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1. Text of the Proposed Rule Change

(a) Pursuant to Section 19(b)(1) of the Securities Exchange Act of 1934 (“Act”),! and
Rule 19b-4 thereunder,? National Securities Clearing Corporation (“NSCC”) is filing with the
Securities and Exchange Commission (“Commission”) a proposed rule change to modify the
NSCC Rules & Procedures (“Rules’) to decommission the ID Net service (“ID Net Service” or
“ID Net”). The proposed modifications to the Rules are annexed hereto as Exhibit 5.

(b) Not applicable.
(c) Not applicable.
2. Procedures of the Self-Regulatory Organization

The proposed rule change was approved by the Enterprise Services Committee of the
Board of Directors of NSCC at a meeting held on September 10, 2024.

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

(a)  Purpose

The purpose of this proposed rule change is to amend the NSCC Rules to permit NSCC
to decommission the ID Net Service, a joint service of NSCC and its affiliate, The Depository
Trust Company (“DTC”). The proposed rule change is discussed in detail below.

Background

The ID Net Service is a joint service offering of NSCC and DTC that allows
broker/dealer users to net their affirmed institutional equity trades with other trades that they may
have in NSCC’s Continuous Net Settlement system (“CNS”).* CNS is NSCC’s system for
accounting and settling CNS-eligible securities.” To be CNS-eligible, a security must be eligible
for book-entry transfer on the books of DTC and must be capable of being processed in the CNS
system. All eligible compared and recorded transactions for a particular settlement date are
netted by issue into one net long (buy), net short (sell) or flat position for each Member. As a

! 15 U.S.C. 78s(b)(1).
2 17 CFR 240.19b-4.

Capitalized terms not defined herein shall have the meaning assigned to such terms in the
Rules, available at www.dtcc.com/legal/rules-and-procedures.

DTC also filed a proposed rule change with the Commission in connection with the
retirement of the ID Net Service. See DTC filing SR-DTC-2024-010.

5 See NSCC Rule 11 (describing the CNS System) and Procedure VII (describing the CNS
Accounting Operation), supra note 3.
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continuous net system, those positions are further netted with positions of the same issue that
remain open after their originally scheduled settlement date. NSCC, as central counterparty,
becomes the contra-party for settlement purposes, assuming the obligation of its Members that
are receiving securities to receive and pay for those securities, and the obligation of Members
that are delivering securities to make the delivery. CNS netting thus reduces the costs associated
with securities transfers by reducing the number of securities movements required to settle
transactions. ID Net is a voluntary service available to broker/dealers that are participants of
both NSCC and DTC and banks that are participants of DTC.

DTC may accept affirmed institutional transactions® (“Affirmed Transactions”) from a
matching utility (“Matching Utility”).” An Affirmed Transaction submitted to DTC is processed
on a trade-for-trade basis at DTC, unless it is designated for ID Net processing by the Matching
Utility and meets certain eligibility requirements, as described below.

In order for an Affirmed Transaction to be eligible for processing in ID Net, (i) both
counterparties to the Affirmed Transaction must be a Member of NSCC and a Participant of
DTC, or a bank that is a Participant of DTC, that has subscribed to ID Net and (ii) the transaction
must be (a) in a security eligible for processing through CNS and (b) affirmed within established
timeframes set forth in the DTC Settlement Service Guide.®

If an Affirmed Transaction is designated for ID Net and meets the eligibility criteria
described above, then DTC will direct the transaction to ID Net, which facilitates the netting of a
broker/dealer’s side of an Affirmed Transaction with that broker/dealer’s CNS activity, via
omnibus accounts, that are maintained by NSCC at DTC and designated for ID Net activity. Ifa
bank is a counterparty to the ID Net-eligible Affirmed Transaction, then it will either receive or
deliver the subject shares versus payment, on a trade-for-trade basis, via the ID Net omnibus
accounts.

An institutional transaction is one between a broker/dealer and its institutional customer.
Such institutional customers are not Participants of DTC. Therefore, the counterparties
on an Affirmed Transaction submitted by a Matching Utility to DTC are a (i) DTC
Participant, acting as clearing broker to the Affirmed Transaction and (ii)) DTC
Participant bank, acting as the custodian for an institutional customer.

The Matching Utility must be (i) a clearing agency registered with the Commission (ii) an
entity that has obtained an exemption from such registration from the Commission, or
(ii1) a “qualified vendor” for trade confirmation/affirmation services as defined by the
rules of a self-regulatory organization. See DTC Settlement Service Guide at 38,
available at www.dtcc.com/-/media/Files/Downloads/legal/service-guides/Settlement.pdf.
DTCC ITP Matching (US) LLC (“ITP”), an NSCC and DTC affiliate, is currently the
only Matching Utility that submits Affirmed Transactions to DTC.

