[Retoase No. 20221; Fliile No. 600~1, et al.]

.Deposttory Trust Co., et al,; Order

September 23, 1083,
In the matter of the full registration as
clearing agencies of: The Depasitory
Trust Company (File No. 600-1); Stock
. ’ Clearing Corporation of Philadelphia
(File No. 600—4): Midwest Securities
. Trust Company (File No. 600-7); The
. Options Clearing Corporation (File No.
i : 800-8); Midwest Clearing Corporation
{ ‘ {File No. 800-8); Pacific Securities
(v Depositary Trust Company (File No.
} ! 800-10): Pacific Clearing Corporation
, {File No. 600-11); National Securities
1 Clearing Corporation (File No. 600-15):
and Philadelphia Depository Trust
Company (File No. 800-19).

. . Introduction

. This Order concerns the registration
of nine clearing agencies ' pursuant ta

' The Commission today is granting full
registration tu the Depository Trust Company
{"DTC"); Stack Clearing Corporation of Philudiipia.
["SCCP"): Midwest Securitien Trust Companv
["MSTC™); Optious Clearing Corporation [0
Midwest Cleuting Corparation {*“MCC"); Pacific
Seenrities Depositngy Trust Company ("PSDTC )
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Section 17A of the Securities Exchange
Act of 1934 (the “Act”).?2 and Rule
17Ab2-1. The full registrution of these
clearing agencies constitutes an
important step in the Commission's
efforts to facilitate the development of a
national system for the prompt and
accurate clearance and settlement of
securities transactions {"National
System”) under Section 17A of the Act.
Granting these nine applications for
clearing agency registration culminates
eight years of cooperative efforts by the
securities industry and the Commission
to put in place central portions of the
National System. Through the issuance
of this Order, the Commission
recognizes the significant steps that
have been taken by various segments of
the financial community toward
achieving the goals established by
Congress in Section 17A(a){1) of the Act.

The remainder of this Order is
organized as follows:

1. Background '
A. The Paperwork Crisis and Resulting
Legislation
B. Full Registration Proceedings
C. Clearing Agency Functions and
Organization
11. Review Methodology
111. Scope of This Order and Its Effect on
Clearing Agencies and Commission
Oversight ,
IV. Findings: Application of Statutory
Standards to Clearing Agencies
A. Introduction
B. MCC-MSTC
C. SCCP-Philadep
D. PCC-PSDTC
E. NSCC
F.DTC
G.0OCC
V. Conclusion

1. Background

A. The Paperwork Crisis and Resulting
Legislation

During the late 1960's, the securities
industry experienced a paperwork crisis
that nearly brought the industry to a
standstill and directly or indirectly
caused the failure of a large number of
broker-dealers. This crisis resulted from
sharply increased trading volumes and
historic industry inattention to securities
processing, as illustrated by inefficient.
duplicative and extensively manual
clearance and settlement systems, poor
records, insufficient controls over funds
and securities, and use of untrained
personnel to perform processing

Pacific Clearing Corporation ("PCC"): National
Securities Clearing Corporation (“NSCC"): snd
Philadelphia Depository Trust Company
[“Philadep™).

? Securities Exchange Act of 1934. as aruended. 13
L.S.C. 784 of seq. (1976).

" 17 CFR 240.17Ab2-1.

{functions.* In the aftermath of the
paperwork crisis, the securilies industry,
the Commission, and the Congress
directed concerted attention to
securities processing. Among other
things, the Commission actively
encouraged expanded participation-in
clearing corporations and securities
depositories by all qualified broker-
dealers and other financial
intermediaries. Congress held extensive
hearings to investigate the paperwork
problems® and ultimately enacted the
Securities Acts Amendments of 1975
(the “1975 Amendments”).*

In Segion 17A(a)(1) of the act, as
amended, Congress found that:

(A) The prompt and accurate clearance and
settment of securities transactions, including
the transfer of record ownership and the
safeguarding of securities and funds related
thereto, are necessary for the protection of
investors and persons facilitating
transactions by and acting on behalf of
investors.

(B) Inefficient procedures for clearance and
settlement impose unnecessary costs on
investors and persons facilitating
transactions by acting on behalf of investors.
(C) New data processing and
communications techniques create the
opportunity for more efficient, effective, and
safe pracedures for clearance and settlement.
(D) The linking of all clearance and
settlement facilities and the development of
uniform standards and procedures for
clearance and settlement will reduce
unnecessary costs and increase the
protection of investors and persons
facilitating transactions by and acting on
behalf of investors.”

Accordingly, in Section 17A(a)(2) of the
Act, Congress directed the Commission
to facilitate the development of the
National System consistent with those
findings. At the same time, Congress
instructed the Commission to administer
Section 17A with due regard for the
public interest, the protection of
investors, the safeguarding of securities
and funds, and the maintenance of fair
competition among brokers and dealers.
clearing agencies, and transfer agents.

B. Full Registration Proceedings

Although Section 17A(b)(1) of the Act
required that all clearing agencies be
registered with the Commission by
December 1, 1975.8 Congress provided

* See. e.g.. Securities and Exchange Commiusion.
Study of Unsafe and Unsound Practices of Brokers
and Dealers. HR. Doc. No. 231, 92d Cong., 1st Sess.
13 (1971).

* See. e.g.. Clearance and Settlement of Securities
Transactions. Hearings on S. 3412. 8. 3297, and S.
2551 Before the Subcom. on Banking, Housing ond
Urban Affairs. 92d Cong. 2d Sess., 95-96 (1972).

¢ Pub. L. No. 84-29. 89 Stat. 97 (1975).

115 U.S.C. 78q-1.

® Section 17A[b)(1) of the Act.

that the Commission could pot grant
registration to clearing agercies vnless
they exhibited certain organizational
characteristics and capabilities (the
“Requirements”)® or were otherwise
exempted by the Commission.!°
Pursuant to this authority, on November
3, 1975, the Commission adopted Rule
17Ab2-1'2 and Form CA-1'32 for the
registration of clearing agencies. In
accordance with Rule 17Ab2-1(c)(1).14
thirteen clearing agencies applied for
registration. The Commission granted
temporary registration to all thirteen
clearing agencies !® after finding that
each clearing agency (1) was organized
to have, and had. the capacity to
safeguard securities and funds in its
custody or control or for which it was
responsible; ! (2) had rules that assured
the safeguarding of securities or funds
that were in its custody or control or for
which it was responsible; !7 and (3) had
rules that did not impose any schedule
of prices, or fix rates or other fees, for
services rendered by participants.!® The
Commission also instituted proceedings
to determine whether the clearing
agencies satisfied, or should be
exempted from, the Requirements and
could therefore be granted full
registration pursuant to Rule 17Ab2-
1{c)(2).1? Since that time, in connection
with the oversight of clearing agencies,

-the Commission staff has reviewed the

registration applications and numerous
supplements and the Commission has
extended the temporary registrations by
order on a number of occasions, with

® Section 17A(b)(3)}(A}-(I) of the Act discussed
infra.

10 Section 17A(b){1) of the Act.

11 Securities Exchange Act Release No. 11787
(November 3, 1975). 40 FR 52356 (November 10,
1975). R

1217 CFR 240.17Ab2-1.

1317 CFR 249b.200.

4 Rule 17Ab2-1(c)(1) (17 CFR 240.17Abz-1(¢)(1}}
authorizes the Commission to register a clearing
agency “temporarily” {for 18 months or such longer
time as the Commission may provide by order), and
to exempt a temporarily registered clearing agency
from satisfying one or more of the Requirements.

15 On December 1. 1975, the Commission granted

" temporary registration to DTC, Bradford Securities

Processing Services, Inc. ("BSPS"), SCCP, Boston
Stock Fxchange Clearing Corporation ("BSECC").
MSTC. OCC. MCC. PSDTC. PCC. and TAD
Depository Corporation (“TAD"}. Temporary
Registration was grunted to New England Securities
Depository Trust Company ("NESDTC") on
September 24, 1976; to NSCC on October 24, 1977
and to Philadep on October 24. 1979. The
Commission terminated the registrations of BSPS
and TAD at their request on March 22. 1962,
Securities Exchange Act Release No. 18583 (March
22.1982). 47 FR 13262 [March 29, 1982).

'$ Section 17A(b}[3YA] of the Act.

T

22 Gection 1TADYE) of the Act

17 CFR 240.17Ah2-14c)(2}



the most rerens sxteinsion to expire on
Septeiiber 3, © 385,20

As part of its efforts {0 provide
guidar-e to the clearing ager.zies in
structuring their organizations, systems,
capacities, and rules to comply with the
Requirements, the Commission
proposed *! and published 22 standards
{the “Standards”) to be used by the
Division of Market Regulation (the
“Division”) ir reviewing and making
recommendations whether all or any
viraring agencies shouid be granted full
registration. The Standards illustrate
specific objectives that each clearing
agency’s rules, procedures, or systems
should achieve to be granted {ull
registration,?3

In response to the Commission's
request in the Standards Release, twelve
temporarily registered clearing agencies
submitted amended Forms CA-1 in
December 1980, along with rule
proposals designed to comn’y with the
Standards, or, in certain cases, requests
for exemptive relief from certain of the
Requirements or the Standards.?*

C. Clecring Agency Functions and
Organization

Section 3(a}(23)(A) of the Act defines
a clearing agency as:

any person who acts as an intermediary in
making payments or deliveries or both in
conneclion with transactions in securities or
who provides facilities for comparison of
data respecting the terms of settlement of
securities transactions, to reduce the numker
of settiements of securities transactions. or
for the allocation of securities settlement
responsibilities. Such term also means any
-person. such as a securilies deposiiory, who
(i) acts as a custodian of securities in
connectior: with a system for the central
har:dling of securities wherehv all securities

20 Securities Exchange Act Release No. 18584
{March 22, 1982}. 47 FR 13286 {March 29, 1982). The
Commission today alse is expecting the temporary
registrations of BSECC and NESDTC until
September 30, 1984 in a separate order

2! See Securities Exchange Act Release No. 13544
(June 1 1977}, 42 FR 300688 (June 10. 1477): Securities
Fxchange Act Release No. 14531 [March 6. 1978}, 43
R 10288 {March 10, 1983).

#2 Saecurities Exchange Act Relv:ase No. 16900
(June 17 1980). 45 FR 41920 (June 23. 1980)
("Standards Release™). )

23 'or example, Section 17A{b){3NA} of the Act
srovides. among other things. that a clearing agency
must have rules to ussure the safeguarding of funds
and’sccurities in the clearing agency’s custody
contraol. or for which it s responsible The
Standards provide that 4 clearing agency smang
other things, must have an internal audit
department, that reviews objectively the cloaring
agency s operations and reports its findings to the
clearing ugency Standards Release 45 FR at 41926
28

24 TAD did not file a revised application for
registration As discussed at note 15 suora. the
regstrisfions of TAD and BSPS hive heern cancefis d

SEC DOCKET/ 1426

ol & purtivelar class or asries of 827 isiner
depoeiag Hin the system are trealed as
fune’ble und may be fransfaered. loaned. or
pledged by vookieeping eutry without
physical delivery of securities certificates. or
{ii) otherwise per:.its or fucilitates the
settlement of secrrities transactions ur the
hypothecation or lending of securities
without physical dolivery of secucives
certificates. 28

The clearing agencies that are the
subject of this Order perform a wide
variely of securities processing
functions, but share many of the same
legal and operational characteristics.
These clearing agencies perform
securities processing and operational
and financal monitoring services for
their participants, including banks.
broker-dealers, and institutional
investors. As self-regulatory _
organizations (“SROs") under the Act,?¢
these clearing agencies have both the
authority and the obligation, among
other things, to deny participation to
statutorily disqualified 27 or
incompetent 28 applicants for
membership, to discipline
participants,?? and to provide
participants with due process when they
may be adversely affected by those
decisions.3°

Different types of clearing agencies,
however, provide differing clusters of
services for their participants. Clearing
corporations generally receive trade
data respecting exchanges or over-the-
counter ("OTC") trades between broker-

25 Section 3(a){23)(A) of the Act, 15 11.8.C.
78c(a)(231(a) broadly defines “clearing ugency ™ and
this definition may reouire entities, other than thase
that are the subject of this Qrder or the order
sxtending temporary registration for two clearing
agencies, discussed at note 20 supra, to apply for
registrution with the Commission. Examples uf such
entities might include securities custedians. transfer
agent depositories, securities drafting and cotlection
services, and entities providing other limited or
specialized clearing scrvices. By granting full
rmgigiration to the nine named clearing agencies, the
Cammission does not intend to limit or nurrow the
Act's definition of clearing agency or the clearing
agency registration requirements. Section 3()(23}B)
uf the Act creates certain exclusions from the
definition of clearing agency. and Section 17Ath)(1)
of the Act grants the Commission power 1o exempt
certain clearing agencies from the Act’s registration
requitements. In this connection, severa! banks or
subsidiaries af bank holding companies that
perform various securities processing functions
have requested that the Commission exempt them
from the clearing agency registrution requirements.
pursuant to this subsection. The Commission is
addressing those requests in a separate proceedi

7% Sectiun 3(a}{25) of the Act

*7 Section 17A(b)($)[A) of the Acr

28 Seegtion 17A(DI4NB) of the At

70 Section 17A(bSG) of the At

14 Seclion 17ADLNS] of the et

Jdeaturs. and compare,®? account for #2
an'! settle 3 the netted securities
transactions. In connection with wi -
Continuous set Setilement {*CNS™

*FrCompitrisun” is e procees by whick broker.
dealers match trades previously executed in the
marhetplace. Tha! process culminates in the
production, snd submisginn to the clearing agency '«
acconnting operation, of trade data that hive been
matched by Lioth sides to the trade. Street-side
compairivon of trade data helween buying and
selling broker-dealers should be distinguished frog.
a similar matching of trade data between 4 broker
and his institutionnd customer, coinmonly called the
“confirmation »nd wffirmation process” Sze note 6
sofra.

