, it provided the capability on any settlement day to take in and process
transactions due for settlement that day, provided the trades are recorded or compared
prior to an established cut-off time in the morning. This capability is currently provided
for as-of equity transactions, but has not yet been expanded to fixed income as-of
transactions.” Rather, settlement of fixed income corporate, municipal, and unit
investment trust (“UIT”) as-of trades (corporate, municipal, and UIT trades are
collectively referred to below as “CMU” trades) matched on or after their designated
settlement date currently occurs on the business day following the day they are compared.
Given that settlement risks associated with CMU trades would be reduced if they settled
on an accelerated, and therefore more timely, basis, in the same manner that equity as-of
trades are settled, NSCC is proposing to enhance its fixed income processing to permit
same day settlement of as-of fixed income transactions. 3 To accomplish this, NSCC
proposes to amend its Procedure II so that as-of CMU trades matched on or after their
originally designated settiement date would be processed in CNS (if CNS-eligible) on the
day they are submitted for comparison so long as they compare prior to the cut-off time
established for same day settlement (currently, prior to 11:30 a.m? (As-of trades not
eligible for CNS processing will settle on a trade-for-trade basis.)

! Securities Exchange Act Release No. 50026 (July 15, 2004), 69 FR 43650 (July 21, 2004) [File No. SR-
NSCC-2004-01].
2 As was stated in the above-mentioned SEC release, NSCC’s systems did not have same day settling trade
capability for fixed income transactions at that time. The release noted that a subsequent rule filing would
be made to make any necessary conforming changes at such time as the system is modified to accept and
grocess same day settling trades.

Please note that settlement of cash and next day CMU trades which are compared by the Corporation will
continue to be the responsibility of the parties to the trades (see Procedure IL D. 1. (g)).
* In addition, references in Procedure VII which currently note that debt securities are not eligible for such
accelerated settlement will be removed.
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Trades that match after the designated cutoff will continue to be assigned a
settlement date on the next business day.

In addition, because these trades are effectively guaranteed upon comparison, risk
associated with the trades will be mitigated through the existing component of the Clearing
Fund formula, as set forth in Procedure XV, which is intended to mitigate the risk to NSCC
associated with trades that are processed on a settlement cycle shorter than three days. Under
this component, activity specified for a shortened settlement cycle is isolated and a charge is
calculated. The component equals the average of a Member’s charges for the specified activity
on the three highest days with the charges for this purpose calculated over the most recent 20-
day period.”

(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 for increased efficiencies and reduces risk for both NSCC and its
Participants by allowing for more timely settlement of transactions; and as such, it
facilitates the prompt and accurate clearance and settlement of transactions in securities.

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
Chanee 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.

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) or Section 19(b)}(7)(D).

(a) Not applicable.

(b) Not applicable.

5 For more information on this component please see Securities Exchange Act Release No. 54816
(November 27, 2006), 71 FR 69604 (December 1, 2006) [File No. SR-NSCC-2006-09].




Page 5 of 18

(©) Not applicable.

(d) Not applicable.

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

The proposed rule change is not based on the rules of another self-regulatory

organization or the Commission.

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 - Proposed Rule Text
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EXHIBIT 1

SECURITIES AND EXCHANGE COMMISSION

(Release No. 34- ; File No. SR-NSCC-2007-11)

SELF-REGULATORY ORGANIZATIONS

Proposed Rule Change by NATIONAL SECURITIES CLEARING
CORPORATION (“NSCC”) proposing to enhance its fixed income processing to permit
same day settlement of as-of fixed income transactions.

Comments requested within days after the date of this publication.

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

I Self-Regulatory Organization'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.