See DTC Settlement Service Guide, supra note 7 at 40-41.
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While ID Net was designed to allow broker/dealers to realize the benefit of netting for
Affirmed Transactions by allowing the broker/dealer to net its ID Net-eligible Affirmed
Transactions with its transactions in CNS, banks using ID Net settle ID Net transactions on a
trade-for-trade basis as they would for other Affirmed Transactions, as described above. In this
regard, ID Net’s main benefit is to streamline clearance and settlement of ID Net-eligible
Affirmed Transactions for broker/dealers.

The ID Net Service is primarily described in NSCC Rule 65 and Procedure X VI of the
Rules.

Proposed Changes

NSCC and DTC continually evaluate the efficiency and effectiveness of the services they
each provide. As part of these evaluations, and in furtherance of their ongoing modernization
efforts, NSCC and DTC are seeking to streamline and simplify their services and processes,
including through the elimination of underutilized services. NSCC and DTC have identified ID
Net as an underused service that may be eliminated as part of these modernization efforts. They
each propose to retire the ID Net Service due to a number of factors, which include: (i) limited
uptake and usage of the service since its adoption; (ii) the operational complexity of maintaining
the service, which also connects with and impacts other core clearance and settlement
processes;’ and (iii) the prior elimination of the NSCC Clearing Fund offset for ID Net
transactions. !°

To implement the proposed change, NSCC would remove Rule 65 and Procedure XVI
from the Rules and make other conforming changes throughout the Rules to reflect the
retirement of the service. The ID Net Service is primarily described in NSCC Rule 65 and
Procedure X VI, and these rules would no longer be necessary or relevant upon the retirement of
the ID Net Service. As a result, Rule 65 and Procedure XVI would be deleted in their entirety
and would be reserved for future use by NSCC.

NSCC would also remove associated defined terms “Eligible ID Net Security”” and “ID
Net Subscriber” from Rule 1 and remove a reference to ID Net transactions from the definition
of “Net Unsettled Position” in Rule 1. In addition, NSCC would remove Section 1(f) of Rule 3,
concerning certain lists required to be maintained by NSCC, to reflect that NSCC would no
longer be required to maintain a list of Eligible ID Net Securities and would make a conforming
change to renumber existing Section 1(g) of Rule 3 to Section 1(f). NSCC would also remove

? This complexity includes (1) special eligibility checks versus the ID Net eligibility criteria

described above and (ii) leveraging of the above-mentioned omnibus accounts to
simultaneously allow (a) a bank to process ID Net-eligible transactions on a trade-for-
trade basis and (b) the broker/dealer side of an ID Net-eligible transaction to settle CNS.

10 In 2021, NSCC adopted a proposed rule change to remove transactions processed through

the ID Net Service from the calculation of Members’ Required Deposits to the Clearing
Fund. See Securities Exchange Act Release No. 93070 (Sep. 20, 2021), 86 FR 53125
(Sep. 24, 2021) (SR-NSCC-2021-011).
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Section 2(a)(vii) of Rule 18, which concerns procedures for when NSCC ceases to act for a
Member, to reflect that uncompleted ID Net Service transactions would no longer be considered
for purposes of determining excluded transactions in a cease to act scenario.

Additionally, NSCC would modify Procedure VII, concerning its CNS Accounting
Operation, to remove various references to the ID Net Service and ID Net transactions.
Specifically, NSCC would revise the Introduction in Section A to remove a reference to Eligible
ID Net Securities being included in CNS Securities for purpose of Procedure VII. NSCC would
also modify Section D.1., concerning the process for exemptions from deliveries, to remove a
statement regarding the treatment of securities available in an agency account established at a
Qualified Securities Depository for the processing of transactions through the ID Net Service. In
addition, NSCC would modify Section E.4, concerning the allocation algorithm for CNS
deliveries, to remove a statement regarding the treatment of long positions in a receiving ID Net
Subscriber’s agency account established at a Qualified Securities Depository. NSCC would also
delete Section H.5. of Procedure VII concerning the reporting of ID Net transactions on NSCC’s
Miscellaneous Activity Report and make conforming changes to renumber subsequent rules in
Section H.

Finally, NSCC would update Section I.(A)(1)(b) of Procedure XV, concerning NSCC’s
Clearing Fund calculations, to remove a reference to ID Net transactions from the Mark-to-
Market component of the Clearing Fund formula.

NSCC believes that the retirement of the ID Net Service would have minimal impact on
its Members. Only 13 broker/dealers and 20 banks are subscribed to the ID Net Service, and the
service is not used by all of those broker/dealers and banks.!! Furthermore, Affirmed
Transactions can simply settle trade-for-trade, directly between the counterparties, if not eligible
for ID Net, like they do today. NSCC also notes that there would be minimal impact to risk
management from both an NSCC and Member perspective given that the ID Net Service is a
non-guaranteed service of NSCC!? and there is no longer a Clearing Fund offset for ID Net
transactions. 3

NSCC has performed direct outreach to Members that use the ID Net Service and has
also announced its plans to decommission the ID Net Service through Important Notice. There
have been no material objections or concerns raised by Members.