Traditional comparison of exchange trades vccurs
wither: (1) on the loor of the exchange when,
following execution of the trade, parties to the trade
“recanfirm” the terms of the trade and submit trade
daty nuunlly, or on an automated basis. to the
clearing corporation (“floor-derived comparison™),
or (i} after the end of the trading day. when huyer
and sedler independently submit trade data to «
cleariug corpuration, which then atteninty to match
up those data {“conventional comparison”).

OTC street-side coeparison is conventional and
is performed for all clearing corporations by NSC(:
The operating costs of the National OTC
Compurison System are borne pro rata by the
purticipating clearirng corporations and their
participarts.

32 The accounting process generates the money
and securities seitlement obligations of participants
in clesring corporations. Several types of accounting
dysterns are used by clearing corporations. The most
sophisticated accounting system is the Continuous
Net Settlement (“CNS™) system. which severs the
ftnk between the original parties to the compared
trades ard interposes the system as the contrn
party The aystem generates a single, daily net
“buy™ ar “sell” position for each securities issus in
which a purticipant has compared trades scheduied
to setile on the fifth day after trade date and nets
accumulated settlement obligations in that issue. As
the contre side for each.net settiement obligation.
the clearing corporation's CNS system, rather than
the original parties 1o the trades. becomes the entity
obligated to deliver or receive securitiea and money
The clearing corporation protects itself against
financial risk hy, among other things. obtaining
inirk-to-the-market payments on open obligations
from each participant whose faiture to satisfy those
open obligations would place the system at risk
Unlike CNS systema, daily balance order {"DBO™)
sydtems traditionally have not interposed clearing
corporations hetween parties. Instead, a DBO
system generates @ daily net “buy” or “sell”
position for each issue of securities in which
participant has & compared trade due to settle. and
ullocaies ameng. and isaues to, participants net
daily writlement orders to deliver or receive As o
result. a pariicipant may be required to deliver
seourities to, of receive securities from. 8
participant with which it had no trades. Although
securities and money settlement are pursuant to
DROx, fuils are treated as fails between the parties
10 the DO and must be regolved between them
{rather thun with the system}. Gther accounting
systemu, stich us trade-by-trade systems. do aot net
delivier knd receive obligations and require that
those ubligotions bhe settled directly between the
ariginist parties. coutract-by-contract.

3 Oblignnions generated by the accounting
function ure satisfied through the settiement process
by the delivery and receipt of funds and scecuritine
NS money settlement occurs at the clearing
rorporation with net securitieg movemen:s beit
made at the offilisted securities depasiton

|
|
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syatera,3* clearing corporations
guarantee participant obligations.

A rocurities depository is a
“cnstodial” clearing agency that
operates a centralized system for the
handling of securities certificates.
Depositories accept deposits of
securities from broker-dealers, banks,
and other financial institutions; credit
those securities to the depositing
participants accounts; and, pursuant to
participant’s instructions, effect book-
entry movements of securities.3® The
physical securities deposited with a
depository are held in a fungible bulk;
each participant or pledgee having an
interest in securities of a given issue
credited to its account has a pro rata
interest in the physical securities of the
issue held in custody by the securities
depository in its nominee name.
Depositories collect and pay dividends
and interest to participants for securities
held on deposit. Depositories also
provide facilities for payment by
participants to other participants in
tonnection with book-entry deliveries of
securities and provide facilities for
customer-side settlement of institutional
trades through, for example, the
National Institutional Delivery System
(*NIDS").38 Securities credied to a
participant's or a pledgee’s account may
be withdrawn by the participant in
physical form for delivery to persons

34 See note 32 supra. In addition. most clearing
corporations provide non-automated settiement
services, such as envelope delivery systems.
Envelope delivery systems permit a delivering
participant to pass securities in envelopes to the
clearing corporation which, in tum, delivers the
envelopes 1o designated receiving participunts.

3% See. e8.. DTC, Participant Operating
Procedures, §§ B and C. See a/so note 33 supra.
Depositories also facilitate the pledging of securities
between participants.

%4 [n a typical institutional trade. an investment
anager instructs a broker to execute a trade. After
executing the trade, the broker sends 1o.the
investment manager a written statement, called a
“confirm.” specifying the terms of that trade. See
Rule 10b~10 {17 CFR 240.10b~10). If the confirm
matches the investment manager's inatructions. i.e.,
if the broker executed the trade properly, the
investment manager will issue instructions, called
an “affirm.” to the custodian bank authorizing the
bank to receive or deliver securities aguinst
payment 1o or by the executing broker. To promote
timely customer-side settlement of institutional
trades, various SROs have taken significant steps to
encourage investment managers, brokers and
custodian banks to confirm, affirm, and settle most

" institutional trades through the facilities of a

securities depository. DTC. in cooperation with
MSTC. PSDTC, and Philadep. operates an
automated settlement system called the Nationsl
Institutional Delivery Sysem (“NIDS™). The NIDS. in
conjunction with depository interfaces, permits
most institutional trades to be quickly. accurately.
ard cheaply confirmed, affirmed. and settled by a
net book-entry movement and/or a single money
obligation. See Securities Exchange Act Release No.
19227 {November 8, 1882). 47 FR 51658 [November
16, 1982).

who du not maintain accounts with the
clepository.®”

In contrast to those two types of
clearing agencies, OCC is unique. OCC
issues options on equity securities, as
well as on a variety of other financial
instruments,® records participants’
options positions, and determines
participants’ daily options net
settlement obligations. OCC also
receives exercise instructions from
participants, randomly assigns exercise
notices to participants with short
positions in the exercised options, and
facilitates settlement of the obligations
arising from exercise. OCC provides
rules and procedures for the settlement
of stock index and other non-equity
options obligations, and forwards trade
data on individual equity option
exercises and assignments to
correspondent clearing corporations for
settlement with other settling trades in
those securities.

Clearing agencies that have applied
for registration are owned and
controlled in two basic ways. Most of
the applicant clearing agencies are
wholly-owned subsidiaries of affiliated
national securities exchanges. For
example, SCCP and Philadep are
wholly-owned subsidiaries of the
Philadelphia Stock Exchange Inc.
(*Phlx’").» Profits earned by the SCCP or
Philadep that are not rebated to
participants or retained by the clearing
agencies are returned to the parent
stock exchange. As with any
corporation, Phlx, as shareholder, elects
SCCP's and Philadep’s boards of
directors.%

Other clearing agencies, however, are
owned and controlled by several
entities. NSCC, for example, is owned

" by the New York Stock Exchange, Inc.

{"NYSE"), the American Stock
Exchange, Inc. (*AMEX"), and the
National Association of Securities

27 Certificates may be withdrawn (i) after re-
registration in 8 name designated by the
withdrawing party or (ii) in the name of a
depository’s nominee, in which case the nominee
sppoints the withdrawing party as attorney to effect
transfer of the certificate. See e.g.. DTC, Participant
Operating Procedures, $§ D and E.

% See note 151 infra. All options issued by OCC
are registered with the Commission, pursuant to the
Sccurites Act of 1933, as amended, 15 U.S.C. 77a—
77aa {1976).

» See File No. 8004 (SCCP). Form CA-1.
Attachment A, at 1.

* Other regional cleariig corporations and
depositories are similarly organized and controlled.
Because Section 17(A)(b)(3}(C) of the Act requires
thet the rules of the clearing agency assure fair
representation of its shareholders (or members) and
parlicipants in the selection of its directors and the
administration of its affairs. the regional clearing
agencies have recently re-structured their by-laws.
rules. and procedures to satisfy this requirement.
See discussion in text accompanying notes 52-62
infra.

Dearlers, Inc. (“"NASD"). The members
of NSCC's board of directors, however,
are elected by participants according to
a formula linking the number of votes
held by each participant to the
participant's use of NSCC services.*

DTC is owned by the NYSE, AMEX,

NASD, and its participants. Participants
are permitted to purchase stock, and
hence vote for directors, in proportion to
their use of DTC services.** OCC is
owned by its participating options
exchanges.**

1L Review Methodology

During the last several years, the
Commission has given special attention
to the Forms CA-1 submitted by each
clearing agency. During the review, the
Commission attempted to identify
significant respects in which clearing
agency rules, systems, and procedures
appeared to be inconsistent with the
Requirements. The Commission’s review
placed special emphasis on potential
financial exposure to clearing agencies,
their participants, and the public
resulting from peculiarities in services
provided or in the manner in which
those services were organized. In
addition to reviewing the Forms CA-1,
the Commission's determinations were
based on its continuous monitoring and
oversight of the operations of each
clearing agency and the exemplary
history of the National System.

In conducting its review, the
Commission has made every effort to
take into account inherent differences
among the clearing the agencies that are
subject to this Order. In addition, in
determining propriety of requests for
exemptions from certain aspects of the
Act, the Commission gave special
attention to the unique characteristics of
the requesting clearing agency. Thus, the
Commission required uniformity among
clearing agencies only where crucial to
effectuate statutory goals and to protect
investors and the public interest.

During the review process, the
Commission staff had extensive
conversations with the various clearing
agencies concerning identified .
deficiencies in, or unique features of,
their rules, systems, and procedures. In
the cooperative spirit envisioned in the
Act, each clearing agency has made
many necessary changes to conform its
rules, systems. and procedures to the
Requirements and the Standards. The

4 See File No. 800-15 [NSCC), Form CA-, at
Exhibit A, Annex 1. a! 18; Exhibit A. Annex 2, at 4;

“and Exhibit A. Annex 3.

* See File No. 800-1 (DTC] Form CA-~1 at Exhibit
A and Addendum 1.

® Sos File No. 800-8 (OCC). Form CA-t at Exhibi
A. Vol. 1, und GQCC By-luws. Art V11 §§ i-5.
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Cemmizsion wishes w commend the
clearing agencies for their excellent and
dedicated efforts, particularly during the
last year, to up-date and refine their
Forms CA-1.

The Commission's oversight of
clearing agency compliance with the Act
has not been confined to review of
Forms CA-1. Indeed, in carrving out the
Commission’s general oversight
responsibilities. the Cormmission has
reviewed, pursuant to Section 19{b) of
the Act, each of the many proposed rule
changes filed by the clearing agencies.
Those rule changes have concerned
most of the major services and systenis
of each clearing agency. all of the recent
enhancements to clearing agency
services, and all schedules of fees.**
Moreover, that rule review process is
continuous, since clearing agencies
periodically enhance their services in
ways that require rule filings.+*

The Commission also conducts,
pursuant to Section 17(b) of the Act,
routine or cause inspections of clearipg
agencies, which help ensure the
continuing integrity of clearing agency
operations. In connection with those
inspections, the Commission has
scrutinized the operations of most of the
temporarily registered clearing agencies
and bas worked in a cooperative setting
with each inspected clearing agency, as
well as with the Board of Governors of
the Federal Reserve System (“"BGFRS"),
as appropriate,*® to refine and enhance
clearing agency safety and efficiency.
Inspections have provided an informed
and important backdrop to the
Commission's determination today to
grant full registration to the subject
clearing agencies, and they will continue
10 aid the Commission’s on-going
enforcement responsibilities concerning
clearing agencies.

44 During Fiscal Year 1983, the Division's Office
of Securities Processing Regulation received and
reviewed approximately 140 proposed rule changes
filed by the various clearing agencies.

*% In addition. the Commission staff daily reviews
announcements of clearing agency system
adjustments and olher imporiant events, received
by the Commission pursuant to Rule t7a-22 (17 CFR
240.17a-22).

