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Description

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

Modify NSCCs rules with respect to the formula used within NSCCs Automated Stock Borrow Program.

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 |Lisa ‘ Last Name ‘Siebold ‘
Title Director ‘
E-mail Isiebold@dtcc.com ‘
Telephone |(212) 855-3206 Fax [(212) 855-3214

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 |03/18/2008

By ‘Merrie Faye Witkin ‘ Managing Director and Deputy 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 ‘ Merrie Faye Witkin, mwitkin@dtcc.com
signature, 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

‘ Add HRemoveH View ‘

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

Exhibit 1 - Notice of Proposed Rule Change

‘ Add HRemoveH View ‘

The Notice section of this Form 19b-4 must comply with the guidelines for
publication in the Federal Register as well as any requirements for electronic filing
as published by the Commission (if applicable). The Office of the Federal Register
(OFR) offers guidance on Federal Register publication requirements in the Federal
Register Document Drafting Handbook, October 1998 Revision. For example, all
references to the federal securities laws must include the corresponding cite to the
United States Code in a footnote. All references to SEC rules must include the
corresponding cite to the Code of Federal Regulations in a footnote. All references
to Securities Exchange Act Releases must include the release number, release
date, Federal Register cite, Federal Register date, and corresponding file number
(e.g., SR-[SRO]-xx-xx). A material failure to comply with these guidelines will result in
the proposed rule change being deemed not properly filed. See also Rule 0-3 under
the Act (17 CFR 240.0-3)

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

‘ Add HRemoveH View ‘

Exhibit Sent As Paper Document

L]

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

‘ Add HRemoveH View ‘

Exhibit Sent As Paper Document

[

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

Exhibit 4 - Marked Copies

‘ Add HRemoveH View ‘

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 HRemoveH View ‘

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

Partial Amendment

If the self-regulatory organization is amending only part of the text of a lengthy
proposed rule change, it may, with the Commission's permission, file only those
portions of the text of the proposed rule change in which changes are being made if
the filing (i.e. partial amendment) is clearly understandable on its face. Such partial
amendment shall be clearly identified and marked to show deletions and additions.
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1.

Text of Proposed Rule Change.

(a) The proposed rule change is annexed hereto as Exhibit 5 and consists of
modifications to the Rules & Procedures (the “Rules”) of National Securities
Clearing Corporation (“NSCC” or the “Corporation”) with regard to the
formula used within NSCC’s Automated Stock Borrow Program (the “SBP”).

(b) Not applicable.

(c) Not applicable.

Procedures of the Self-Requlatory Organization.

(a) The proposed change does not require the approval of NSCC’s Board of
Directors.

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

@) The purpose of the proposed rule change is to modify Addendum C of
NSCC’s Rules with respect to the formula used within NSCC’s SBP procedures
to determine the order of priority among members from whom NSCC will borrow
securities made available by those Members.

In the course of daily operations, NSCC’s Continuous Net Settlement
System (“CNS”) may have a need for securities that exceeds the shares made
available via Member deliveries to CNS. In order to improve the efficiency of
the clearing system in dealing with these situations, NSCC implemented
automated stock borrow procedures (the SBP) to satisfy needs for stock that are
not filled via normal deliveries from Members.

NSCC Members that wish to participate in the SBP notify NSCC each day
of those securities that they have on deposit at The Depository Trust Company
(*DTC”) that they will make available to be borrowed by NSCC for delivery to
receiving Members. There are two separate processes with respect to the SBP;
the daytime cycle and the nighttime cycle. Securities available to be borrowed
that are sent for nighttime processing will not be applied in the daytime process.
Members can choose whether to participate in the SBP, and if so, whether to
participate in one or both cycles.

After NSCC’s processing of regular deliveries, any CNS deliveries
remaining unsatisfied may then be borrowed from Members who have delivered
instructions specifying available securities for the SBP. Any shares borrowed
from a Member will be recorded as a long position in its special NSCC CNS sub-
account until shares are returned. Simultaneously, the lending Member’s DTC
position will be debited for the amount of shares loaned to the SBP.
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Historically, NSCC’s SBP has utilized a formula to determine the order of
priority among members from which NSCC will borrow securities made available
by Members. The formula included the assignment of a random allocation
number for each security made available to NSCC for potential borrowing, and a
factor for each Member developed by dividing the percentage of each Member’s
average loans as they relate to the total NSCC borrowings by the percentage of
each Member’s average fees paid for trade comparison, trade recording and
clearance as they relate to the total of these fees for all Members. *

NSCC proposes to simplify this process by eliminating this formula and
instead, use an SBP random allocation algorithm already used by NSCC to
determine other priorities. Random allocation algorithms have been routinely
utilized by NSCC, in particular with respect to CNS processing. For example,
CNS uses a random allocation methodology whereby, after securities are received
by NSCC from Members making deliveries to CNS, they are then allocated to
other Members that are expecting receipt of those securities.? Adopting a random
allocation algorithm to determine the order in which NSCC will borrow securities
made available by Members within the SBP would make SBP processing more
consistent with current processing routines already utilized by NSCC.