IL Self-Regulatory QOreanization'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. 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 Statutory
Basis for, the Proposed Rule Change

() When NSCC revised and updated its Continuous Net Settlement (“CNS”) system
in 2004, it provided the capability on any settlement day to take in and process
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transactions due for settlement that day, provided the trades are recorded or compared
prior to an established cut-off time in the morning." This capability is currently provided
for as-of equity transactions, but has not yet been expanded to fixed income as-of
transactions.” Rather, settlement of fixed income corporate, municipai, and unit
investment trust (“UIT”) as-of trades (corporate, municipal, and UIT trades are
collectively referred to below as “CMU” trades) matched on or after their designated
settlement date currently occurs on the business day following the day they are compared.
Given that settlement risks associated with CMU trades would be reduced if they settled
on an accelerated, and therefore more timely, basis, in the same manner that equity as-of
trades are settled, NSCC 1s proposing to enhance its fixed income processing to permit
same day settlement of as-of fixed income transactions.® To accomplish this, NSCC
proposes to amend its Procedure 11 so that as-of CMU trades matched on or after their
originally designated settlement date would be processed in CNS (if CNS-¢ligible) on the
day they are submitted for comparison so long as they compare prior to the cut-off time
established for same day settlement (currently, prior to 11:30 a.m? (As-of trades not
eligible for CNS processing will settle on a trade-for-trade basis.)

Trades that match after the designated cutoff will continue to be assigned a
settlement date on the next business day.

In addition, because these trades are effectively guaranteed upon comparison, risk
associated with the trades will be mitigated through the existing component of the
Clearing Fund formula, as set forth in Procedure XV, which is intended to mitigate the
risk to NSCC associated with trades that are processed on a settlement cycle shorter than
three days. Under this component, activity specified for a shortened settlement cycle is
isolated and a charge is calculated. The component equals the average of a Member’s
charges for the specified activity on the three highest days with the charges for this
purpose calculated over the most recent 20-day period.

(1) 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 for increased efficiencies and reduces risk for both NSCC and its
Participants by allowing for more timely settlement of transactions; and as such, it
facilitates the prompt and accurate clearance and settlement of transactions in securities.

' Securities Exchange Act Release No. 50026 (July 15, 2004), 69 FR 43650 (July 21, 2004) [File No. SR-
NSCC-2004-01].
% As was stated in the above-mentioned SEC release, NSCC’s systems did not have same day settling trade
capability for fixed income transactions at that time. The release noted that a subsequent rule filing would
be made to make any necessary conforming changes at such time as the system is modified to accept and
process same day setiling trades.

Please note that settlement of cash and next day CMU trades which are compared by the Corporation will
continue to be the responsibility of the parties to the trades (see Procedure II. D. 1. (q)).
* In addition, references in Procedure VII which currently note that debt securities are not eligible for such
accelerated settlement will be removed.
* For more information on this component please see Securities Exchange Act Release No. 54816
(November 27, 2006), 71 FR 69604 (December 1, 2006) [File No. SR-NSCC-2006-09].
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B. 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.

C. 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 been solicited or
received.

111 Date of Effectiveness of the Proposed Rule Change and Timing for Commission
Action :

Within 35 days of the date of publication of this notice in the Federal Register or
within such longer period (i) as the Commission may designate up to 90 days of such date if
it finds such longer period to be appropriate and publishes its reasons for so finding or (ii) as
to which the self-regulatory organization consents, the Commission will:

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

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

Iv. Solicitation of Comments

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

e Electronic comments may be submitted by using the Commission’s Infernet
comment form (http://www.sec.gov/rules/sro.shtml), or by sending an e-mail to
rule-comment@sec.gov. Please include File No. SR-NSCC-2007-11 on the
subject line.

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

All submissions should refer to File Number SR-NSCC-2007-11. This file number
should be included on the subject line if e-mail is used. To help the Commission process
and review your comments more efficiently, please use only one method. The Commission
will post all comments on the Commission’s Internet Web site
(http://www.sec.gov/rules/sro.shtml). Copies of the submission, all subsequent

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
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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, 100 F Street, NE, Washington
D.C. 20549-9303. Copies of such filing also will be available for inspection and copying at
NSCC’s principal office and on NSCC’s Web site at www.nscc.com All comments
received will be posted without change; the Commission does not edit personal identifying
information from submissions. You should submiit only information that you wish to make
available publicly. All submissions should refer to the file number above and should be
submitted within days afier the date of publication.