44 DTC. PSDTC. and MSTC are lunited purpose
trust compsnies anid members of the Federsl
Regerve System. The BGFRS. as un appropriate
regulatory agency ("ARA”). hus certain regulatory
suthority and responsibilities with respect to these
clearing agencies. See Sections 3(a}{52H(B) and 19 of
the Act. In addition. the Commiission hay consulted
with the BGFRS under appropriate circumstancrs.
uarticutaily when 1eviewing proposed rule changes
filed by these deposityiies. pursnant to Seciion 19(h)
of the Act. and Rute 10h-4 {17 CIR 240.19h—41
thereander
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ill. Scope of This Order and Its Effecis
on Cleariug A.gencies and Commission
Oversight

This Ovder confirms thet cach clearing
agency subject to the Order is operating
in substantial comptiance with the Act.
The Commission recognizes that
Congress did not intend the full
registration proceedings to continue

indefinitely, bul, instead. anticipated  *

that these proceedings shou!d end as
socn as the Commission cowd make the
fundumental findings specified in the
Requirements. The Commission does not
intend this Order to suggst that no
further modifications of the subject
clearing agencies’ rules, systems,
procedures, and practices are nreded
now or in the future. Indeed, the findings
made in this Order are intended to
supplement the Commission'’s, or any
other appropriate regulatory agency’s.
continuing authority under the Act to
regulate evolving clenring systems.47
The Commission will continue to use its
oversight, inspection, and enforcement
authority as necessary and appropriate
to further the purposes of the Act, and,
as necessary, will use its rulemaking
authority under Sections 17A (d){1) and
(e) of the Act to ensure continued
development of the National System. In
any event, the Commission anticipates
that in the future, the fully registered
clearing agencies will make all needed -
adjustments in their rules, systems, and
procedures in the cooperative spirit the
Commission has experienced to date.
As a result, the self-regulatory
obligations of the fully registered
clearing agencies cannot end with this
proceeding. Each clearing agency must
continue to satisfy the Requirements
and the Standards, including (i) filing
with the Commission, pursuant to Rule
17a-22, any notice distributed to all
clearing agency particinants; (ii) filing
any changes in rules, systems, or
procedures as required by Section 19 of
the Act and Rule 19b—4 thereunder; **

47 Unlike with vther SROs. the Commission does
not have authority under Section 19(c) of the Act to
abrogate, add to, or delete from, particular rules of
particular registered clearing agencies.

** Proposed rule changes submitied by these
clearing agencies currently pending before the
Commission are not affected by this proceeding.
Similarly, ngreements limiting or governing the
nperations of any pilot programs instituted by any
clearing agency remain in effect. See, e.g. Securities
Exchange Act Release No. 13706 (June 30, 1477}, 42
FR 35715 {july 11, 1977): Securities Exchange Act
Release No. 13741 {July 12, 1977}, 42 FR 37082 (July
19, 1977): and Securities Exchange Act Release No.
19911 (June 24. 1983}. 48 FR 30506 {july 1. 1953}
[propased rule changes that would permit
depository participants to transmit and receive data
using computer terminal systems). Sucurities
Exchange Act Release No. 13337 {March 7, 1977). 42
FR 15159 (March 18, 1877); Securities Fxchangre Act
Reliase Noo 13375 {March 15.1977), 42 FR 15398

and {iii) keeping its Form CA-1
submigsion current. In addition. all
registered clearing agencies must
continue to respect sll conditiors
established, or undertakings related to,
this Order and any other relevant
undertaking or Commission Order. ¥

IV. ¢indings: Application of Statutory
Standards to Clearing Agencies

A. Introduction

The following discussion explains in
detail the specific cbligations imposed
by the Requirements, as interpreted by

- the Standards, that a clearing agency

must satisfy before the Commission may
grant it full registration. To avoid
unuecessary repetition, this Order does
not discuss each Requirement and each
Standard with respect to each clearing
agency; instead, each Requirement is
discussed in cenjunction with the
clearing agency that presented
illustrative issues respecting tha!
Requirement.5® This Order also
discusses the amendments 1o by-laws,
rules, systems, and procedures thai each
clearing agency has made (or has
undertaken to make} to satisfy the
Requirements and the Standards.
Finally, the Order indicates that, subject
to the conditions and undertakings
noted in this Order, all clearing agencies
subject to this Order substantially
satisfy the Requirements.

B. MCC and MSTC

MCC and MSTC are wholly-owned
clearing agency subsidiaries of the
Midwest Stock Exchange (“MSE”). MCC
and MSTC offer participants a wide
range of integrated services referred to
as the MST System. These services
include trade recording; trade
comparison, clearance, and settlement;
CNS and trade-for-trade settlement
accounting; clearance and settlement.
through the Regional Interface
Organization (“RIO"). of participants’
trades with participants settling in other
clearing corporations; safekeeping of
bearer and registered municipal bonds:
confirmation, affirmatin, and book-entry

[March 24, 1§77}, Securities Exchange Act Relesse
Na. 14392 (March 18, 1977). 42 FR 166800 {March 29,
1977): Secorities Exchanige Act Release No. 1414
{Octobar 27.1977). 42 FR 58991 {November 14. 1977}
(propuesed rule chunges eliminating interface fees
hetween dep:sitories).

49 See e, notes 117 und 11921 infru. Similarly
issues raised in previous inspections that have not
been reyoived fully heiein remain subject to
inspection undertobings.

** For example. 'fie Kegiirement io Suetion
1AM A) of the Act that a clearing agenrcy
sifeguacd lunds und secunties is discussed
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settlement of institutional trades through
NIDS: and facilities for borrowing and
lending securities.

Staff review of MCC's and MSTC's
applications and rules revealed
substantial compliance with the Act and
the Standards concerning registration of
clearing agencies.®! At the staff’s
request, however, MCC and MSTC
amended a number of rules and by-laws
to cure deficiencies respecting fair
representation and due process.

1. Fair Representalion

Section 17A{b)}{3)(C) of the Act,
concerning fair representation, requires:

[t]he rules of the clearing agency [to] assure a
fair representation of ite shareholders (or
members) and participants in the selection of
its directors and administration of its affairs.
(The Commission may determine that the
representation of participants is fair if they
are afforded a reasonable epportunity to
acquire voting stock of the clearing agency.
directly or indirectly, in reasonable
proportion to their use of such clearing
agency.}**

The Act does not define fair
representation or set up particular
standards of representation. Instead, it
provides that the Commission must
determine whether the rules of the
clearing agency regarding the manner in
which decisions are made give fair voice
to participants as well as 40
shareholders in the selection of directors
and the administration of its affairs.
Interpreting the Act, the Standards
require that:

[tlhe rules of the clearing agency should §}
provide participants with a meaningful

81 MCC and MSTC recently filed amendments to
their rules that relate to the Requirements. See, eg..
Securities Exchange Act Release No. 18487 {August
9, 1982), 47 FR 36334 {August 18, 1982) snd Securities
Exchange Act Release No. 18948 (August 9. 1982), 47
FR 36335 (August 19, 1982) {allocation of Josses due
to participant defaults among the participant's fund.
the contingency reserve fund. undivided corporate
profits, and retained earnings); Securities Exchange
Act Release No. 18823 (June 21, 1982), 47 FR 28512
(June 30. 1982) (MCC credits, and MSTC discounts,
fees for participants settling trades in volume at the
Midwest clearing agencies): Securities Exchange
Act Release No. 18426 {January 18, 1982), 48 FR 3247
(January 22, 1982) (MCC guarantee of trades settling
in the CNS accounting operation); Securities
Exchange Act Release No. 18348 (December 17,
1981), 46 FR 62592 {December 24, 1981) and
Securities Exchange Act Release No. 18340
(December 16, 1981), 46 FR 62504 (December 24,
1981) (allocation of income earned from investment
ol participant fund assets). In addition, Securities
Exchange Act Release No. 19165 (October 21, 1882),
47 FR 49127 {October 29, 1982} noticed for comment
amendments to MSTC’s reversal and close-out
authority that enable MSTC to reverse certain
entries in the event of participant insolvency if
MSTC ceases lo act en behalf of the insolvent.
Although MSTC plans to revise this authority, it has
undertaken tc administer existing rules consistent
with broker participants’ obligations under Rule
15¢:3-3 (17 CFR 240.15¢3-3}.

* 15 U.S.C. 78q-1(b (3)(C).

opportunity to be represented in the sc:lection
of the clearing agency's directors ar! the
administration of its affairs and (ii) provide
that participants shall be apprised of
proposed rule changes in order to facilitate
their comment on such changes to the
Commission.»

a. Nomination and Election of the
Board of Directors. With respect to
providing participants with a meaningfui
opportunity to be represented in the
selection of the board of directors and
the administration of the clearing
agency's affairs, the Standards
counselled that each clearing agency’s
procedures be evaluated on a case-by-
case basis. The Standards also
described several methods by which a
clearing agency could comply with the
fair representation standard, including
nominations for board of directors by a
nominating committee which would be
composed of, and selected by,
participants or their representatives, or
direct selection of a number of the
directors by, and from among, the
users.*

(iyMccC

Formerly, the MSE, MCC's sole
shareholder, selected MCC's board of
directors. Since the members of MCC's
board were identical with those of the
MSE's Board, as a practical matter, the
selection of MCC's board was
determined by the MSE election.
Pursuant to MSE procedures, a
nominating commiitee, elected by MSE
members, nominated indiwiduals to
serve on the MSE's Board of Governars.
The nominating committee selected its
nominees with a view to choosing
directors “interested in and
knowledgeable about the various
aspects of MSE operations and of the
securities busiress and the activities of
the Midwest Clearing Corporation.

* * * s MSE members, however, also
could file a pelition, signed by at least
ten members, naming nominees other
than those named by the nominating
committee. At the MSE's annual
meeting, each member was entitled to
cast one vote for each open position.

The Commission believes that, at a
minimum, fair representation requires
that the entity responsible for
nominating individaals for membership
on a clearing agency's board of directors
should be obliged by by-law or rule to
make noninations with a view toward
assuring fair representation of the

* Standards Release, 45 FR at 41923,

& See Securities Exchange Act Release No. 14531
(March 8, 1978), 43 FR 10288 {March 10, 1978) and
the Standards Release, 45 FR at 41923,

** Midwest Stock Exchange, Inc. Constitution,
Article 1V, Section 4(b)(iii), Midwest Stock
Exchange Cuide (CCH) 11034.

interests of shareholders and of 4 ¢;oss-
section of the commuuiity of
participants. To this end. MCC smended
its by-laws to establish a separate
nominating committee comprised of
participants that wilj nominate
individuals for membership on MCC's
board of directors. Furthermore, the new
by-law would require that MCC's
nominating committee make
nominations to the board with a view
toward providing fair representation of
the interests of the shareholder and a
cross-section of the community of
participants.>*

With respect to the process of
selecting directors, because the
Commission is unaware cf any MCC
participants that are not also MSE
members, the Commission believes that
the previous indirect method of selecting
MCC board members has in practice
enabled fair representation of
participants at MCC. In the future,
however, as more categories of
participants join MCC without also
becoming members of the MSE,*” an
opportunity for direct participation by
all MCC participants in the selection of
MCC's board is essential. Accordingly,
MCC has amended its by-laws to allow
participants to file a petition, signed by
at least ten participants, to nominate as
directors additional persons beyond
those proposed by the nominating
committee. In addition, at the annual
meeting, the MSE, as sole shareholder,
will be required to elect directors from
among the individuals nominated to be
directors, including those nominated by
participants, and to vote its share in a
manner that ensures representation of
the interests of a cross-section of
participants.

(ii) MSTC

MSTC's board of directors is currently
divided into two classes, with Class A
directors having a numerical majority
over Class B directors. Class A directors
are appointed by the sole shareholder.
the MSE, and are selected by the MSE
“with a view towards providing fair
representation for the interests of . . .
[the MSE] and of those members of
[MSE] which are participants of . . .
[MSTC]." 58

* Securities Exchange Act Release No. 20022 (fuly
20, 1983), 48 FR 36234 (August 9, 1963).

> For example, it is possible that. in the future,
certain NIDS trades will be eligible for settlement in
MCC's CNS accounting operation. In that event,
NIDS users, particularly MSTC bank participants.
may decide to join MCC.

