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exemptions from certain capital and customer protection rules granted in 1989 to government

New obligations, which link back to the original fails, are created at the marked price for
settlement the next business day. Separate from fai processing, FICC nets activity scheduled to
settle for the first time the following business day, creating additional] ob]j gations from the
results of the net. Under the current process, netting members can end up having positions with

? See Commission Exchange Act Release Nos. 51865 (June 17, 2005) [File No. SR-FICC-2005-1 1], 70 FR 36679;
and 52157 (July 28, 2005) [File No. SR-FICC-2005-11], 70 FR 44959,
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occur, the obligations must be equal in par. The current pair-off process, therefore, does not
maximize the opportunities to reduce obligations with FICC.

amount of the non-failed positions (i.e., the net settlement positions). You also assert that F ICC
will maintain the ability to track the age of fails under the new process.

Based on these facts and your representations of the proposed daily fail netting process’s risk
management of fails, we believe that the exemptions granted in 1989 from certain capital and
customer protection requirements regarding aged fails should continue to remain in effect.
Accordingly, pursuant to 15 U.S.C § 780-5(a)(5), we therefore hereby reaffirm those
exemptions, as described in the second paragraph of this letter, for FICC netting members who
ar¢ government securities brokers and dealers. These exemptions continue to be limited by the
conditions originally set forth in Commissioner Richard L. Gregg’s November 22, 1989 Jetter to
GSCC Associate General Counse] Jeffrey F. Ingber.” We have consulted with the staff of the
SEC, from whom we understand you are requesting an equivalent exemption, in arriving at this

Any change in the facts or circumstances of your request would require further analysis and
could lead to a termination of the exemptions.

Under 17 CFR 400.2(c)(7)(i), your incoming letter and this response will be immediately

available to the public.
incerely,

Van Zec
Commissiofier

Nikki M. Poulos

Vice President and General Counsel
Fixed Income Clearing Corporation
55 Water Street

New York, NY 10041

amount representing the current market price of the underlying fail to receive security, regardless of the age of such
fail; and (ii) the system price will continue to be established by FICC each business day, as represented by FICC,
based on current market prices of government securities.
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