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

Nancy M. Motris
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EXHIBIT 5

Underlined, Boldfaced Text indicates additional language

Struck-through; Boldfaced Text indicates deleted language

* k%

NATIONAL SECURITIES CLEARING CORPORATION

PROCEDURES

* %k %

PROCEDURE Il. TRADE COMPARISON AND RECORDING SERVICE

* ok ok

D. DEBT SECURITIES

1. Trade Input and Comparison

The Corporation provides the following procedures for trade input
and comparison of transactions in regular way debt securities, including
unit investments trusts, in any par value (excluding fractions and
decimals), other than securities submitted through the correspondent
clearing service and by regional exchanges/marketplaces or Qualified
Securities Depositories:

(a) Trade data as submitted by Members and Municipal
Comparison Only Members for comparison processing is converted, if
necessary, validated and matched by the Corporation to insure that the
details of each trade are in agreement between the purchaser and the
seller.

(b) Trade data may be submitted during the timeframes specified
by the Corporation from time to time, and shall include quantity, security
identification, identification of the marketplace of execution, contra-broker,
trade value, settlement date (which may be no greater than 50 business
days beyond the trade date), trade date, unique reference number (x-ref),
and other identifying details as the Corporation may require or permit and
shall be in such formats as specified by the Corporation relative to the
method utilized for trade submission.

(c) If the purchaser and seller have submitted trade data that
matches in all required respects other than for trade value, the trades shall
be deemed compared if one of the following tolerances apply:
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(1) Trades that are submitted prior to the cut-off time for intraday
comparison established by the Corporation from time to time shall
be deemed compared using the seller's contract amount if the
contract amounts are within (i) a net $2 difference for trades of $1
million or less and (ii) $2 per million for trades greater than $1
million.

(2) Trades that remain uncompared after the intraday comparison
process shall be deemed compared during the end-of-day
enhanced comparison process using the seller's contract amount if
the contract amounts are within (i) a net $10.00 difference for
trades of $100,000 or less and (ii) $.10 per $1,000 for trades
greater than $100,000.

(d) Trades that are submitted prior to the cut-off time for intraday
comparison established by the Corporation from time to time shall be
deemed compared if the purchaser and seller have submitted trade data
that matches in all required respects, including contract amounts which
were deemed matched pursuant to the money tolerances in subsection
(c), except for the trade date. In such case, the earlier of the two trade
dates is used.

(e) Trades deemed compared pursuant to subsections (c) and/or
(d) shall be identified on output made available by the Corporation in such
format as determined by the Corporation from time to time. Trades that
remain uncompared after any end-of-day enhanced comparison process
shall be treated as if they were submitted prior to the cut-off time for the
next available comparison processing cycle.

(f} Trade input must indicate one of the following: Amex or OTC,
municipal security transactions or unit trust fund transactions. If trade
input submitted by a Member with respect to trades executed on Amex
identifies the major or minor side executing brokers as "Amex” and the
major side Member and minor side Member, the trades will appear as
Amex transactions on output made available by the Corporation. If the
information is not submitted, the trades will appear as OTC transactions
on output made available by the Corporation.

(g) Corporate bond trades in quantities of other than multiples of a
thousand (round-lots) must be divided into separate trade submissions of
the round lot quantity and the odd-lot quantity (multiples of less than one
thousand). All compared corporate bond trades in odd-lot quantities will
be processed on a trade-for-trade basis. Transactions in municipal
securities must be in multiples of a thousand.

(h) Results of the comparison process shall be provided on intraday
or end-of-day output, as applicable, and shall categorize trade data as:




Page 12 of 18

(1) Compared/Matched - ltems identified either as compared or
matched on applicable output are those for which both a purchaser
and a seller submitted mandatory trade details that were either
identical or were compared pursuant to subsections (c) and/or (d)
above and for which a comparison has been effected.

(2) Uncompared/Unmatched - ltems identified as uncompared or
unmatched on applicable output reflect trades submitted by the
Member or the Municipal Comparison Only Member for which the
opposite side either did not submit data or did not submit data
which agreed in all required respects including the use of
tolerances set forth in subsections (¢) and (d) above.