53 Midwest Securities Trust Company By-laws,

Article I Section 2, Midwest Stock Exchange
Guide {CCH) §3032.
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Class B directors may he selected in
twe wavs. At least sixty days hefore
each annuai shareholders meeting, the
MEE qominates six individuals for
eleziion as the six Class B directors.
Copies of the nominating list are mailed
to eacli MSTC pisticipant that is not a
MSE member (“non-member
participant”). Non-membe: participants
may file, wit*in thirty days pricr lo the
annual meeting. 8 petition signed by not
less than three non-member perticipants
to nominate additional persons as the
Class B directors. If no nominatina

. petition is filed by non-member
participants, the MSE appoints as Class
B directors the individuals named in its
nominating list. If a nominating petition
has been filed by non-member
participants, MSTC sends each non-
member participant a ballot setting forth
the names of all nominees and the
number of votes to which each non-
member participant is entitled,
determined by a formula set forth in the
by-laws. At the annual meeting, the
MEE appoints as Class B directors the
six individuals receiving the highest
number of votes.

MSTC has undertaken to revise its by-
iaws governing election of its board not
only to conform to the Act and the
Standard regarding fair representation,
but also to make 1;;:&11 addltior:;l
Ws n W related to the issue
of fa mpﬁs tation:s® Officials at
MSTC have represented to the
Commission that the revisions, when
completed, will abolish all distinctions
between MSE-member participants and
non-memYer participants, and will
provide ali participants with an
opportunity to nominate individuals for
election to the board by petition. In that
way, both types of participants—MSE-
members as well as non-members—will
have the same ability to nominate board
members directly through the petition -
process. )

MSTC also has represented to the
Commission that the new by-laws
would provide for & separate nominating
commitiee within MSTC that, like its
counterpart at MCC, will be required by
the MSTC by-law to nominate with a
view foward providing fair
representation.on MSTC's board of
directors for the interests of the
shareholder and a cross-section of the
community of participants.8¢ MSTC and
MSE have represented that until MSTC's
by-laws are amended, all nominations
for board positions will continue to be

% For example. MSTC axpects lo increase the
size of its board of directors and is contemplating
adding public members to the board.

8¢ MSTC anticipates filing these revisions with
the Commission during Seplem?er 1063,
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made with a view toward providing far
representaiinn for the interersts of both
ihe shareholder and a cross-section of
MSTC's participan!s.

b. Participation in the Clearing Agency’s
Affairs

The Act alsa requires that clearing
agency rules ensure fair representation
of parlicipants in the administration of
the clearing agency’s affairs. The
Standards recogni=e that to participate
meaningfully in the administration of the
clearing agency's affairs, participants
must have sufficient information abeut
those affairs. Accordingly, the
Stardards require clearing agencies to
furnish participants with the next or a
description of a proposed rule change
and an account of its purpose and its
effect so that participants may comment
tc the'Commission in a timely manner.??
The Standards further require that
clearing agencies furnish participants
with annual financial statements and an
annual report on internal accounting
control prepared by an independent
public accountant. MCC and MSTC
amended their rules in those respects to
conform to the Act and the Standards.**

2. Other Matters

MCC and MSTC filed additional
ptoposed rule changes with the
Commission to address specific
obligations established by the
Requirements and the Standards.®?
These proposals include substantial
amendments to MCC's and MSTC's
disciplinary procedures and (i) will
allow the clearing agency to impose on a
participant any sanction specified in the
Act; ** and (ii) will insure that

¢4 Also, as a related matter, because of
interdependence among clearing agencies within the
National System, the Commission believes, and the
Standards require, that natice of proposed rule
changes should be given to other registered clearing
agencies to enable them to review and comment on

‘ such changes in a timely manner. See discussion

accompanying notes 159-80 infra.

2 Securities Exchange Act Releaae No. 19744
(May 9. 1983).-48 FR 21688 {May 13, 1883); Securitics
Exchange Act Releage No. 20223 (September 23,
1983), 48 FR { ): Securities Exchange Act
Release No. 20224 (Seplember 23, 1983). 48FR  |{

).

43 Spe, e.g., Securities Exchange Act Release Nos.
19980 and 19881 (july 18, 1883}, 48 FR 34171 (July 27,
1963). These rule amendments established a 80-
calendar day limitation on MCC's and MSTC's
power to waive, suspend, or extend the time for
doing any act under the rules or procedures, unless
the waiver, suspension, or extension is ratified by
the board of director's; disclosed the formulae used
by MCC and MSTC to determine each participant's
minimum required participant fund contribution:
and clarified that notice to a participant. that the
clearing agency has ceased to act for it will he made
by telephone, cable, or similar medium.

84 Section 17A(b)(3}(G) of the Act.

trades and it provides comparison ;
(through the Natinnal OTC Comparison
System), clearance, and settlement
services for OTC securities transactions,
including settlement with other clearing
agencies’ participants through the RIO
interfaces, and dividend and interest
processing. Unlike most other clearing
corporations, SCCP also offers margin
financing for broker-dealer participants
and serves as money settlement agent
for Philadep, its affiliated depository.
Philadep. as a regional depository
facility and limited purpose trust
company organized under the laws of
Pennsylvania,®? offers its participants,
among other services, automated, book-
entry transfer of securities positions,
vault facilities, acceas to NIDS,®8 and
securities lending services.

1. Review of Forms CA-1

a. General Amendments to SCCP's and
Philadep’s Forms CA-1-

Review of SCCP's and Philadep's

participanis reccive a hearing by an Forme
impartial pane! ®* before a sanction miy that c:
be levied (except when the clearing AreAs
agency is authurized tu act riscip
surnmarily).8® The Commission believeq assur:
these changes in M(7's and MSTC'y partic
disciplinary rules «re consiatent with the admis
Requirements and the Standards. m:ie\
- Subject to fulfilling the undertakings 8
noted ahove, the Commissicn bas As
determined that MCC's and MSTC's SCCH
rules, by-laws, and procedures are propc
substantially consistent with the 3;‘ og:.
Requirements and the Standards. onrear
Accordingly, the Commission is granting servi
MCC and MSTC full registration as linke
clearing agencies under the Act. and ¢
C. S5CCP—Philadep :‘::z.
SCCP and Philadep are wholly-owned ‘ the &
clearing agency subsidiaries of the Phlx. ; conti
SCCP offers its participants cleararce j frequ
and settlement services for all exchange t appr
i

mod
furth
resp:

%3 Sections 17A(b}(3)(G). (b)(5}{A). (b)(5)(B) and
{b)(5)(C) of the Act.

¢ The Commission believes the Act requires that
when a clearing agency’s rec
that a participant be’ duclplmed the clearing agency
must inform the participant of the specific charges
against it, must notify the participant of the
opportunity to be heard at a de novo trail by
impartial adjudicators, and must keep a record of
the proceeding. Except in cases of summary action
or when the charged participant knowingly waives
his right to a hearing, the clearing agency must
provide the opportunity to be heard before imposing
any final sanction. See Section 17A(b){5)(A] of the
Act.

7 Philudep is the only temporarily registered
depository that is not a member of the BGFRS.

8¢ See Securities Exchange Act Release No. 19029
{Septermber 1. 1982), 47 FR 39775 (September 9,
1942).
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Forms CA-1 *? disclosed several areas
that concerned the Commission. These
ureas included procedures for
rtisciplining parficipants, precedures for
assuring fair representation of
participants, standards for participant
adr-ission and perticipation, and
systems for safeguarding participant
funds ~nd securities.

As a vesult, during the review of
SCCPF's Forms CA-1, SCCP submitted a
proposed rvle change that established’
an operations committee of the board of .
directors, with responsibility to review
on an on-going hasic SCCP's systems,
services, margin rules, clearing fund,
linkage with other clearing agencies,
and other operations, as the committee
may consider appropriate. SCCP also
amended its rules to permit it to review
the adequacy of participant
contributions to the clearing fund more
frequently than quarterly, should it be
appropriate, and tc authorize SCCP to
demand and collect from participants
money payments and other forms of
further assnrance of financial
responsibility aed operational .
capability. In addition, SCCP amended
its rules to enable the reversal of certain
CN3 delivexies tp insolvent participants.
These generaif surveillance abilities,
collateral requirements, and full

. procedures for closing-out outstanding
- chligations af insolvent participants are

important safeguards thet, in :
conjunction with SCCP’s clearing fund
assets and insurance against certificate
related losges, substantislly enhance

* I akdtfion te filing Forms CA-1, SCCP and
Phileden have: filed in-recent yesrs various rule
changes comcerning their perticipation in the
National Syemm. which the Commission separately
approvéd: Foéséxdmple. #he Commissien approved
SCCP proposed rmie-changes that-{1)permit SCCP
participants to buy-in eecurities against SCCP (as .
guarapior of delivery} and suthorize SCCPto .
sonform the buy-im-exiension provisions to NASD
and other clearing agency time frames (Securities
Exchange Act Release No. 18230 (November 10,
1862). i7 FR 5108 {November 18, 1982)}; (2}
elimirmta SECP's pre-settiément guarantee fof
delivery to the contra party) and mandatory pre-
settlement marks-to-the-market relating to most
tredes between Phix members (Securities Exchange
Act Release No. 19668 (April 13. 1982), 48 FR 16795
{April 19, 1982}}; and (3) enhance OTC trade
comparison for SCCP participants by expediting the
tesolution of unmatched aged OTC transactions
(Securities Exchange Act Release No. 18277
{November 20, 1081), 46 FR 58238 (November 30,
1961)}. Furthernyore. the Commission approved
Certain Philadeg proposed rule changes that: (1)
authorize Philadep to participate in NHDS (Securities
Exchange Act Rel No. 19260 {September 1,
1082}, 47 PR 39775 {September 9, 1962); see olso note
3 suora) and (2) enable participants to accept
exchange and tender offers for certain securities
$sues without withdrawing the certificates from the
depository (Securities Exchange Act Release No.

::g;l(Augum 16. 1982). 47 FR 36742 (August 23,

SCCP's ability to protect itself and its
participants. )

SCCP and Philadep also filed
proposed rule changes to require that
applicants or participants, as
appropriate, be given specific notice of
the grounds under consideration for
discipline, imposition of sanctions,
limitation of access to SCCP's and
Philadep's services, or denial of
participation. These rule changes,
among other things, provide applicants
with an opportunity for a hearing prior
to a determination to deny admission
and exclude “associated persons” from
the categories of participants against
whom SCCP and Philadep may institute
disciplinary proceedings.”®

In addition, SCCP and Philadep filed
rule changes establishing board of
directors nominating committees that
consist of participants and that are
charged with the responsibility of
assuring fair representation for a cross-
section of participants. These changes,
among other things, also establigsh at
SCCP and at Philadep fifteen to
seventeen member boards of directors
(& majority of whom must be

- participants of SCCP or Philadep,

respectively, and a majority of whom .
must be governors of the Phlx).”! Those
changes further require Phlx to consider
fairly the interests of participants in
nominating and electing SCCP's and

‘Philadep’s boards, and provide

participants with an opportunity to
nominate additional directors.”® Finally,
SCCP and Philadep filed proposed rule
changes that enhance the process of
reviewing applications for clearing

. agency membership, permit financially

and operationally responsible sole
proprietors to become participants, and
create admissions committees to upply
those standards.

All SCCP and Philadep rule changes
filed during the course.of the registration
proceeding were published for comment
and will be appraved by the
Commission as consistent with the
requirements of the Act, and in

12 Cledring agencies have limited disciplinary
authority respecting "associated persons” of
participants. See. 6.g.. Section 19(d}{1) of the Act.
See also Securities Exchange Act Release No. 17610
{May 19, 1961). 46 FR 285468 (May 27, 1881}
Securities Exchange Act. Release No. 18771 (May 28,
1882}, 47 FR 24677 (June 7. 1962).

*1 To assure that result, at least one board
member must be both a SCCP participant and a
Phix governor.

7% See discussion supro in text accompanying
notes 52-82 concerning fair representation of
participants.

particular, with Section 17A.73

b. Use of the Clearing Fund to Finance
Settlement Activity of Phlx Specialists

(i) Description of the Financing Program

As a special service to SCCP
participants, SCCP finances Phlx
members’ securities purchases and
obtains the necessary funds by investing
a percentage of SCCP's clearing fund
assets in this financing program. In
general terms, each day SCCP uses
some clearing fund cash to help certain
participants, primarily Phlx specialists,
pay for purchases of Phix-listed
securities. To secure these loans, SCCP
places a lien on the financed securities
and on certain other securities in
specialists’ margin accounts. Thus, in
effect, SCCP invests the cash portion of
its clearing fund in its financed
participants’ equity positions and
secures those “investments” with equity
collateral in the issues financed.