1 Active users of the ID Net service constitute less than 10% of NSCC'’s full-service

Members. NSCC believes that ID Net usage has been limited since its implementation in
2008 because, in part, the service needs both parties to an ID Net transaction to be
subscribers of ID Net, as described above, which is not always the case.

12 See NSCC Rule 65, Section 5(c), supra note 3.

13 See supra note 10.



Page 7 of 31

Implementation Timeframe

Subject to approval by the Commission, DTC and NSCC would implement the proposed
rule change using a phased approach. First, DTC Participants and NSCC Members have been
informed that they may be unsubscribed from ID Net voluntarily at any time prior to termination
of the service on November 15, 2024. Second, upon approval of the proposed rule change by the
Commission prior to November 15, 2024, any DTC Participants and NSCC Members that have
been inactive in the service for at least the last twelve (12) months will be offboarded from the
service. Finally, NSCC and DTC will continue to fully support ID Net processing for any
remaining active users until November 15, 2024, at which time the service will be fully
retired. NSCC and DTC will work with their respective Members and Participants to support all
required offboarding activities.

(b) Statutory Basis

NSCC believes that the proposed rule change is consistent with the requirements of the
Act and the rules and regulations thereunder applicable to a registered clearing agency. Section
17A(b)(3)(F) of the Act!* requires that the rules of a clearing agency be designed to, among
other things, promote the prompt and accurate clearance and settlement of securities transactions.
NSCC believes the proposed rule change is consistent with the requirements of Section
17A(b)(3)(F) of the Act for the reasons stated below.

The proposed rule change would modify the NSCC Rules to decommission the ID Net
Service because the service is hardly used yet challenging to maintain. As discussed above,
NSCC believes that the retirement of the ID Net Service would have minimal impact on its
Members, particularly given the limited usage of the service. Furthermore, Affirmed
Transactions that would have otherwise been directed to ID Net can simply settle trade-for-trade,
directly between the counterparties, like most other Affirmed Transactions do today. As a result,
these transactions would continue to settle promptly and accurately, as other Affirmed
Transactions do, outside of the ID Net Service. For these reasons, NSCC believes its Rules
would continue to promote the prompt and accurate clearance and settlement of securities
transactions in accordance with Section 17A(b)(3)(F) of the Act.!>

4. Self-Regulatory Organization’s Statement on Burden on Competition

Section 17A(b)(3)(I) of the Act'® requires that the rules of the clearing agency do not
impose any burden on competition not necessary or appropriate in furtherance of the Act. NSCC
does not believe the proposed rule change would present a burden on competition. While there
may be some operational impact to the small segment of Members using the ID Net Service,
NSCC believes the operational impact to these Members and their clients would be minimal.

14 15U.S.C. 78q-1(b)(3)(F).
5 d,

16 15 U.S.C. 78q-1(b)(3)().
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While broker/dealer Members using the service may see some reduced netting benefit from
eligible Affirmed Transactions being processed through CNS, NSCC does not believe the
elimination of this service would rise to the level of a burden on Members given the limited
usage of the service. Meanwhile, banks using ID Net would continue to process affected
Affirmed Transactions trade-for-trade, albeit directly with their counterparties rather than the ID
Net omnibus accounts, described above. Furthermore, NSCC notes that there would be no risk
management impact for the proposed rule change given that the ID Net Service is a non-
guaranteed service of NSCC and there is no Clearing Fund offset for ID Net transactions. !’
NSCC therefore believes the proposed rule change would not present any burden on competition.

5. Self-Regulatory Organization’s Statement on Comments on the Proposed Rule
Change Received from Members, Participants, or Others

NSCC has not received or solicited any written comments relating to this proposal. If
any written comments are received by NSCC, they will be publicly filed as an Exhibit 2 to this
filing, as required by Form 19b-4 and the General Instructions thereto.

Persons submitting comments are cautioned that, according to Section I'V (Solicitation of
Comments) of the Exhibit 1A in the General Instructions to Form 19b-4, the Commission does
not edit personal identifying information from comment submissions. Commenters should
submit only information that they wish to make available publicly, including their name, email
address, and any other identifying information.

All prospective commenters should follow the Commission’s instructions on how to
submit comments, available at www.sec.gov/regulatory-actions/how-to-submit-comments.
General questions regarding the rule filing process or logistical questions regarding this filing
should be directed to the Main Office of the Commission’s Division of Trading and Markets at
tradingandmarkets@sec.gov or 202-551-5777.