Implementation timeframe:

NSCC proposes to implement the changes set forth in this filing on March 28,
2008. Members will be advised of the implementation date through issuance of
NSCC Important Notices.

(b) Section 17A(b)(3)(F) of the Act requires, among other things, that the
rules of a clearing agency be designed to remove impediments to and perfect the
mechanism of a national system for prompt and accurate clearance and settlement
of securities transactions.® Simplifying SBP processing will enhance the
efficiency and harmonization of NSCC’s processes. Accordingly, the proposed
rule change is consistent with NSCC’s statutory obligation to remove
impediments to and perfect the mechanism of a national system for prompt and
accurate clearance and settlement of securities transactions.

4. Self-Requlatory 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.

! See Addendum C (NSCC Automated Stock Borrow Procedures) Steps I, 11 and 111.

2 See NSCC Procedure VII. E. 4. (CNS Accounting Operations - Controlling Receipts From CNS -
Allocation Algorithm).

3 15 U.S.C. 78g-1(b)(3)(F).
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5. Self-Requlatory Organization’s Statement on Comments on the Proposed Rule
Change Received from Members, Members, 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).

@) This filing is made pursuant to paragraph (A) of Section 19(b)(3) of the
Act and subparagraph (f) of Securities Exchange Act Rule 19b-4.

(b) The proposed rule change pertains to the elimination of a formula used by
the NSCC SBP and instead relying on a purely random allocation
algorithm, similar to existing random allocation processing within
NSCC’s CNS system. Accordingly, the rule change effects a change in an
existing service of a registered clearing agency that (i) does not adversely
affect the safeguarding of securities or funds in the custody or control of
NSCC or for which NSCC is responsible, and (ii) does not significantly
affect the respective rights or obligations of NSCC or persons using the
service.

(©) Not applicable.
(d) Not applicable.

8. Proposed Rule Change Based on Rules of Another Self-Requlatory 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-2008-01)

SELF-REGULATORY ORGANIZATIONS

Proposed Rule Change by National Securities Clearing Corporation (“NSCC”).
The purpose of this filing is to amend NSCC’s Rules & Procedures with regard to the
formula used within NSCC’s Stock Borrow Program (“SBP”).

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, 11, and Il 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.

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

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

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

(i) The purpose of the proposed rule change is to modify Addendum C of NSCC’s
Rules with respect to the formula used within NSCC’s SBP procedures to determine the
order of priority among members from whom NSCC will borrow securities made
available by those Members.

In the course of daily operations, NSCC’s Continuous Net Settlement System
(*CNS”) may have a need for securities that exceeds the shares made available via
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Member deliveries to CNS. In order to improve the efficiency of the clearing system in
dealing with these situations, NSCC implemented automated stock borrow procedures
(the SBP) to satisfy needs for stock that are not filled via normal deliveries from
Members.

NSCC Members that wish to participate in the SBP notify NSCC each day of
those securities that they have on deposit at The Depository Trust Company (“DTC”) that
they will make available to be borrowed by NSCC for delivery to receiving Members.
There are two separate processes with respect to the SBP; the daytime cycle and the
nighttime cycle. Securities available to be borrowed that are sent for nighttime
processing will not be applied in the daytime process. Members can choose whether to
participate in the SBP, and if so, whether to participate in one or both cycles.

After NSCC’s processing of regular deliveries, any CNS deliveries remaining
unsatisfied may then be borrowed from Members who have delivered instructions
specifying available securities for the SBP. Any shares borrowed from a Member will be
recorded as a long position in its special NSCC CNS sub-account until shares are
returned. Simultaneously, the lending Member’s DTC position will be debited for the
amount of shares loaned to the SBP.