More specifically, SCCP uses the
clearing funds cash in its “Operating
Account” at a large commercial bank to
finance those positions.”* Activity in .
that account includes debits and credits
related to SCCP clearance and
settlement functions (such as money
payments and receipts for SCCP
participants’ CNS activity) as well as
cash clearing fund contributions. SCCP’s
financing activity generally is limited to
the cash balance in the Operating
Account, calculated daily, after all CNS
and other clearance and settlement
debits and credits have been made.”®

Although SCCP uses the cash balance

" in its Operating Account to finance -

specialist, proprietary, and customer
omnibus margin accounts, specialist
margin accounts comprise
approximately 90 percent of SCCP's
financing activity. Because SCCP does
not often engage outside financing,
SCCP customarily charges its borrows
interest rates slightly below the

73 The Commission expects to issue those orders .
at the end of the thirty-day statutory waiting period.

74 SCCP maintains a separate corporate account
for ordinary business-related items. -

8 At the end of each day. CNS credits and debits
in the Operating A hould bal leaving
SCCP with the entire clearing fund cash for its
financing activities.

For financing purposes, SCCP resorts to the
aggregate cash clearing fund contributions in the
Operating Account after all clearance and ‘
settlement obligations are satisfied. In the past.
SCCP has obtained limited edditional cash for
financing purposes by rehypothecating. consistent
with Rules 8¢c-1 and 15¢c2-1 (17 CFR 240.8¢c-1 and
15¢2-1), up to 10 percent of the aggregate
specialists’ positions being financed. SCCP
represented to the Commission that such specialist
positions are not pledged routinely, but only when
necessary to continue carrying financed positions.

SEC DOCKET/ 1431
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neadad cash svailable 10 NSCC
convenienily.®?

{(iv) Discussinn

Although SCCP financing ‘s neither a
shert tarm nnanticizated vse nar
longer-term extrsordinary use
cortermplated by the Standirds.
financing at SCCP is intogrally relaied to
clearance and settleme:nt.?4 Moreover,
SCTP's use of the clearitig furd
funrtionally constitutes an “investment”
of clearing fund assets that provides
important support te significant
segments of SCCP's participant
community.*S The important question in
assessing the financial responsibility of
that pregram, therefore, is whether
SCCP's financing arrangements, on
balance, assure the safeguarding of
clearing fund assets invested in that
program.

SCCP's financing prcgram has
henefitted SCCP, ite participants and,
indirectly, the public in several ways.
Primary benefits include income to
SCCP ®¢ and financial support to SC.CP
specialists, which helps the Phlx
maintain orderly and liquid markets,
thereby enhancing the public’'s

#3 Ag siated in that Order. a clearing agency's
clearing fund should not be viewed in isolation but
rather as one element in a complement of
safeguards designed to protect the cleaving agency
against lossas attributable™t6 clearance and
settlement operations. In addition to substantial
insurance policies covering certificate-related
losses, NSCC's safeguards include marks-to-the -
market on open fall positions, special marks for
positions in volatile aecurities or for more
concentrated securities positions, special
surveillance and collateral requirements for
fi ially impaired bers, additional assurance
authority, and authority to reverse certain CNS
deliveries to defaulting participants. NSCC Order,
47 FR at 51975.

*¢ Although SCCF's rules.in the pust authorized
the use of its clearing fund to satisfy routine
expenses on a daily hasis, SCCP has not used the
clearing fund in a manner intonsistent with the Act
and Standards. The Standards, as interpreted by the
NSCC Order, provide that the rules of the clearing
agency should limit the purposes for which the
clearing fund may be used to protecting th= clesring
agency and its participants against losses or
liabilities not covered by insurance rr other
resources of the clearing agency. Thus, while the
Standards would permit limited and prudent
investment of funds, the Standards require clearing
agencies to protert clearing funds against
unnecessary risks. See NSCC Order. 47 FR at 51971,
Accordingly, SCCP filed a proposed rule change that
requires its clearing fund to be used only to satisfy
lasses and liabilities incident to SCCP's clearance
and settlement process, and not to cover routine.
daily operating expenses.

®® On everage, specialist settlement volume
approximates $3 million each day. which is roughly
15 percent of SCCP's tatal deily settlernent volume.
_** In 1982, SCCP derived a significant portion of
its total income from margin account interest
payments. SCCP has reslized. on average, a higher
rate of return through investing clearing fund cash
in the financing program than if it had invested
those assels in U.S. Government securities or ir
loans at overnight loan rates.

epnortunity to abtain the best price in g
parttcuiar Phlx-listed secvitities issue
Also. SCCX's financing prog.. u haae
buttressec scecialist trading activity,
which, in turn caz increase transaction
foea fair Phix and SC7.¢%. “uihermore, by
sermitting SCCP to avoid interesi
chu-yies that it wou!ld otherwise incur by
horraowing funds “m outside suuites 6
finsnce Phix specializts, SCCP has
experiencer! reduced ~osts. estimsted to
be hetween $150,000 and §200.000 per
vear. Thege benefits, of course. accrue to
the eutire SCCP participant
community.??

The Commission believes that
although SCCP's financing program, as it
has operated historically, has provided
significant benefits to SCCP, its
perticipants, and the public, that
program presents distinct risks of
financial exposure to SCCP?, ts its
clearing fund, and to its partir:ipants.
Because SCCP’s financing program
permits SCCP to commit, for financing
purposes, a substantial pc:fion nf
clearing fund cash. in ary given
participant-default proceeding SCCP
may not be 2ble to access immediately
that portion af the clearing fund.®®
Moreover, if the valuz.of securiticz
collateralizing SCCP's specialist
obligations declines significantly
concurrent with multiple participant
defaults, SCCP may be unable to cover
losses inourred in closing-out its
obligations without further assessing
participants. These events would be
particularly troublesome absent a full
range of risk-limiting measures at SCCP.
In the past, SCCP has not monitored,
other than through the Phix, the
financial capacity and operational
capability of Phix specialists and has
not been authorized to de:nand further
assurances from financially or
operationally troubled participants. In
addition, in the event of participaat
default, SCCP has not had express
authority to reverse CNS deliveries to
defaulting participants. In response to
such concerns, however, SCCP amended
its rules to establish formal safeguarding
measures, which the Commission
considers essential to the operation of a
fully-registered clearing agency.

(v) The Commission’s Determination

The Commission believes that SCCP's
rules, as amended during the course of

®7 Income SCCP earns from its financing program
offsets scime SCCP expenses, thus reducing SCCP's
participant fees.

®6 As of August 5, 1883, about 69 percent of
SCCP's clearing fund consisted of cash, all but
about 15 percent of which is avzilable to SCCP for
financing purposes. (SCCP customarily retains an
increment of clearing fund cash that it does not ura
for financing.)

ths megistison proceeding, sre

ary with (ne Act and the
Standc: de. inctuding the recuiroments
respecting the safegnarding of funds &2
securirag in the rlearnng agancy's
zustody o control, It view of S 28N
~ule amexdmen':, SCCP's request for
exemption from cnmpliance with the
Standard respecting ¢: >2ring funtd use
has become moot an? accordingly has
been withdrawn.

A significant factor in the
Commission’s determination to approve
SCCP's use of cluaring fund cash in its
financing program (4s mod:fied by the
rule changes) is that SCCP was engaged
in this activity in 1975, when Congrass
passed the 1975 Amendments. Those
Amencments permitied SCCP. 8« a Reg
T lender, to continue to finance
securities purchases, whaile 1! the same
time subjecting SCCP, as a cleaiing
agency, to Commission regu}ation.??
Thus, the Commission believes that the
Act necessarily contemplaies clearing
agency financing to the exient permitted
by Regulation T. Because Section 17A
also requires safety ir slearance and
settlement, however, the Commission
beiieves that SCCP's financing program
must operate free of unreasonable risk.

The Commission is e~couraged by
SCCP’s development of additional
significant financir' safeguards during
this registration proceeding and fully
anticipates that SCCP will continue to
refine its systems and services in ways
that forther enhance their utility and
safety. Accordingly, the Commission has
determined that SCCP's financing
activities are consistent with the Act
and the Standards, but believes it
appropriate to attach the following
conditions to the progr=m's contir.uing
operation. First, pursuant to its rule
change, SCCP must use its authority, as
necessary and appropriate, to demand
and collect further assurances of
participants’ financial stability and
operational capacity. to reverse certain
CNS deliveries to defaulting
participants, ard to close-out presaptly
and efficiently defaulting participants’

°® The 1975 Amendments prohibited all persons.
other than registered broker-dealers, from
subsequently becoming members of & national
aecurities exchange. Section 31(#} uf the 1975
Amendments, however, permitted non-broker
organizations that were exchange members prior 10
that legislation's effective dete to maintain“their
exchange memberskip without registering as a
broker-dealer. 5Since SCCP was s non-broker Phix-
member prior to the effective date of the 1975
Amendments, SCCP wus permitted to continve
engaging in securities-related lending activities
under Regulation T as an exchange member without
vegislering @ 8 broker-dealer. See Pub. L. Ne 94-29,
section 31(a), 89 Stal. 87 at 170 (1975); 12 CFR 220.1,
220.1(b). 220.2(b). as amended at 48 FR 21161 (May
24, 1983).
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behieves thu! PLC and PSIYIC at this
time satisfy the Recuirements and
Standards. Becaus«: FCC ead PSDTC
have recentlv undergone significant
operational snd management chaness,
hnwever, the Commission and the
BGFRS plan to monitor those cleating
agencies’ performances carefully during
th= next year. Nonetheless, the
Coemmission hereby determines that
PCC and PSDTC should be fully
registzred as clearing agencies undar the
Act. subject to the undertakings noted
herein.

E NSCC

In 1976, NSCC applied to the
Commission for temporary registration
under Section 17A(b) and 19(a)(1) of the
Aci and Rule 17Ab2-1. NSCC proposed
a two-phase merger of three clearing
corporation separately owned by the
AMEY, the NASD, and the NYSE. After
holding hearings and recsiving
extersive public comment on NSCC's
application for registration,?!® the
Commission granted temporary
registration to NSCC,1*" subject to
several substantial conditions and
extensive Commission monitoring of
both NSCC and its imp«ct on other
clearing agencies and the securities
industry.118

Since 1978, the Commissioa has
moritored NSCC carefully and
extensively. As part of its monitoring
program, the Commission reviewed
NSLC's efforts to satisfy all of the
Registration Order’s requirements *'?
and reaffirmed its decision to register
NSCC.12° More recently, when the
Commission determined that NSCC was
in compliance with all of the conditions
to its temporary registration, as
modified, it permitted NSCC to enter the
fully-merged phase of its operations. !#!

1% See, £.9., Securities Exchange Act Reiease No.
12274 {Marzh 29, 1678), 41 FR 14455 (April 5, 1978).

117 Securities Exchange Act Release No. 13183
(January 13, 1977), 42 FR 3816 (January 21, 1977}
("Registration Order™).

118 The Commission subsequently has modified
these conditions as cirgumstances have required.
See notes 119-122 /nfra.

119 Eg., File No. SR~NSCC-81~18, Securities
Exchange Act Release No. 18327 (December 11,
1981), 48 FR 81379 (December 16, 1981) (fee schedule
with geographically mutualized pricing). and -
“Notire cf Submission of Report Evaluating
Facilities Management Alternatlives By NSCC, " File
Nb. 87-918, Securities Exchange Ar! Release Na.
16296 (December 1, 1981). 46 FR 80082 (December 8,
1981) (repart prepared by independent public
accountants on NSCC's choica of facilities
manager).

- '8 Order Affirming NSCC 8 Registration and
Statemment of Reasons. File No. 800-15, Securities
Exchange Act Release No. 17562 Pebruary 20, 1981,
22 SEC Dacket 126 (March 10, 1881), as referenced
in 46 FR 14244.(February 26, 1981).

31 Securities Exchange Act Release Neo. 18706
April 26, 1983), 48 FR 20188 {May 4, 1983). NSCC

In additou, the Tommission has
review.d. nn a continuing hasis, and
appry/ed, a8 consistent with the Act,
numerous progussd cuie changes
sub:mitted by NSCC, pursuant to Section
19(h) of the A=t and Rule 19h—4
thersunder, affecting a broad range of
NSCC's responsihilities, scrvices, and
activities.’#2 Accordingly, the
Commissiua's oversight of NSCC has
bren =nd costinues to be rigorous and
tharough.

Based upon the Commission’s
oversight of N8CC's activites and the
review cnndicted in conjunction with
these proceedings, the Commission has
determined that NSCC's by-laws, rules,
procedures, and systems, as amended,
are consistent with the Requirements
and the Standards. Acccrdingly, the
Commission believes that NSCC should
be granted full reglstrahon.

F.pTC

DTC, the largest registered securities
depository based on deposits, offers
participants a variety of depository
services.'®3 DTC aiso performs services

remains subject, as practicable, to the conditions of
the Registration Order, as subsequently modified by
any relevant Commission letter, release, action, or
order.