(3) Advisory/Match Request — Items identified as advisory or match
request on applicable output represent trades submitted by another
party against the Member or Municipal Comparison Only Member,
but which did not match any trade the Member or Municipal
Comparison Only Member submitted.

Information made available to Members and Municipal Comparison Only
Members shall identify each trade as being CNS-eligible, non-CNS-eligible or
trade-for-trade/Special Trade through such designation as the Corporation shall
determine from time to time.

Depending upon whether trade data is submitted on T or T+n and the
format in which output is produced with respect to such data, the output may
reflect fotals. Information made available to Members and Municipal Comparison
Only Members may reflect such other details as the Corporation may determine
from time to time.

(1)(i) The Corporation provides Members with the ability to clear and
settle any compared trade on a trade-for-trade basis. Such transaction is
referred to as a Special Trade and may be classified as such, whether or
not the security is a CNS security. In order for a transaction that is
submitted for comparison processing to be classified as a Special Trade,
each of the purchaser and seller must indicate the appropriate trade-for-
trade indicator (“Trade-for-Trade Indicator”) on its trade input and such
Trade-for-Trade Indicator shall be part of the terms and conditions of the
applicable contract. Unless both parties submit the identical Trade-for-
Trade Indicator, the trade will not compare. In addition, the Corporation
itself may determine that some or all transactions in a security shall settle
on a trade-for-trade basis.

(i) The Corporation provides Members and Municipal Comparison
Only Members with the ability to submit trades for comparison-only
processing. Trade input must indicate that the trade is being
submitted for comparison-only processing and such trade will not
be reflected on a Consolidated Trade Summary. Information made
available with respect to such trades will not designate such trades
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as being CNS-eligible, non-CNS-eligible or trade-for-
trade/Special Trades.

(i) Members and Municipal Comparison Only Members may
override clearing agent designations by submitting trade input for
comparison using the appropriate Trade-for-Trade Indicator.

(k)(i) All compared trades between Members in municipal securities
which are not eligible for deposit in a Qualified Securities Depository will
be processed on a trade-for-trade basis.

(ii) All compared trades in municipal securities between Members
and Municipal Comparison Only Members and between two
Municipal Comparison Only Members, whether or not eligible for
deposit in a Qualified Securities Depository, will be processed on a
trade-for-trade basis.

(1X(i) All compared trades in municipal securities which have been
processed on a trade-for-trade basis will be listed on the applicable
Consolidated Trade Summaries at the original contract price. Each such
individual listing (including any such listing pursuant to Section
E.2(A)(2)(a) below) will constitute a security order for all purposes of the
Corporation's Rules and Procedures, including the National Securities
Clearing Corporation Fee Structure. The Corporation may make
additional information regarding such frades (e.g., any clearing agent
indicated by the applicable contra-party) available to Members and
Municipal Comparison Only Members by such means as the Corporation
determines from time to time.

(i) Compared trades between Members in municipal securities
which are eligible for deposit in a Qualified Securities Depository
will be entered into the CNS Accounting System or processed on a
trade-for-trade basis, depending upon the Member's standing
instructions to the Corporation; provided, however, that if a Member
has a CNS standing instruction and the contra side has a trade-for-
trade standing instruction, the transaction will be processed on a
trade-for-trade basis notwithstanding the CNS standing instruction,
provided, further, that Members may override a CNS standing
instruction by submitting trade input for comparison as a Special
Trade.

(m) When the Corporation processes municipal securities
transactions as Special Trades (with the exception of comparison-only
trades), the resultant compared trades, as indicated on the applicable
Consolidated Trade Summaries, are subject to the rules of the MSRB,
including but not limited to the close-out provisions and delivery
requirements and the transactions will not be included in the Balance
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Order Accounting Operation. Settlement of the resultant compared
trades is the responsibility of the parties to the trades. '

(n) The Corporation may accept locked-in trade data reported by
Self-Regulatory Organizations, Qualified Special Representatives and
Service Bureaus on behalf of Members and Municipal Comparison Only
Members. Such trade data will be reflected on appropriate output as
determined by the Corporation. Receipt of a locked-in trade that satisfies
the Corporation’s trade input requirements shall result in a compared
trade. The status of such transaction as a compared trade shall not be
affected by output indicating a status of “match request” or “unmatched”.