NSCC reserves the right not to respond to any comments received.
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)

(a) Not applicable.

(b) Not applicable.

17 See supra notes 10 and 12.

18 15U.S.C. 785(b)(2).



Page 9 of 31

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

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

Not applicable.
9. Security-Based Swap Submissions Filed Pursuant to Section 3C of the Act
Not applicable.

10.  Advance Notice Filed Pursuant to Section 806(e) of the Payment, Clearing, and
Settlement Supervision Act of 2010

Not applicable.
11.  Exhibits
Exhibit 1 — Not applicable.

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

Exhibit 2 — Not applicable.
Exhibit 3 — Not applicable.
Exhibit 4 — Not applicable.

Exhibit 5 — Proposed changes to the Rules.
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EXHIBIT 1A
SECURITIES AND EXCHANGE COMMISSION
(Release No. 34-[ ]; File No. SR-NSCC-2024-008)
[DATE]

Self-Regulatory Organizations; National Securities Clearing Corporation; Notice of
Filing of Proposed Rule Change to Decommission the ID Net Service

Pursuant to Section 19(b)(1) of the Securities Exchange Act of 1934 (“Act”)! and
Rule 19b-4 thereunder,? notice is hereby given that on September _, 2024, National
Securities Clearing Corporation (“NSCC”) filed with the Securities and Exchange
Commission (“Commission’) the proposed rule change as described in Items I, I and III
below, which Items have been prepared by the clearing agency. The Commission is

publishing this notice to solicit comments on the proposed rule change from interested

persons.
1. Clearing Agency’s Statement of the Terms of Substance of the Proposed Rule
Change

The proposed rule change consists of amendments to the NSCC Rules &
Procedures (“Rules”) to decommission the ID Net service (“ID Net Service” or “ID
Net”), as described in greater detail below.’

11. Clearing Agency’s Statement of the Purpose of, and Statutory Basis for, the
Proposed Rule Change

In its filing with the Commission, the clearing agency included statements

concerning the purpose of and basis for the proposed rule change and discussed any

! 15 U.S.C. 78s(b)(1).
2 17 CFR 240.19b-4.

Capitalized terms not defined herein shall have the meaning assigned to such
terms in the Rules, available at www.dtcc.com/legal/rules-and-procedures.aspx.



Page 11 of 31

comments it received on the proposed rule change. The text of these statements may be
examined at the places specified in Item IV below. The clearing agency has prepared
summaries, set forth in sections A, B, and C below, of the most significant aspects of
such statements.

(A)  Clearing Agency’s Statement of the Purpose of, and Statutory Basis for,
the Proposed Rule Change

1. Purpose

The purpose of this proposed rule change is to amend the NSCC Rules to permit
NSCC to decommission the ID Net Service, a joint service of NSCC and its affiliate, The
Depository Trust Company (“DTC”). The proposed rule change is discussed in detail
below.

(1) Background

The ID Net Service is a joint service offering of NSCC and DTC that allows
broker/dealer users to net their affirmed institutional equity trades with other trades that
they may have in NSCC’s Continuous Net Settlement system (“CNS”).* CNS is NSCC’s
system for accounting and settling CNS-eligible securities.” To be CNS-eligible, a
security must be eligible for book-entry transfer on the books of DTC and must be
capable of being processed in the CNS system. All eligible compared and recorded
transactions for a particular settlement date are netted by issue into one net long (buy),

net short (sell) or flat position for each Member. As a continuous net system, those

DTC also filed a proposed rule change with the Commission in connection with
the retirement of the ID Net Service. See DTC filing SR-DTC-2024-010.

5 See NSCC Rule 11 (describing the CNS System) and Procedure VII (describing
the CNS Accounting Operation), supra note 3.
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positions are further netted with positions of the same issue that remain open after their
originally scheduled settlement date. NSCC, as central counterparty, becomes the contra-
party for settlement purposes, assuming the obligation of its Members that are receiving
securities to receive and pay for those securities, and the obligation of Members that are
delivering securities to make the delivery. CNS netting thus reduces the costs associated
with securities transfers by reducing the number of securities movements required to
settle transactions. ID Net is a voluntary service available to broker/dealers that are
participants of both NSCC and DTC and banks that are participants of DTC.

DTC may accept affirmed institutional transactions® (“Affirmed Transactions”)
from a matching utility (“Matching Utility”).” An Affirmed Transaction submitted to
DTC is processed on a trade-for-trade basis at DTC, unless it is designated for ID Net
processing by the Matching Utility and meets certain eligibility requirements, as
described below.