122 So0, 0.9, Securities Exchange Act Release No.
17343 (November 28. 1980), 456 FR'80224 (December
3, 1980} [aflowing NSCC to process municlpal
securities transactions). modified by Securities”
Exchange Act Release No. 17680 (March 27, 1860},
48 FR 20017 (Aol 2, 1961); Securities Exchange Act
Releae No. 18744 (May 17, i962), 47 FR 22265 (May
21, 1982) {applicant and participant standards for
broker-dealers and financial protections) modified
by Securities Exchange Act Release No, 18417
(August 23, 1882}, 47 FR 37980 (SeptemBer 16, 1982);
Securities Exchange Act Release No. 19181 (October
29, 1082), 47 FR 50597 (November 8, 1982) (applicant
and participant standards for banks); NSCC Order,
supra-note 89 (clearing fund requirements for hank
participanto).

NSCC also proposed, and the Commission
approved. rule changes that, among other things,
addressed the chligations specified in the
Reguirements and the Standarde. See Securitios
Exchange Act Releose No. 20123 (August 26, 1983),
48 FR 40049 (September 2, 1983) (NSCC's appeal
procedures for applicants and participants who are -
denied participation, limited in their access to
services, suspenderl, sanctioned or expelled by
NSCC); Securities Exchange Act Release No. 20124
(August 26, 1983), 48 Fr 40031 (Septembr 2, 1983)
{technicol dments that, ¢ other things,
cgnform NSCC’s rules to the Standards).

23 DTC acts as a custodian for securities;
performs computerized book-entry delivery of
securities immobilized in ita custody: performs
computerized book-entry pledses of securities in its
custody: and provides for withdrawals of securities
on a routine or urgent basis. Ancillary services
include: (i) book-entry distribution of securities
offered in public underwritings; (ii) a dividend
reinvestment service: (iii) a third-party pledge
system in which OCC members may pledge to OCC
securities on deposit at DTC that underlie options;
(iv) a payment order service that allows
participants to use their DTC accounts to settle
money payments that are associated with securities
transactions that occur outside the depository: and
(v) a voluntery offering program for detivery of

Tor other si Guritios dunesitories, notably
03 farilities man.roer for Yo NIDE -2 1
addition, as the  gurtified se-rilies
depositary” o1 138CG, DTC zerforms
critical functions on behalf of NS7.CT in.

‘conrectinn with NSCC partitipant

nervices, Finslly, DTC, like cther
sccuries depos:tories, operates a
Participant Terminal System consisting
of a netwaork of computer terminal
stations jacated in participants’ offices
that enahle participants t¢ rommunicate
instructions aud inquiries to DTC ape! to
receive mersages and reports from
DTC 125

DTC is substantiaily user owned, with
each participant's ownership interest
determined annuzlly on the basis of that
participant's use of DTC's services.
User-participants are afforded the
opportunity for practical representation
in the administration of DTC's affairs
through representation on DTC's hoard
of directcvs,*®8 and a periodic
opportunity to comment on pmposed
rule changes.

When DTC filed its application for
regisiration, it objected to, or requested
exemption from, certain Standards: the
standard of care; the limitation on the
use of clearing fund assets; and the
internal accounting control report
requirement. After consultation with the

- Division, however, DTC. withdrew its

objection to application of the Standards
concerning the use of the clearing fund
and converted its objection to the
internal accounting control report
requirement to a request for a limited
exemption. As discussed below, the
Commission is not imposing a strict
liability standard of care and is granting
DTC's exemptive request from-certain
aspects of the internal accounting
control report requirement. Accardingly,
because review of DTC’s application, as
amended during this proceeding,
revealed substantial compliance with
the Act and the Standards,!27 the

securities tendered to bidders’ agents in tender
offers.

124 See note 36 supra.

138 Spg'nota 48 supra. So that clearing agencies
and federa! regulatnrs could obtain sufficient
experience to assess system benefits and safely,
these systems have operated as pilot programs
singe their inception. The Commission expects to
consider whether to approve these systems in the
near future.

28 The election of the board of directors is
conducted under a system of cumulative voting
which ensures that no group controlling more than

" 50% of DTC stock can elect all directors.

127 One significant variance from the
Requirements, however, was noted with respect to
assuring participants due process when disciplining
participants or limiting 1heir access to OTC services.
As a result, DTC has undertaken 10 revise its rules
to estahlish suitable procedural protections.
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open {sils. 'n addiiian, as authorized by
its rute c‘wnge SCCP must periodically
assess the risks to the dearing agency
from its financing jirogram and other
servicer, must maintain a reascnable,
wigimum Jevel of wnecmmitted clearing
fund cash for enwrg acy use, must
monitor the finsncial and operational
capabilitier of its horrowers, and must
provide finarcing strictly in accordance
with Rules 8c~1 and 15¢2-1 under the
Act. Finafly, in tight of the disparities in
treatment create:] by nsing aggregate
participant cash clearing fund
contributions to finance the activity of
only some participants, SCCP's
registralion is further conditioned on
SCCP disclosing to all pariicipants the
nature, extent. and terms of its financing
program.'©°°

2, Canclusion

Based onthe Ioregoing, the
Commission believes that SCCP and
Philadep at fiis lime satisly the
Reguirenients and Standards and that
they zhould be fully registered subject to
the conditicns noted herein.

D. PCC and FSLi G

PCL and PSIYTC are wholly-owmned
clearing agency sebsidianies of the

. Pacific Stnck Bechaoge, Ioc. (' RSE™}.
The mmmxoﬁem 0

partivipants

c'har regiousl clearing egency
WWPCGINDTC
offers trade recemding services for PSE-
linted and GTC securilies transactions;
CTC trade COmParison services

iis participation in the National OTC
Compm-snn System; '°! CNS claarance
services: V*® trade setflemant services
throygk the RYD interface; book-enlry |
depository seevices: dividend and
interest accoenting; and participation in
the NIDS.1o»

L. The Commnissimn s Review Process -

The Commission’s review of PCC's
Form CA-1, inclading PCC's
aad rules, was exiensive and detailed.
Such clase and careful review was
necessary bacause PC's by-laws and
rules for some time have not reflected
PCC’'s modern clearance and settlement
systems. Ia developing saitable
centemparary rides, PCC stall met with
the Commission staff periodically to

160 SCCP has undertaken to disclose separately
and specifically o its participaats the nature.
extent, and terms of its Brrmcing sdtivities.

‘0! Spe Secorities Exchange Act Release No.
18777 {(November 11. 1981). 88 FR 58239 [Navember
30. 1981}, regarding the National OTC Comparison
System. :

202 PCC established the first GNS sysiem in 1960.

183 See Securities Exchange Act Release No.
18437 [January 18. 1983}, 48 FR 3441 flunuary 25,

. 1983). regarding NIDS. See olso nove 38 sypra.
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discuss necessary changes and
thereafier revised its by-laws and nilea.
In contrast, PSDTC's Form CA-1,
including PSDTC's by-laws and rules, as
filed in December 1980, substantially
reflected PSDTC's current depository
functions.

2, Findings
a. PCC

During this registration proceeding,
PCC proposed many new by-laws and
rules, the most imyportant of which
related to: (1} the structure, control, and
use of PCC's clsaring fund; 12< (2)
financial responsibility and operational
capacity standards for applicants and
participants; 2% (3) disviplinary actions
and hearing and appeal procedures; 128
{4) fair repeesentation of participants in
the director selection process; '* and
(5) meaningful 'sa_feguarda against
financial exposure in the event of
participant default.129

PCC subsequently filed with the
Commission comprehensive proposed
rule changes to conform its by-laws,
rules, and procedures to the Act and the
Standards.!°® For example, PCC's
amendmeats authorize PCC to take
custody of its clearing fund assets and
eanble PCC, rather than the PSE, to
irrvest and to pledge clearing fund
assets. Mareover, each participant’s
minimnum ired cash comtribution has
now aflows its participanis o
collateralize their clearing fund open
account indebtedness (required -
contribations ower the minimum cash
amount) through the controfted use of
letters of credit. in addition to
traditional collateral such as US.

To comply with the Act’s fair
representation requirement, PCC
established a mominating commitiee,
congisting of members of the PSE’s -

18¢ See discematom m tedt at aotes 84-93 supro
regarding spprepriate dearing egency wses of
clearing participamt fand assets.

108 CF Securities Exchamge Act Release No. 15744
{(May 17 1982), a7 PR 22265 (May 21, 1952)
(standards {ar NSOC broker-dealer applicants and
participants), Securities Exchange Act Rel No.

hoard of governors’ executive
committee, to naminate condidates for
PCC's board of directors. That
nominating commitize has the duty 19
assure fair vepresentation of PCC'q
members when selecting nominees. In
addition, any ten PCC participants now
may nominrte a board candidate by
petitioning the nominating
committee.! !0

Finally, PCC's rule changes stengthen
significantly PCC's mechanisms against
financial exposure from participant
default or insolvency. For example, PCC
can (1) reverse certain unsettled trades
of an insolvent participant; {2} require a
participant 1o pay PCC additional
marks-to-the-market in certain
circumstances {€.g., when the
participant has positions in volatile
secunities issues); and (3} require a
financially or operationsaily troubled
participant to provide PCC with further
assurances of fimmncis! responsibility or
cperational capacity, such as providing
additional clearing fund deposits.

b. PSDTC

As noted above, PSDTC's by-laws and
rules required fewer revisions than
PCC's i@ comply with the Act and the
Standerds. Dering tiris segistration
proceeding, however, PSDTC revised its
by-laws and reles (1) in restracture
PSDTC' s paticipants fund and to
narvow ils usage; **! (2) io provide
financial responsibility and operational
capacity standards for applicants and
participants; !'* (3) to sirengthes dwe
process in disciplinary
proceedings; 13 and {4) to assure ﬂnu'

for participants in the
director selection 114 These
rules changes will be approved by the
Conumsm in separete releases. %

3. Conclusion

Based upon its review of PCC's and
PSDTC's Forms CA-1, including the
recent rle changes, the Commission

110 RCC, at this lime, has not yet aubjecied ils
sharehalder, the PSE. 10 a duty to vole ina PCC
board of director’s election with @ view leward
aesuring [air representatian of a cross-section of the
ity of participanis. To expedite full

18417 (August 18, 1982), &7 FR 37990 (September 18,

tion, and as a condition of that registration.

1962) (stendards for NSOC bank applicants and
participarts).

108 See dhgcussion in text accompanying notes
128-133 infra for the Requirements regarding the
types of clearing agency disciplinary actions and
the due provess requirewments for those actions.

107 Spe discussion I %ext acoompaaying notes
52~-62 supra regarding the Raquirements for fair
representation of participants in the election of
clearing agencies' boards f directors.

108 See discussion i lext accompaaying noles
84-93 supra relating to the Requirements regardiag
the gafeguarding of securities and funds.

199 These rule changes will be approved by the
Commission in separste releases.

huwever PCC has undertaken o impose that
responsibility through the PSE in the immediute
future.

11 pPSDTC's problems relating to its pumclpnnl ]
fund were ideatical 1o those at PCC. See note 104
supra.

112 Soe note 105 supra.

113 See discussion in text at noles 128-133 infru
regarding the Act's due process requirements for
clearing agency disciplinary proceedings.

124 Sae discussion in text Al notes 52-82 supra
regarding the acl's fair representation requirements.

115 The Commission £xpects (= issue thase
releases at the end of ths 30-day stutmtory writing
period.




Commission 1s granting DTC full
registration as a clearing agency, subject
to DTC's fulfilling its undertakings.

1. Capacity To Enforce Rules and To
Discipline Participants in Accordance
With Fair Procedures

The Act requires clearing agencies to
“have authority to discipline participants
for violations of clearing agency rules
and to select appropriate sanctions from
the list set forth in Section 17A(b)(3)(G)
of the Act.228 The Act also requires
clearing agency disciplinary procedures
to be fair. Thus, participants charged
with a violation must be afforded the
right to a fair and impartial hearing,12® a
request for which should stay the
imposition of a proposed sanction unless
the sanction is a summary
suspension.?3® To assure impartiality,
the hearing panel should be composed
of directors or other persons
disinterested in the initial disciplinary
recommendation.

DTC has undertaken to amend its
rules to- conform to the Act, 23! by
including in its rules the statutory list of
aanctions !3* and by ensuring the right
to be heard by an impartial panel in
proceedings that could result in a -
recommendation.to impose sanctions,
deny participation, or limit access to
services. Under the amended rules, the
right to a hearing before persons s
disinterested in.the initial .
recommendation will be granted to all

participants regardless of the ganctions: -

imposed, and any sanction, except
summary suspension, will be stayed
automatically upon a participant’s
request for a hearing, 133 . :

2. Clearing Agency Standard of €are

The Standards urged clearing
agencies to embrace a strict standard of
care in safeguarding participants' funds
and securities. ' %4 The Standards called

28 Statutory sanctions Include: “expulsion,
suspension, limitation of activities; functions, and
aperations. fines, censure, or any other fitting
sanction.” Section 17A(b)(3)(G) of the Act.