Submission of any input or instruction by a Member or Municipal
Comparison Only Member on behalf of whom locked-in trade data is being
submitted shall have no legal effect notwithstanding output made available
by the Corporation as a result of such submission.

Data submitted by a Qualified Special Representative which identifies a
trade as a syndicate takedown shall be rejected.

(o) If a trade, other than a trade which the parties have identified as
being submitted for comparison-only processing, is submitted with a
settlement date of or prior to the date of submission after such cutoff
time as the Corporation may designate, the Corporation will assign a
delivery date of the next Settlement Date.

(p) Trade input and comparison of transactions submitted for T+2
settlement is handled in the same manner as set forth above with respect
to transactions submitted for regular way settlement.

(q) The Corporation shall accept cash and next day transactions for
comparison-only processing. Results of the comparison-only process for
these items are reported by the Corporation as specified from time to time.
Settlement of the resultant compared trades is the responsibility of the
parties to the trades.

2. Resolution of Uncompared Trades in Regular Way Debt Securities

The Corporation provides the following procedures for resolution of
uncompared trades in Regular Way Debt Securities:

(a) In order to accept a trade that is reported as advisory or match
request, a Member or Municipal Comparison Only Member must submit the
appropriate instruction within the timeframes specified by the Corporation from
time to time.
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(b) A Member or a Municipal Comparison Only Member with an advisory
or match request that does not agree with the terms of the trade may respond
with the appropriate instruction indicating the reason, if any, that the member
disagrees with the terms of the trade. Submission of such instruction must be
submitted within the timeframes specified by the Corporation from time to time
and will cause the trade to be deleted from processing. The Member or
Municipal Comparison Only Member may submit a subsequent instruction on the
same day to return the trade to processing.

(c} Members and Municipal Comparison Only Members who, subsequent
to their submission of trade data, find that such trade data is incorrect may delete
uncompared trades by forwarding the appropriate instruction by the time
specified by the Corporation from time to time.

(d) No partial deletions for transactions in debt securities will be
permitted.

(e) Previously compared trades may be deleted through the submission of
offsetting trade details by both parties to the transaction. Each of the purchaser
and the seller must submit the trade details within the timeframes specified by
the Corporation from time to time and they must match in all respects or match
pursuant to subsections (¢) and/or (d) of Section 11.D.1 above (“Trade Input and
Comparison”).

(f) Transactions which are deleted and offsetting transactions which are
submitted and matched will appear on the appropriate output. Unless otherwise
specified herein, deletion of a trade will not extinguish the rights and obligations
of either party with respect to such trade.

(9) The Corporation may permit uncompared trade details to be modified
by the submitter on the submission date through the use of the appropriate
instruction within the timeframes specified by the Corporation from time to time.
After the submission date, only such fields as determined by the Corporation
from time to time may be modified by the submitter,

(h) Transactions which compare for the first time after such cutoff time
as the Corporation may designate on the date on which they were scheduled
to settle or later will be assigned a new Settlement Date, which will be the next
business day following the date the trade is compared by the Corporation. The
assignment of a new Settlement Date applies to both CNS, Balance Order
Securities and Special Trades other than those submitted for comparison-only
processing.

(i) Trade input which is not compared by such timeframes as determined
by the Corporation from time to time shall be deleted from processing.

(j) The Corporation shall have no responsibility for determining whether
any trade submission is duplicative of an earlier trade submission. Any such
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input shall be treated as a separate submission for all purposes of these Rules
and Procedures.

(k) Only the submitter of a locked-in trade may submit subsequent
processing instructions with respect to such trade and any action in this respect
taken by the Member or Municipal Comparison Only Member on behalf of whom
such trade has been submitted shall have no legal effect notwithstanding output
made available by the Corporation as a result of such action.