In order for an Affirmed Transaction to be eligible for processing in ID Net, (1)

both counterparties to the Affirmed Transaction must be a Member of NSCC and a

An institutional transaction is one between a broker/dealer and its institutional
customer. Such institutional customers are not Participants of DTC. Therefore,
the counterparties on an Affirmed Transaction submitted by a Matching Ultility to
DTC are a (i) DTC Participant, acting as clearing broker to the Affirmed
Transaction and (i1) DTC Participant bank, acting as the custodian for an
institutional customer.

The Matching Utility must be (i) a clearing agency registered with the
Commission (ii) an entity that has obtained an exemption from such registration
from the Commission, or (iii) a “qualified vendor” for trade
confirmation/affirmation services as defined by the rules of a self-regulatory
organization. See DTC Settlement Service Guide at 38, available at
www.dtcc.com/-/media/Files/Downloads/legal/service-guides/Settlement.pdf.
DTCC ITP Matching (US) LLC (“ITP”), an NSCC and DTC affiliate, is currently
the only Matching Utility that submits Affirmed Transactions to DTC.
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Participant of DTC, or a bank that is a Participant of DTC, that has subscribed to ID Net
and (i1) the transaction must be (a) in a security eligible for processing through CNS and
(b) affirmed within established timeframes set forth in the DTC Settlement Service
Guide.?

If an Affirmed Transaction is designated for ID Net and meets the eligibility
criteria described above, then DTC will direct the transaction to ID Net, which facilitates
the netting of a broker/dealer’s side of an Affirmed Transaction with that broker/dealer’s
CNS activity, via omnibus accounts, that are maintained by NSCC at DTC and
designated for ID Net activity. If a bank is a counterparty to the ID Net-eligible Affirmed
Transaction, then it will either receive or deliver the subject shares versus payment, on a
trade-for-trade basis, via the ID Net omnibus accounts.

While ID Net was designed to allow broker/dealers to realize the benefit of
netting for Affirmed Transactions by allowing the broker/dealer to net its ID Net-eligible
Affirmed Transactions with its transactions in CNS, banks using ID Net settle ID Net
transactions on a trade-for-trade basis as they would for other Affirmed Transactions, as
described above. In this regard, ID Net’s main benefit is to streamline clearance and
settlement of ID Net-eligible Affirmed Transactions for broker/dealers.

The ID Net Service is primarily described in NSCC Rule 65 and Procedure XVI

of the Rules.

See DTC Settlement Service Guide, supra note 7 at 40-41.
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(11) Proposed Changes to the Rules

NSCC and DTC continually evaluate the efficiency and effectiveness of the
services they each provide. As part of these evaluations, and in furtherance of their
ongoing modernization efforts, NSCC and DTC are seeking to streamline and simplify
their services and processes, including through the elimination of underutilized services.
NSCC and DTC have identified ID Net as an underused service that may be eliminated as
part of these modernization efforts. They each propose to retire the ID Net Service due to
a number of factors, which include: (i) limited uptake and usage of the service since its
adoption; (i1) the operational complexity of maintaining the service, which also connects
with and impacts other core clearance and settlement processes;’ and (iii) the prior
elimination of the NSCC Clearing Fund offset for ID Net transactions. !

To implement the proposed change, NSCC would remove Rule 65 and Procedure
XVI from the Rules and make other conforming changes throughout the Rules to reflect
the retirement of the service. The ID Net Service is primarily described in NSCC Rule
65 and Procedure XVI, and these rules would no longer be necessary or relevant upon the
retirement of the ID Net Service. As a result, Rule 65 and Procedure XVI would be

deleted in their entirety and would be reserved for future use by NSCC.

This complexity includes (i) special eligibility checks versus the ID Net eligibility
criteria described above and (i1) leveraging of the above-mentioned omnibus
accounts to simultaneously allow (a) a bank to process ID Net-eligible
transactions on a trade-for-trade basis and (b) the broker/dealer side of an ID Net-
eligible transaction to settle CNS.

10 In 2021, NSCC adopted a proposed rule change to remove transactions processed

through the ID Net Service from the calculation of Members’ Required Deposits
to the Clearing Fund. See Securities Exchange Act Release No. 93070 (Sep. 20,
2021), 86 FR 53125 (Sep. 24, 2021) (SR-NSCC-2021-011).
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NSCC would also remove associated defined terms “Eligible ID Net Security”
and “ID Net Subscriber” from Rule 1 and remove a reference to ID Net transactions from
the definition of “Net Unsettled Position” in Rule 1. In addition, NSCC would remove
Section 1(f) of Rule 3, concerning certain lists required to be maintained by NSCC, to
reflect that NSCC would no longer be required to maintain a list of Eligible ID Net
Securities and would make a conforming change to renumber existing Section 1(g) of
Rule 3 to Section 1(f). NSCC would also remove Section 2(a)(vii) of Rule 18, which
concerns procedures for when NSCC ceases to act for a Member, to reflect that
uncompleted ID Net Service transactions would no longer be considered for purposes of
determining excluded transactions in a cease to act scenario.