Historically, NSCC’s SBP has utilized a formula to determine the order of priority
among members from which NSCC will borrow securities made available by Members.
The formula included the assignment of a random allocation number for each security
made available to NSCC for potential borrowing, and a factor for each Member
developed by dividing the percentage of each Member’s average loans as they relate to
the total NSCC borrowings by the percentage of each Member’s average fees paid for
trade comparison, trade recording and clearance as they relate to the total of these fees for
all Members. *

NSCC proposes to simplify this process by eliminating this formula and instead,
use an SBP random allocation algorithm already used by NSCC to determine other
priorities. Random allocation algorithms have been routinely utilized by NSCC, in
particular with respect to CNS processing. For example, CNS uses a random allocation
methodology whereby, after securities are received by NSCC from Members making
deliveries to CNS, they are then allocated to other Members that are expecting receipt of
those securities.” Adopting a random allocation algorithm to determine the order in
which NSCC will borrow securities made available by Members within the SBP would
make SBP processing more consistent with current processing routines already utilized
by NSCC.

! See Addendum C (NSCC Automated Stock Borrow Procedures) Steps I, 11 and 111.
2 See NSCC Procedure VII. E. 4. (CNS Accounting Operations - Controlling Receipts From CNS -
Allocation Algorithm).
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Implementation timeframe:

NSCC proposes to implement the changes set forth in this filing on March 28,
2008. Members will be advised of the implementation date through issuance of NSCC
Important Notices.

(if) Section 17A(b)(3)(F) of the Act requires, among other things, that the rules of
a clearing agency be designed to remove impediments to and perfect the mechanism of a
national system for prompt and accurate clearance and settlement of securities
transactions.® Simplifying SBP processing will enhance the efficiency and harmonization
of NSCC’s processes. Accordingly, the proposed rule change is consistent with NSCC’s
statutory obligation to remove impediments to and perfect the mechanism of a national
system for prompt and accurate clearance and settlement of securities transactions.

B. Self-Requlatory 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-Requlatory 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.

Il. Date of Effectiveness of the Proposed Rule Change and Timing for Commission
Action

The foregoing rule change has become effective pursuant to Section 19(b)(3)(A) of
the Act and paragraph (f) of Rule 19b-4 thereunder. At any time within 60 days of the filing
of the proposed rule change, the Commission may summarily abrogate such rule change if it
appears to the Commission that such action is necessary or appropriate in the public interest,
for the protection of investors, or otherwise in furtherance of the purposes of the Act.

V. 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 Internet
comment form (http://www.sec.gov/rules/sro.shtml), or send an e-mail to rule-
comment@sec.gov. Please include File No. SR-NSCC-2008-01on the subject line.

3 15 U.S.C. 78g-1(b)(3)(F).
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e Paper comments should be sent in triplicate to Nancy M. Morris, Secretary,
Securities and Exchange Commission, 100 F Street, NE, Washington DC 20549-
1090.

All submissions should refer to File Number SR-NSCC-2008-01. 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
between the Commission and any person, other than those that may be withheld from the
public in accordance with the provisions of 5 U.S.C 552, will be available for inspection and
copying in the Commission’s Public Reference Room Section 100 F Street, NE,
Washington DC 20549-1090. Copies of such filing also will be available for inspection and
copying at the principal office of NSCC. All comments received will be posted without
change; the Commission does not edit personal identifying information from submissions.
You should submit only information that you wish to make available publicly. All
submission should refer to the file number above and should be submitted within
days after the date of publication.

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

Nancy M. Morris
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Exhibit 5

Underlined, Boldfaced Text indicates additional language
[Bracketed, Boldfaced-StrikeoutText] indicates deleted language

(ADDENDUM C)
ADDENDUM C

NSCC AUTOMATED STOCK BORROW PROCEDURES

In the course of daily operations, the Corporation’s[:s] CNS System often has a need for
securities that exceeds the shares made available via Member deliveries to clearing.
This need can arise from several sources, including the satisfaction of Member priority
requests for allocation and buy-ins submitted by Members.

In order to improve the efficiency of the clearing system in dealing with these situations,
the Corporation’s[’s] Board has authorized the implementation of automated stock
borrow procedures (the Stock Borrow Program) to satisfy needs for stock that are not
filled via normal deliveries from Members.

Members wishing to participate in the program will notify the Corporation each day by
such times as the Corporation specifies of the securities they have on deposit at DTC
that are available to be borrowed by the Corporation. Note: The daytime stock borrow
program is a separate process from the nighttime stock borrow process, and securities
available to be borrowed that are sent for nighttime processing will not be applied in the
daytime process. Members can choose to participate (i) only in the night stock borrow
program, (ii) only in the daytime stock borrow program, or (iii) in both the night and
daytime stock borrow programs.

After the Corporation’s[’s] nighttime processing of regular deliveries, any needs
remaining unsatisfied will be borrowed from Members who have delivered instructions
specifying available securities for the nighttime stock borrow process.! Similarly, any
share needs remaining unsatisfied at a time designated during the day cycle will also be
borrowed from Members who have delivered during the day cycle will also be borrowed
from Members who have delivered instructions specifying available securities for the
daytime stock borrow process. Any shares borrowed will be entered into a special CNS
sub-account and the Member will be advanced the full market value of the shares
borrowed until they are returned. Borrowed stock will be returned through normal long
allocation against the special sub- account as shares become available.