*kk

PROCEDURE VII. CNS ACCOUNTING OPERATION

A INTRODUCTION
The CNS Accounting Operation processes transactions in CNS Securities.

Transactions in CNS Securities which are reported as compared or recorded on
the various report output issued through such time on Settlement Date, as the

Corporatron may determlne (er—wrth—respeet—te—debt—seeemty—#ansaeuens

as transactlons recorded through Trade Recordlng ([nterface Clearlng) and those
submitted by Special Representatives, are reported on Consolidated Trade
Summaries. The netted obligations are then entered into the CNS Accounting
Operation.

CNS is an on-going accounting system which nets today's Settling Trades with
yesterday's Closing Positions, producing new short or long positions per security
issue for each Member. The Corporation is always the contra side for all
positions. The positions are then passed against the Member's Designated
Depository positions and available securities are allocated by book-entry. This
allocation of securities is accomplished through an evening cycle followed by a
. day cycle. Positions which remain open after the evening cycle may be changed
as a result of trades accepted for settlement that day. Members may control the
receipt and delivery of their securities through the use of Exemptions (for
deliveries) or Priorities (for receipts).

Money settlement is not associated with the individual security movements but is
the result of comparing the Closing Money Balance to the Closing Net Market
Value of the Member's CNS account.




Page 17 of 18

Dividends and interest are credited or charged to the Member's account
according to the security positions that exist on record date. The record date
positions are automatically updated for "As-Of" trades and appropriate due bill
activity.

B. CONSOLIDATED TRADE SUMMARY

All compared and recorded transactions in CNS Securities (excluding Special
Trades) are processed through the CNS Accounting Operation. This includes
transactions compared under the provisions of Section Il, recorded under the
provisions of Section Ill, or entered by Special Representatives under Section V.
Purchases and sales due for settlement on a given day are summarized on the
Consolidated Trade Summary.

The Consolidated Trade Summary (or “CTS") is issued in the evening of each
settlement day and contains, with respect to CNS Securities:

(i) those trades compared or recorded through T+1 up to the Corporation’s
cutoff time on that day which are due to settie on the following settiement day
(i.e. if the report is issued late Monday evening, it will show trades due to settle
on Wednesday), and

(i) with respect to trades due to settle on the same settlement day (i.e.
Tuesday), T+2 and older as-of trades and next day settling trades not previously
reported on the prior day’s CTS or on any Supplemental CTS, in each case in
CUSIP order, reported as broad buys and sells by marketplace or source, netted
by issue, quantity and money.

Supplemental Consolidated Trade Summaries are also issued on each
settlement day, and report supplemental activity compared or recorded after the
evening cutoff time for CTS report processing (including cash trades), up until the
Corporation’s daytime cutoff time which are due to settie on that same day.

Note: any T+3 or older as-of trades compared or recorded after such cutoff time

will settle on the next settlement day and appear on
that night's Consolidated Trade Summary.

Net quantities purchased or sold in each security issue are entered into the CNS
Stock Record together with their associated contract monies at the beginning of
the Settlement Date processing cycle. Subsequent obligations (reflecting
supplemental activity), together with their associated contract monies, are
entered into the CNS stock record thereafter during such processing cycle until
such cutoff time as the Corporation may determine.
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The total page of the Consolidated Trade Summary shows totals for all equity
and debt transactions and is subdivided by marketplace of execution or source of
trade input.

C RECEIPT AND DELIVERY OF SECURITIES
1. Stock Record Update

Each day, Settling Trades shown on the Consolidated Trade Summary are
netted with the Closing Positions which have been carried forward from the
previous day. The resulting net positions represent the quantity of each security
due for settlement by the Member on T+3. A long position represents the
quantity owed to the Member by the Corporation (the Member's fail-to-receive).
A short position represents the quantity owed to the Corporation by the Member
(the Member's fail-to-deliver). The Corporation is the contra side to all long and
short positions. Each long and short position contains an indicator identifying
Exemptions, Priority Requests and Buy-Ins (see subsections D and E of this
Section). These indicators do not alter positions or effect securities movement,
but serve solely to control the settlement process.

*kk