Additionally, NSCC would modify Procedure VII, concerning its CNS
Accounting Operation, to remove various references to the ID Net Service and ID Net
transactions. Specifically, NSCC would revise the Introduction in Section A to remove a
reference to Eligible ID Net Securities being included in CNS Securities for purpose of
Procedure VII. NSCC would also modify Section D.1., concerning the process for
exemptions from deliveries, to remove a statement regarding the treatment of securities
available in an agency account established at a Qualified Securities Depository for the
processing of transactions through the ID Net Service. In addition, NSCC would modify
Section E.4, concerning the allocation algorithm for CNS deliveries, to remove a
statement regarding the treatment of long positions in a receiving ID Net Subscriber’s
agency account established at a Qualified Securities Depository. NSCC would also

delete Section H.5. of Procedure VII concerning the reporting of ID Net transactions on
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NSCC’s Miscellaneous Activity Report and make conforming changes to renumber
subsequent rules in Section H.

Finally, NSCC would update Section I.(A)(1)(b) of Procedure XV, concerning
NSCC'’s Clearing Fund calculations, to remove a reference to ID Net transactions from
the Mark-to-Market component of the Clearing Fund formula.

NSCC believes that the retirement of the ID Net Service would have minimal
impact on its Members. Only 13 broker/dealers and 20 banks are subscribed to the ID
Net Service, and the service is not used by all of those broker/dealers and banks.!!
Furthermore, Affirmed Transactions can simply settle trade-for-trade, directly between
the counterparties, if not eligible for ID Net, like they do today. NSCC also notes that
there would be minimal impact to risk management from both an NSCC and Member
perspective given that the ID Net Service is a non-guaranteed service of NSCC'? and
there is no longer a Clearing Fund offset for ID Net transactions.'?

NSCC has performed direct outreach to Members that use the ID Net Service and
has also announced its plans to decommission the ID Net Service through Important

Notice. There have been no material objections or concerns raised by Members.

1 Active users of the ID Net service constitute less than 10% of NSCC’s full-
service Members. NSCC believes that ID Net usage has been limited since its
implementation in 2008 because, in part, the service needs both parties to an ID
Net transaction to be subscribers of ID Net, as described above, which is not
always the case.

12 See NSCC Rule 65, Section 5(c), supra note 3.

13 See supra note 10.
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Implementation Timeframe

Subject to approval by the Commission, DTC and NSCC would implement the
proposed rule change using a phased approach. First, DTC Participants and NSCC
Members have been informed that they may be unsubscribed from ID Net voluntarily at
any time prior to termination of the service on November 15, 2024. Second, upon
approval of the proposed rule change by the Commission prior to November 15, 2024,
any DTC Participants and NSCC Members that have been inactive in the service for at
least the last twelve (12) months will be offboarded from the service. Finally, NSCC and
DTC will continue to fully support ID Net processing for any remaining active users until
November 15, 2024, at which time the service will be fully retired. NSCC and DTC will
work with their respective Members and Participants to support all required offboarding
activities.

2. Statutory Basis

NSCC believes that the proposed rule change is consistent with the requirements
of the Act and the rules and regulations thereunder applicable to a registered clearing
agency. Section 17A(b)(3)(F) of the Act!* requires that the rules of a clearing agency be
designed to, among other things, promote the prompt and accurate clearance and
settlement of securities transactions. NSCC believes the proposed rule change is
consistent with the requirements of Section 17A(b)(3)(F) of the Act for the reasons stated

below.

14 15 U.S.C. 78q-1(b)(3)(F).
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The proposed rule change would modify the NSCC Rules to decommission the ID
Net Service because the service is hardly used yet challenging to maintain. As discussed
above, NSCC believes that the retirement of the ID Net Service would have minimal
impact on its Members, particularly given the limited usage of the service. Furthermore,
Affirmed Transactions that would have otherwise been directed to ID Net can simply
settle trade-for-trade, directly between the counterparties, like most other Affirmed
Transactions do today. As a result, these transactions would continue to settle promptly
and accurately, as other Affirmed Transactions do, outside of the ID Net Service. For
these reasons, NSCC believes its Rules would continue to promote the prompt and
accurate clearance and settlement of securities transactions in accordance with Section
17A(b)(3)(F) of the Act."