More specifically, the processing steps will be as follows:

Securities subject to a voluntary reorganization will not be borrowed by the Corporation after
nighttime processing on E+2 through the end of the protect period.
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1. Each day, Members wishing to participate in the program will inform the Corporation
of the number of shares of each security in their general unpledged account at DTC that
are available to be borrowed, and the cycle(s) for which the borrowing availability
applies. This information, in the form prescribed by the Corporation, must be submitted
to the Corporation by the times specified by the Corporation. Data to be submitted to
indicate availability will be Member number, CUSIP number, available shares and
applicable borrowing cycle. Availability information submitted earlier in the day with
respect to the relevant night or day processing cycle can be modified up until such times
as determined by the Corporation by completing and returning such information as
determined by the Corporation.

2. After regular evening allocation processing, the Corporation will attempt to borrow
any needs for stock that still remain unsatisfied. Borrowing will be done versus the
Members that have indicated an availability in each security. The full amount indicated
as available by a Member will be utilized prior to borrowing anything from the next
selected Member in sequence. The [actuatHformutathe] Corporation will use an
allocation algorithm to determine the order in which it will borrow securities made
available by Members to meet the Corporation’s system needs. [is-asfeHows] In
addition:

Step I: On each day, each Member will be assigned a random allocation number,
for each security made available to the Corporation for potential
borrowing. In the event that more than one Member has made the
same security available, the allocation rank is determined by a
computer generated random number. Random numbers, which
change daily, are computed so that each Member's random number
is different for each security.

[StepH:-

Step [H] 1I: [Eaeh—mndem—a%eaﬁe#nu—mba—as&gaed—m&ep—kw&”—then—be

random-numberperpositionforeach-Member] Each potential borrow
will then be sequenced using the [adjusted] random allocation number
with the lowest number being the first priority for borrowing.

3. Similarly, at the time during the day cycle designated by the Corporation, the
Corporation will attempt to borrow any needs for stock that remain unsatisfied at that
time. Borrowing will be done versus those Members that have indicated an availability
during that day in each security. Any Member that has remaining availability in a
security after the evening allocation processing borrowing must submit new availability
instructions to participate in daytime stock borrowing. The utilization of such availability
will follow the same allocation procedures as used for nighttime stock borrows.
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4. When stock is borrowed, the Corporation will create miscellaneous activity updates to
the Member’'s CNS account to record the borrow. When the borrowing is done in the
day cycle, the Corporation will make available information in such form as it determines
regarding the borrowing activity. The number of shares borrowed will be journalled short
against the Member’s “D” CNS sub-account and long versus the Member’s “C” CNS
sub-account. A CNS short cover from the Member's “D” CNS sub-account will
automatically occur against the shares on deposit in its DTC account, thus advancing
the Member the market value of the stock. The long position in the Member’s “C” CNS
sub-account will reflect the shares borrowed by the Corporation, and will be marked to
the market daily.

5. Shares borrowed will be paid back, and the Member charged back at current market
prices, through normal allocation to the Member’s “C” CNS sub-account. Borrows will be
returned when regular short deliveries for a day exceed all priority needs.

6. In addition to the regular return of borrowed stock, the Stock Borrow Program
provides a priority close-out procedure where a Member requires the return of securities
borrowed by the Corporation in order to meet the “customer securities segregation”
requirements of SEC Rule 15¢3-3. In such instances, Members, through use of the CNS
priority instructions, can instruct the Corporation to put them on high allocation priority.
Alternatively, the Member may initiate buy-in procedures by submitting a Notice of Buy-
In.

7. In lieu of utilizing the recall provisions of SEC Rule 15¢3- 3, the following procedure is
available: If the lending Member, when notified of what has been borrowed, finds that
his “seg account” is now deficient due to a recalculation of the Member’s requirement
and the borrowing, the Member would notify the Corporation. The Corporation would
convert the lending Member’s right to receive back from the Corporation securities
borrowed, versus payment, represented by a long valued position, into a right to receive
back from the Corporation without payment, the securities borrowed, represented by a
separate long free account. The Corporation would also charge the Member’s
settlement account for the value of those securities in this separate long free account,
thus reversing the credit which otherwise would have been extended.

8. The only fees to Members for this program will be normal short cover (when a borrow
is made) and long allocation (when a borrow is returned) charges and, if instructions are
received other than in machine readable input, fees for processing paper input.