129 See Section 17A (b}{3)(H) and [b)(5) of the
Act; Stundards Release. 45 FR at 41925, See
generally In re Charles H. Ross, inc., Securities
Exchange Act Release No. 16230 (October 1, 1979),
18 SEC Docket 557 {October 18, 1979).

130 See Section 17A{b){5){C) of the Act.

31 See letter from Edward ). McGuire, General
Counsel, DTC, to the Division {August 10, 1983) File
No. 600-5.

132 See note 64 supra.

1393 The Commission believes that requests for
further assurances and imposition of more stringent
credit terms, such as cash and carry. ordinarily
wuould not conatitute “sanctions” under the Act.
Thas. a participant’s request for a hearing
concerning those clearing agency delerminations
would not generate an automatic stay.

194 See Standards relesse. 45 FR at 41930
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on registered clearing agencies to
undertake, by rule, to deliver all fully-
paid-for securities in their cantrot to, or
as directed by, the participant for whom
securities are held. The Standards
further urged registered clearing
agencies to assume full responsibility to
their participants for the acts or
omissions of clearing agencies’ sub-
custodians 3% and, accordingly,
required clearing agencies to assure that
their sub-custodians have the capability
to deliver promptly fully-paid-for
securities at the direction of participants
or the clearing agencies. Thus, under
that Standard, a registered clearing
agency would have been strictly liable
to participants for losses incident to a
failure by either the clearing agency or
any of its sub-custodians to promptly
deliver fully-paid-for securities to
participants on demand.

The Commission does not believe
sufficient justification exists at this time
to require a unique federal standard of
care for registered clearing agencies.
The temporarily registered clearing
agencies have demonstrated
competence and a high level of
responsibility in safeguarding securities
and funds, whether in vaults, in

‘processing areas, or in transit. As a

result, these clearing agencies have
experienced few losses. Moreover; when
losses have oecurred, clearing agencies
have handled those losses in a very
responsible manner, minimizing damage
to solvent participants and avoiding
disruptions in the National System.
Although not subject to strict liability
under state law for the loss of
participants securities, the applicant
securities depositories are limited
purpose trust companies. As:such, they
are each responsible under state or
federal law, or both, to protect
participants' securities and funds. In
addition, the temporarily registered
clearing agencies all have substantial
systems of internal accounting control,
are subject to continuous internal and
external reviews respecting those

systems, 3¢ and maintain significant

138 More specificaily. the Standards provided that
clearing agency rules should acknowledge liability
to participants for failure to delivar participante’
securities resulting from:

(i) the negligence or misconduct of the clearing
agency, the clearing agency's sub-custodians or
agent, or any of their respective agents or
employees; (ii) the placement, on fully-paid-for
participant’s securities held by the clearing agency.
of any lien, claim, right, or charge of any kind in
favor of the clearing agency. the clearing agency's
sub-custodian or agent or any person claimning
through any one or more of them; (i) larceny; {iv)
mysterious disappearance: or (v} any other cause
for which the clearing agency has sssumed
responsibility. /d.

'Y Spe id., «t 41927-28.

safeguards, including substantial
insurance coverage. respecting icss of
funds and securities in their posaesgign
or control.?37

3. Use of the Pcrticipant's Fund

As noted above, DTC expressed
concern about limitations that the
Standards impose on use of the
participants’ fund. Since the Standards
were published, the Commission has
clarified that the range of permissible
uses of clearing fund assets covers all
losses and liabilities incident to
clearance and settlement activitieg 138
DTC, therefore, has withdrawn its
objection to the Standards and has
represented that it will use clearing fund
assets consistent with existing general
Commission policies.!3? With respect to
the use of DTC's clearing fund assets,
therefore, the Commision believes that
DTC's rules conform to the
Requirements and the Standards.

4. Internal Accounting Control Report

The Standards require a clearing
agency to “furnish annually to
participants an opinion report prepared
by its independent public accountant
based on a study and evaluation of the
clearing agency's system of internal
accounting control for the period since
the last such report.!4° As discussed in
the Standards, the report shoud be
based on a study of the system of
internal accounting control, “including a
review of the system and tests of
compliance.” The scope of the study,
moreover, “shall be sufficient to provide
reagsonable assurance that any materia}
weakness existing during the period
{since the last report} would be
discovered. The accountant’s report
|must} describe any material weakness
is discovered and any corrective action
taken or proposed to be taken.” !4}

control

'57 Preventive es include (i)
on-site, off-site, and in-transit; (ii) written
procedures detailing steps involved in handling
funds and securities: {iii) maintenance of an orderly
and secure working environment; {iv) early waming
systems and procedures responsive to fire, national
disaster, and intrusion; and {v) measures designed
to assure (a) software integrity; (b} adequacy of
accounting controls: and (c) data accucacy.

138 See discussion supro al notes 89-92,

139 See discussion supro in text at notes 84-93
regarding use of clearing fund assets.

140 Gtandards Release, 45 FR at 41925,

141 Standards Release, 45 FR at 41928.

A material weakness was defined: as a condition
for which the auditor believes thet the procedures
{or lack thereof) or the degree of compliance with
them does not provide reasonable assurance that
errors or irregularities in amounts that would
materially affect the clearing agency . . would e
prevented or detected within a timely period by
employees in the normal course of performing their
asnigned functions. /d. -

Continues
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As envisioned by the Standards and
as further elaborated in Securities
Exchange Act Release No. 19744 (May 9,
1983, the scope of the study and
evaluation would cover all clearing
agency activities performed for
participants, particularly trade
recording, transaction processing, and
depasitory activities (including those
depository activities associated with
securities positions and related money
balances).'> Of course, where clearing
agency activities involve sub-
custodians, the study and evaiuation
would encompass, to the extent
necessary, controls at those
organizations. Excluded from the scope
\ of the study and evaluation, however,
would be clearing agency corporate
functions, such as payroll accounting.

The Standards established the
internal accounting control report
requirement in recognition of the crucial
role of ctearing agencies in the National
System. The report was intended to
promote confidence and to increase
participation in the National System
and, through an independent
professional assessment of the system-
wide safety and efficiency of clearing
agencies, to facilitate and supplement
Commission oversight and inspection of
clegring agencies, consistent with the
Commission’s responsibility to foster
safe and efficient clearing agency
operations. Accordingly, the Standards
proposed the annual “for-the-period”
requirement to provide a very high
degree of assurance to participants and
to the Commission concerning the safety
of overall clearing agency operations. To
opine with respect to the system of
internal accounting control for-the-
period, the independent accountant
would be required to comply with
general standards established by the
American Institute of Certified Public
Accountants {the “AICPA") 1 ag

The Comesission has delermrined that sccountants
need not assess the effect of a weakness on other

! clearing agencies as oviginally required by the
Standerds.

t t« 48 FR 21689 (May 13, 1983).

i 1 Thus, the controls that may need to be
evaluated include. among others. general
organizalien of the clearing agency, physical
security, reconciliation of participamt accounta.

! interna) auditing. and insurance coverage. in

) addition. those specific services and operations that

i may need lo he reviewed include: {1} Electronic

\ data processing and communications systems (E.G..
participani terminal and institutional delivery
svsterns): (2) trade and securities processing
systems (data input and output. deposits.
withdrawals, boek-entry transactions, and

list. however. is intended to be illustrative. not
comprehensive.

1% vop g g AICPA. Statement on Auditing
Standards (“SAS") No. 30. Reporting in fntecnal
Accounting Controls

dividends): and {3) all related money balances. This _

supplemented by the Standurds
Ralease.

As noted above, DTC reguested
reconsideration of the internal
accounting control report requirement.
In particular, as DTC suggested.
engaging an independent public
accountant to prepare a report on the
basis of a year-round study and
evaluation of the clearing agency's
system of internal accounting control
would be unduly expensive and, in
DITC’s opinion. a three-month study and
evaluation should be sufficient to meet
the statutory requirements.

In response to the Commission's
concerns underlying the annual “for-the-
period” requirement,?*® however, DTC
agreed that, if permitted to limit the
accourrtant's study and evaluation to a
three-month period each year,?*’ DTC's
internal audit department would
undertake a review of DTC's system of
internal accounting control throughout
the year in @ manner confemplated by
the Standards and would repert
promptly to DTC's audit committee any
material weaknesses found te exist. In
addition, DTC agreed that DTC’s outside
accoantants would review the internal
audit department’s audit plan, audit
programs, staffing and work product and
would report the resilts of their review
1o the DTC audit committee to assist
that commiftee in ensuring that mraterial
weaknesses are prevented or detected
ﬁme}yjy employees in the rovmal
course of performing their assigned.
functions.

The Commission believes that the
approach suggested by DTC, modified to

provide for competent and continuous

interna} audit department review and
testing of the system of internal '
accounting control, represents an
appropriate alternative to the “annual
period” requirement. Further, in

1 Fog ex 'u the Standards Re} Ak the
term "Material weakness” for use in assessing the
clearing ageney’s system of intemal accounting
control. See Standards Release, 45 FR ar £1928.

146 Generally, those concerns related 3o msoring
that material weakneseses thot mighty occur
between discontinuous review periods should not
be left uncorrected for a significant period of time.
Because clearing agency supervisory personne) may
fait to perform certain tasks importani to an
effective system of internal accounting control snd
because clearing agency management may change
specific procedures or add new services in ways
that adversely affect existing internal accounting
controls, the Commission believes that continuous
professional review and testing of the clearing
agency's system of internal accounting controf is
crucial to maintaining confidence in the National
System.

47 DTC agreed that the scope of this three month
study and evaluation would mclude allf aspects of
the avstem of internal accounting contrn! over all
activities performed for. or on behalf of. participanis
and would extend to controls related to money
seftlement. See note 143 supro.

recogrition of the signitrant level of
refinemant achieved by DIC in s
imernal audit functions, the Comm
is approving DFEC's request ta impiement
its proposed ulternative, consisten! with
i1s representations to the stafl and the
general principles outlmed helow,
Moteover, the Division will provide
interpretive assistance to other cleasing
agencies that may wish 1o satisfy the
requirements by electing this
alternative.?42

In making this determination
respecling DTC and in considering other
interpretive requests, the Commission
notes the following general policy
considerations. Clearing agencies play a
crucial role in the processing of
securities transactions, and clearing
agency participants and their customers
depend on safe and efficient clearing
agency operations. Accordingly, to
insure that material weaknesses are
prevented or detected timely by
emplayees in the normal course of
performing their assigned functions, the
Commission believes that DTC and
other clearing agencies electing this
alternative must establish and maintain
the highest professional quality internal
audit departments that (i) are
adequately staffed with qualified
personnel that possess the requisite

EETION

" technical expertise and maintain

objectivity in the performance of their
duties; and (ii) have appropriate audit
plans, programs and procedures
designed to meet the objectives of the
Standards. Indeed, to be able to elect
this alternative, the Commission
believes clearing agencies must obtain
agreement from their outside
accountants to perform certain reviews
and to report to the clearing agency's
board of directors respecting the
staffing, objectives. and performance of
the clearing agency’s internal audit
department.!4® Moreover, if the electing

148 Clearing agencies that wish to eleet this
alternative should address their written request for
interpretive assiniance to the Division of Market
Regulation.

14# More specifically. the accountants should
include in their three-menth intensive study of the
electing clearing agency’s system of internal
accounting control. a review of the internal audit
department’s ability to identify material
weaknesses throughout the year. This review should
include: internal audit departmen gbiectives:
internal audit depattment staffing {levels,
supervision, and technical expertise); internal audit
department programs and procedures: testing, of
internal audi! department waork during the three.
month period: and review of internal audit
department documentation of reviews and tests
performed throughout the year.

The acconntant’s report to the audi* committee of
board of disectors should be made in such a manner
as to inform the board fully of any deficiencies
respecting the internal audit department discovered

Centinued
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cict 1@ agancy’s internal audit

Ao sidtesnt routinedy has not performed
extensive reviews aund testing of the
¢learing agency's rystem cf internal
acncunting gontrol, the clearing agency's
independent publiz accountant or other
nriercndent accountants acting in a
special 2apacity shenlc b« sngaged to
review, or otherwise assist in preparing,
the internal audit depaitmant's

pro~edure: and programs for reviewing,

in 4 mANRer congistent with the
Standards, the clearing agency’s system
of internal accor:nting control.