(B)  Clearing Agency’s Statement on Burden on Competition

Section 17A(b)(3)(I) of the Act'® requires that the rules of the clearing agency do
not impose any burden on competition not necessary or appropriate in furtherance of the
Act. NSCC does not believe the proposed rule change would present a burden on
competition. While there may be some operational impact to the small segment of
Members using the ID Net Service, NSCC believes the operational impact to these
Members and their clients would be minimal. While broker/dealer Members using the
service may see some reduced netting benefit from eligible Affirmed Transactions being
processed through CNS, NSCC does not believe the elimination of this service would rise

to the level of a burden on Members given the limited usage of the service. Meanwhile,

15 Id.

16 15 U.S.C. 78q-1(b)(3)().
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banks using ID Net would continue to process affected Affirmed Transactions trade-for-
trade, albeit directly with their counterparties rather than the ID Net omnibus accounts,
described above. Furthermore, NSCC notes that there would be no risk management
impact for the proposed rule change given that the ID Net Service is a non-guaranteed
service of NSCC and there is no Clearing Fund offset for ID Net transactions.!” NSCC
therefore believes the proposed rule change would not present any burden on
competition.

(C)  Clearing Agency’s Statement on Comments on the Proposed Rule Change
Received from Members, Participants, or Others

NSCC has not received or solicited any written comments relating to this
proposal. If any written comments are received, they will be publicly filed as an Exhibit 2
to this filing, as required by Form 19b-4 and the General Instructions thereto.

Persons submitting comments are cautioned that, according to Section IV
(Solicitation of Comments) of the Exhibit 1A in the General Instructions to Form 19b-4,
the Commission does not edit personal identifying information from comment
submissions. Commenters should submit only information that they wish to make
available publicly, including their name, email address, and any other identifying
information.

All prospective commenters should follow the Commission’s instructions on how
to submit comments, available at www.sec.gov/regulatory-actions/how-to-submit-

comments. General questions regarding the rule filing process or logistical questions

17 See supra notes 10 and 12.
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regarding this filing should be directed to the Main Office of the Commission’s Division
of Trading and Markets at tradingandmarkets@sec.gov or 202-551-5777.
NSCC reserves the right not to respond to any comments received.

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

Within 45 days of the date of publication of this notice in the Federal Register or

within such longer period up to 90 days (i) as the Commission may designate if it finds
such longer period to be appropriate and publishes its reasons for so finding or (i) as to
which the self-regulatory organization consents, the Commission will:

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

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

1V. 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:

Electronic Comments:

e Use the Commission’s Internet comment form
(www.sec.gov/rules/sro.shtml); or

e Send an e-mail to rule-comments@sec.gov. Please include File Number
SR-NSCC-2024-008 on the subject line.

Paper Comments:

e Send paper comments in triplicate to Secretary, Securities and Exchange

Commission, 100 F Street, NE, Washington, DC 20549.
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All submissions should refer to File Number SR-NSCC-2024-008. 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 website
(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 website
viewing and printing in the Commission’s Public Reference Room, 100 F Street, NE,
Washington, DC 20549 on official business days between the hours of 10:00 a.m. and
3:00 p.m. Copies of the filing also will be available for inspection and copying at the
principal office of NSCC and on DTCC’s website (www.dtcc.com/legal/sec-rule-filings).
Do not include personal identifiable information in submissions; you should submit only
information that you wish to make available publicly. We may redact in part or withhold
entirely from publication submitted material that is obscene or subject to copyright
protection. All submissions should refer to File Number SR-NSCC-2024-008 and should

be submitted on or before [insert date 21 days from publication in the Federal Register].

For the Commission, by the Division of Trading and Markets, pursuant to
delegated authority. '

Secretary

18 17 CFR 200.30-3(a)(12).
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EXHIBIT 5

Bold and underlined text indicates proposed added language.

Beld-and-strikethreugh-text indicates proposed deleted language.

NATIONAL SECURITIES CLEARING CORPORATION
RULES & PROCEDURES
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NATIONAL SECURITIES CLEARING CORPORATION RULES
RULE 1. DEFINITIONS AND DESCRIPTIONS

[Changes to this Rule, as amended by File No. SR-NSCC-2024-008, are available
at www.dtcc.com/legal/sec-rule-filings. These changes become have been
approved by the SEC but have not yet been implemented. On November 15, 2024,

these changes will be implemented, and this legend will automatically be
removed from this Rule.]

* % %

EliaibletD Net Securit

* % %

13 H th]

* % %

Net Unsettled Position

For purposes of calculating each Member’s required contribution to the Clearing Fund
pursuant to Procedure XV, the term “Net Unsettled Position” as used in Procedure XV
means a Member’s net of unsettled Regular Way, When-Issued and When-Distributed
positions in CNS Securities that have not yet passed Settlement Date and net positions
in CNS Securltles that d|d not settle on Settlement Date Jiransaetlens—submrtted

RULE 3. LISTS TO BE MAINTAINED

[Changes to this Rule, as amended by File No. SR-NSCC-2024-008, are available
at www.dtcc.com/legal/sec-rule-filings. These changes become have been
approved by the SEC but have not yet been implemented. On November 15, 2024,

these changes will be implemented, and this legend will automatically be
removed from this Rule.]
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SEC. 1.

* % %

(gf) The Corporation shall maintain a list of the securities that may be the subject
of a novated Securities Financing Transaction and may from time to time add securities
to such list or remove securities therefrom.

* % %

RULE 18. PROCEDURES FOR WHEN THE CORPORATION CEASES TO ACT

[Changes to this Rule, as amended by File No. SR-NSCC-2024-008, are available
at www.dtcc.com/leqgal/sec-rule-filings. These changes become have been
approved by the SEC but have not yet been implemented. On November 15, 2024,
these changes will be implemented, and this legend will automatically be
removed from this Rule.]

* % %

SEC. 2. (a) Except as otherwise may be determined by the Board of Directors
the following transactions of a Member for which the Corporation has ceased to act
shall be excluded from all operations of the Corporation applicable to such transactions:

* % %

(v)  any cash adjustment relating to OW Obligations of the Member forwarded
to settlement in accordance with the Obligation Warehouse procedure;_and

(vi)  any uncompleted ACATS transaction in accordance with Rule 50;-and.

(i) lotod.t . " h the ID_Net Servi

* % %

RULE 65. ID-NET-SERVICE(RULE NUMBER RESERVED FOR FUTURE USE)

[Changes to this Rule, as amended by File No. SR-NSCC-2024-008, are available
at www.dtcc.com/leqgal/sec-rule-filings. These changes become have been
approved by the SEC but have not yet been implemented. On November 15, 2024,
these changes will be implemented, and this legend will automatically be
removed from this Rule.]
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PROCEDURE VII. CNS ACCOUNTING OPERATION

[Changes to this Procedure, as amended by File No. SR-NSCC-2024-008, are
available at www.dtcc.com/legal/sec-rule-filings. These changes become have
been approved by the SEC but have not yet been implemented. On November 15,
2024, these changes will be implemented, and this legend will automatically be
removed from this Procedure.]

A. Introduction

The CNS Accountlng Operatlon processes transactions in CNS Securltles

* % %

D. Controlling Deliveries to CNS

* % %

1. Exemptions

Except as described below, each Member has the ability to elect to deliver all or
part of any short position. It controls this process by Exemptions. By indicating a
particular quantity as an Exemption, the Member directs the Corporation not to settle
certain short positions or portions thereof. Exemptions govern short positions in the
CNS Stock Record and not Designated Depository positions. All short positions or
positions thereof for which no Exemption is indicated are settled automatically to the
extent that the Member has made such securities available in the Member’'s Designated
Depository account or they become available in its Designated Depository account

through other deposﬂory actlwty Netwﬁhstan&ng—the—abeve—a—Member—may—net

* % %

E. Influencing Receipts from CNS

* % %
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4. Allocation Algorithm

The algorithm which governs the allocation of long positions is based on priority
groups in descending order and, for the day cycle only, age of position within a priority
group and random numbers within age groups.

Priority groups include the following:

* % %

@ @ e - o
t-long pesnt||e||_|sl "'la wsegnu:_grlgl Islet Su_b_senglben S a_lgen,ey |

{i#)}-long positions against the component securities of index
receipts;

* % %

H. Miscellaneous CNS Activity

* % %

65. Obligation Warehouse

* % %

76. Asset Servicing and Other Events; Revealing Counterparties

* % %

PROCEDURE XV. CLEARING FUND FORMULA AND OTHER MATTERS

[Changes to this Procedure, as amended by File No. SR-NSCC-2024-008, are
available at www.dtcc.com/legal/sec-rule-filings. These changes become have
been approved by the SEC but have not yet been implemented. On November 15,
2024, these changes will be implemented, and this legend will automatically be
removed from this Procedure.]

I.(A) Clearing Fund Formula for Members
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Each Member of the Corporation, except as otherwise provided in this
Procedure, is required to contribute to the Clearing Fund maintained by the Corporation
an amount calculated by the Corporation equal to:

(1)  For CNS Transactions

* % %

(b)  The net debit of each day’s difference between (x) the contract price of
such Members Regular Way, When Issued and When- Dlstnbuted net posmons

passed—Settlement—Date and its fa|I posmons and (y) the Current Market Prlce for such
positions (such difference to be known as the “Mark-to-Market”); provided that the

Corporation may, but shall not be required to, exclude from this calculation any shares
delivered by the Member in the night cycle to satisfy all or any portion of a short
position;

* % %

PROCEDURE XVI. ID-NET-SERVICE(RESERVED FOR FUTURE USE)

[Changes to this Procedure, as amended by File No. SR-NSCC-2024-008, are
available at www.dtcc.com/legal/sec-rule-filings. These changes become have
been approved by the SEC but have not yet been implemented. On November 15,
2024, these changes will be implemented, and this legend will automatically be
removed from this Procedure.]
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* % %