Based upon its review of DTC's Form
CA-1, as amended (or to be amended)
during this proceeding, the Comunission
has determined that DTC'a by-laws and
rules substartially conform to the
Resguirements and the Standards.
Accordingly, the Commission is granting
DTC full registralion as a clearing
agency under the 2.ct, subject to the
conditions and undertakings noted
berein. ~

G OCC

As indicated previously, OCC is
unique among clearing agencies because
it issues n variety of staudardized
options and, in connection with its role
as iasuer, performs specialized clearing
services. Since the enactment of the 1975
Amendments, OCC has filed, and the
Comrrission has:enproved, numernus
praposed rule changes affecting certain
of OCC’s central systems and
services.’*® Many of OCC's other rules

during the course of the review Although that
report may be in the form of a letter to management
ain] need not be distributed to participunis as a par*
. of the report on intemal ascaunting control, that -
reaort (or the mintites of any audit committee
maseting to receive an oral report, aiong with any
exhibilz) shoold be maintsined by the clearing -
sgency and be avaiiable for examinatiax by, the
Commission's staff and the clearing agency's
apuroprizie rezalatory agency. See Standards
Release. 45 FR at 41026, ' :
189 See, e.g., Securities Fxchange Act Release No.
19130 {Octaber 14, 1982), 47 FR 48840 {October 21,
1982} {requiring increased minimum clearing fund
contributions for participants clearing and settling
non-enuity options); Securities Exchange Act
Release Na. 19909 (July 21.1983), 48 ¥R 34554 (July
29. 1983} [revising methods for calculating
particinants’ contributions ti clearing funds);
Securilies Exchange Act Release No. 17437 (January
9, 1981), 48 FR 5112 {January 19. 1961} [permiliting
the oftset of certain exercised options against the
value of cerlan assigned ahort positions in
calculating particinants’ margin requirements);
Securities Exchange Act Release No. 18994 (August
21), 1982), 47 FR 37731 {August 26, 1882) (enabling
participants to satisfy OCC margin obligations by
depositing with OCC certain common stocks);
Securities Exchange Act Release No. 18844 (June 25,
1682). 47 FR 24046 (July 2, 1982) (simplifying and
automatine OC.C’s procedures regarding
participanis pledged escrow receipts to cover
certain aplions positions): Securities Exchange Act
Release No. 19868 (April 13, t983), 46 FR 16793
(April 19, 1983) (expanding OCC’s simplified and
sutomated escrow receipt procedures.to non-equity
options): Securities Exchange Act Release No. 19958
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snd procedure: wvere recently tie
sutsiect of cluse scruting when ihe
Cornirsission reviewe ans approved
QCC's proposals for *he irsuance.
clearance, #nd settlement of a variety of
new options products.'®! This intensive
review of OCC's rules and procedures,
in combination with thn revie'» of
OCC’s Form CA-3. /" < has led the

Commission ta coaclude that, »~cent for

two exempi areas discuseed iucow
OCC's rutes and proceduras meet all of
the Requirements and the Standards.
Accordingly, the Commission belieyes
that OCC’s application for full
registration should be approved and its
requests for limited exemptions should
be granted.'?

fhaly 19. 1883), 48 FR 33956 (July 26, 1983) {aliowing
participanie to pledge cer:ain options positions as
col'aieraj for bank loans); Securities Exchange Act
Release No. 17610 (May 18, 1961), 46 2 24548 (May
27, 1981) (permitting OCC to deny an application for
participation-if a person associaied with thn
applicant is subject to a statutory disquslification):
Securities Exchanue Act Release Nn. 18771 (May 28.
10A2), 47 FV 27877 (June 7, 1882) {revirinu OCC's
disciptinary rules). In addition, OCC has proposed.
and the Commission has spproved, certain technical
amendments to OCC's rules and procedures to
woriorm them to *he Standards. See Securities
Exchenge Act.Release No. 19760 {May 12, 1983), 48
FR 22088 (May 19, 1993).

%1 Sag, e.9., Bacurities Exchange Act Release No.
10015 [Auguet 6; 1901}, 48 FR 40949 (August 12, 1981)
{ontiona on Gavernment National
Association debt garcritios (“GNMASs™)); S<cnrities
Exchange Act Peleas2 No. 19125 (October 14, 1982},
47 FR 46934 (October 21, 1682) (reauthosization of
OCC’s GNMA program); Securities Exchange Act
Release No. 19127 (October 14, 1982), 47 FR 48941
[October 21, 1882) {options on securities 1ssued by
the U.5. Treasury); Securities Exchange Act Releare
Nn. 19274 {Novesnb»r 24, 1982), 47 FR 54393~ -
iNacember 2, 1882] {options on foreign currenciesj;
Sacurities Exchange Act Reisase No. 18333
(December 14, 1962), 47 FR 577 {December 23,
1887 {onticns an certificates of deposity; Securities
Exchange Act Release ™. 19486 (February 4, 1983),
48'F 6219 {Pehruary 1C. 1983) (options on stock
indines), _

182 See Section Il supra.

153 The Commission inftends to continue to
monitor carefully QCC s program of accepting
latters of credit from participants to secure their
OCC margin obligations. See generaily OCC Rules
at Chapter VI. Cn April 6, 1983, OCC held $1.87
billion in such etters of credit representing 83% of
4!l margin (including excess margin) held by OCC
on that date. '

In the past two years, the Commission has
reviewed and approved aspects of OCC's letters of
credit program [see, e.g., Securities Exchange Act
Release Not 19422 (January 12, 1983), 48 FR 2481
lanuary 19, 1983) and Securities Exchange Acl
Release No. 19954 (July 18, 1883), 48 FR 33578 {July
22. 1983)) and has conducted an on-site inspection
of OCC's letter of credit program. Based upon its
reviews of these propnsals and its inapection, the
Commission believes that OF.C administers its letter
of credit program responsibly, requiring reasonable
safeguards and insuring, among other things, wide
diversily in its portinlio of bank letters of eredit.
These safeguards and OCC’s administration of the
program reduce greatly OCC's dapendence upon
4ny one issuing bank. Nonetheless. because OCC
has no formal standards specifying the degree of
portfolio diversity among domestic bank issuers of
letters of credit, the Commission intends to monitor

In connection with QCTs apphicetic-
for fuil regeeratinn, OGO requested an
exemption from the following ;ortion of
Sectinr 17A{11){3) of the Act:

. . the rules of the clearing agency [must]
provide that any (i} registered broker or
dealer. (iil other registered clearing agency,
t2i1) registerad investment cowcany, (iv)
bank, (v) insutence cocmpany, o {vi) cther
person or clasge -« cersuss us the
Commission, by rule, ipay £or time ta tdme
designate as arpropriate to the development
of a national system {or the promot and.
accurate cleararce ar ez ttlement of
securities transactions may become a
participant in such clearing agency.

Currently, OCC's rules provide that
only registered broker-dealers are
eligible for membership in OCC.'*¢ OCC
has requested that “it be exempted from
amending its rule to provide for
participation by entities other thau
registered hroker-deale:s, unless and
until such an entity cxprasses a bona
fide interest *n becoming ann OCC
participant.” *** In explaining the basis
far its request, OCC argued that "such
an exemption would be consistent with
the purpose of Section 17A of the Act
and the public interest” because,
generally speaking, OCC believes that
entities other than broker-dealers have
tittle to gain through participation in
OCC, and their participation would nnt -
result in significant bercfits to the
public.'* Nonethelers, QCC has
undertaken, aa part of its registration,
promptly to develop adequate and
reasonable admission and participation
standards to enable participation by any
class of non-braker-dealer entities that (
expresse= an interest in membership. {

In advance of any such expression of
interest, however, OCC believes that |
attempting to create financial and
operational standards for non-
participating institutions would require
OCC to anticipate the possible forms of
participation certain institutions, such
as banks, may take arnd to develop
standards in the abstract—a process {

OCC's letter of credit program to insure that OCC
maintainy its current high safety standards and its
ourrent portfolio diversity policy

e OCC By Laws, Art, 1 § 1{i}and Art.V §1.

s See letter dated December 12. 1980, to the
Commussion staff, from Weyne P. Luthringshausen.
Chairman and President of OCC, at 2.

ue /4. OCC noted in its letter that “no clearing
agency, investment company, bank or insurance
company has ever sought to become an OCC
participant.”” More recently, however, OCC advised
the Commissior, ataff that one commercial bank
discussed with OCC the possibility of becoming 2
OCC parlicipant. Iz response to this inauiry. QCC
prepared proposed rules and bank admission .
standards that were substantially similar to its
broker-dealer standards. When the bank droppesd
its inquiry. OCC decided not to file its proposal with
the Commission for the time being. -




which OCC believes would be costly
and specuvlative.!s?

The Commission helie /ns it
appropriate to grant OCC a limited
axemption from Section 17A(b}(3)(B) to
enable OCC to limit participation to
registered broker-dealers, provided that
OCC promptly responds to any
statutorily eligible participants that
expreag clear interest in OCC
membership by developing suitable
participation standards and
arrangements.'® The Commission
believes it would be burdensome and
inappropriate to require OCC to
establish speculative operational and
financial participation standarda for
hypothetical classes of participants. The
Commission agrees with OCC that the
formulation of financial and operational
siandards for any class of participants

requires costly analysis and refinement -

that seem premature absent genuine
evidence of interest.

OCC also requested a partiai
exemption from the provision of the
Standards that requires clearing
agencies to provide its members and
other registered clearing agencies with
copize of the text or a description of
proposed rule changes and a statement
of their likely purpose and effect.»
Specifically, OCC requested that this
Standard ke modified so that OCC need
not provide the text and purpose of all
proposeq rule changes to other
registered clearing agencies. In support
of its reqmest. OCC argued, primarily,
that nokice to other clearing agencies
independent of Federal Register.notice
is duplicative and, secondarily, that
most OCC propesed rule changes are
irrelewant to the clearance and
settlement business of other clearing
agencies.'®

'*7 in addition. OCC stated that its pHon
equest is supported by the legislative objectives
undedymgﬁenhnn 17A. that is, to facilitate the

roseat of more efficient p dures for the
) and t of securities transactions
and to reduce the physical movement of certificates
in conneclion with sireet-side settlement. Beyand
that, OCC arguned, Congress recognized thal
eliminating physical certificate movement was not

- possible withoot mmstitutionad participation in the

national depository system and. therefore, that the
“¥cress requirements’ of Section 17 A(b)(3)(B) of the
Act were aimed at encoeraging diverse institutional

_ participation in depesitoriea.

5 Ag noted abave. OCC recently tonk such action
promptly and responsibly when a non-broker-dealer
showed serjous interest in becoming an OCC
participanl

'™ See letters dated December 12, 1088 arxl April
23, 1963, from Marc L. Berman, Executive Vice
President and General Counsel, OCC, to the
Commission staif. See a/so discussion at note 61
supra.

1% Sen, e.g.. letter dated December 12, 2980, from
Mare L. Berman, Executive Vice President and
General Counsel, OCC, to the Commission staff
{File No. SR~0CC—-0-8).

—_-_—_

The Commisaion believes it
appropriate to grant OCC a limited
exemption on the theory that OCC, as
the issuer of standardization options.
does not provide its participants with
services that compete with the other
clearing agencies.

Indeed, few of OCC's proposed rule
changes affect the linkages or regulatory
relationships that OCC has with those
other clearing agencies. and any
proposed rule change that is of general
interest to other clearing agencies will
continue to be noticed for their
information in the Federal Register.
Therefore, the Commission believes
that, with the exception noted below,

" OCC need not send copies of its

proposed rule changes to the other
registered clearing agencies. In the case
of any OCC proposed rule change that
would sffect the operations of other
registered clearing corporations or
depositories, however, the Commission
expects OCC to send copies of the text
end a statement of purpose and effec! of
the proposed rule change to all
registered clearing agencies on or about
the time the rule change is filed with the
Commission. Timely distribution should
enable all clearing agencies that may be
affected by such an OCC propasal to
review the proposal and to provide OCC
or the Commission with timely
comments.

Based on the Commission's review of
OCC's Form CA-1, as amended, the
Commission believes that OCC satisfies
the Requirements and the Standards and
should be granted full registration as a
clearing agency, subject to the
conditions noted herein. In addition, the
Commission hereby grants a conditional
exemption from Section 17A(b}(3}(B) of
the Act and a limited exemption from
the Standard that requires registered
clearing agencies to distribute copies of
proposed rule changes to other -
registered agencies.

"V. Conclusion

Based on the foregoing, the
Commission believes that the nine
clearing agencies that are the subject of
this ORder should be granted full
registration. subject to the limitations,
undertakings, exemptions, and other
qualifications outlined or referenced
above.

It is therefore ordered, pursuant to
Sections 17(a}(2) and 19(a) of the Act
and Rule 17Ab2-1(c)(2) thereunder,
that DTC, SCCP, MSTC, OCC, MCC,
PSDTC, PCC. NSCC, and Philadep, be,
and they hereby are, granted full
registration as clearing agencies.



