
[Reteaoe N a  20221; Flk No. 600-1,2( r l l  

0.podtoq Trust Co, et at.; Order 

September 23.1083. 
In the mutter of the full registration as  

clearing agencies oE The Depository 
Trust Company (File No. tIOW); Stock 
Clearing Corporation of Philadelphia 
(File No. BocW): Midwest Securities 
Trust Company (File No. -7); The 

\ Options Clearing Corporation (File No. 
800-8);Midwest Clenring Corporation i :  (File No. M):Pacific Securities 
Depository Trust Company (File No. 
800-10):Pacific Clearing Corporation 
(File No. 6tJ&l1): National Securities 
Clearing Corporation (File No. 800-15): 
and Philadelphia Depoeitory Trust 
Company (File No. 600-19). 

Introduction 
This Order concerns the registration 

of nine clewing agencies pursuant to 

' The Gmrninsiun loday is Rrantiny full 
rwstration tu the Dt:pnsilory Trust Cornpan, 
("VTC"]; Sro~:kClearinn Corporalion of Phil.,&.l:~tN,! 

I'SCCP");M d n r r ~&curiliea Trust Comp;anr, 
["MSIV'I:Oolions Clcaring Corpora11;tn["O(:(:"I 
Midwc~t(:lest inn Corporation IWMCC'');h c i f i r  
'ilvr~rritir%I)iwrui:6t;) Trurl Company ("WDT(;' L  
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Section 17A of the Securities Exchange 
A d  of 1934 (the "Act").2 and liule 
17Ab2-1." The full registrtrtion of these 
clraring agencies conntitutes an 
important step in the  commission'^ 
efforts to facilitate the development of a 
national system for the prompt and 
accurate clearance and settlrment 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 
Nationel 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)(l) of the Act. 

The remainder of this Order is 
organized as  follows: 
I .  Bockpround 

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 Commiseion 
Oversight 

IV. Findings: Application of Statutory 
Standards to Clearing Agencies 

A. Introduction 
B. MCC-MSTC 

C. SCCP-Philedep 
D. PCCPSDTC ' 

E. NSCC 
F. DTC 
G .  OCC 

V. Conclusion 

1. Background 

A. The Paperwork Crisis and Resulting 
Legislotion 

During the late 1 W 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 industw inattention to securities 
processing, as iilustrated by inefficient. 
du~licative and extensivelv manual 
c ~ ~ a r a n c e  and settlement &stems, poor 
records. insufficient controls over funds 
and securities, and use of untrained 
personnel to perform processing 

I'acific Clpering Corporation ("KC'): Nationnl 
Swurities Clearin8 Corporation ("N.SCC"1: and 
Philadelphia Depository l'ruut Company 
I"I'l~ilade~"). 
' 61-curities Exchange Act of l9:U. oh ~ ~ : : r c r r ~ i ~ d  I15 

t!.S.C. ?&I pf  $6.4. (19-61. 
' 1' CFR 240.17Ab2-1. 

f~nc t ions .~  In the aftermath of the 
paperxork crisis, the securities industry, 
the Commission, and the Congress 
directed concerted attention to 
secur~ties processing. Among other 
things, the Commission actively 
encouraged expanded participation in 
clearing corportltions and securities 
depositories by all qualified broker- 
dealers and other financial 
intermediaries. Congress held extensive 
hearings,to investigate the paperwork 
problemso and ultimately enacted the 
Securities Acts Amendments of 1975 
(the "1975 Amendments").' 

In Se ion 17A(a)(1) of the act, a s  
amende 'i , Congress found that: 
(A) The prompt and accurate clearnnce 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 procedures 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. C o m s s  directed the Commission 
to facilitite 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 Registmtion Proceedings 
Although Section 17A(b)(l) of the Act 

required that all clearing agencies be 
registered with the Commission by 
Decembek 1. 1975.8 Congress provided 

'See. e . g  Securities and Exchange Commiraion. 
Study of U~rsafe and Unsound Practices of  Brokers 
and Denlers. H.R. Doc. No. 231. 92d Cong., 1st Sess. 
13 (1971). 

S e e .  e.p.. Clearance and Settlen~crit of Secirrilies 
7innsoc.tions. Hearings on S. 3412. S. 3 3 i .  and S. 
2.551 Brbm the Suhcom. on Banbirr#. Hotrsing ond 
L!rhan Affairs. 92d Cong. 2d Seas.. 9 5 4 6  (19721. 

Pub. L. No. fI4-29. 89 Stat. 97 (1975). 
' 15 11.S.C. 7Rq-1. 
* Section lPAfb)(l)  of the Act. 

that the Commission cot:!d nut g:911t 
regibtration to c1ear:ng agerlcies t ~ n l c ~ s  
they exhibited certain organizat~onal 
characteristics and capabilities (the 
 requirement^")^ or were otherwise 
exempted by the Comrn i s s~on .~~  
Pursuant to this authority, on November 
3, 1Y75,11 the Commission adopted Rule 
17Ab2-1 l 2  and Form CA-XI3 for the 
registration of clearing agencies. In 
accordance with Rule 17Ab2-l(c)(l), l 4  

thirteen clearing agencies applkd for 
registration. The Commission granted - - 
temporary registration to all thirteen 
clearing agencies after finding that 
each clearing agency (I) was organized 
to have, and had, the capacity to 
safeguard securities and funds in its 
custody or control or for which it was 
responsible; l e  (2) had rules that assured 
the safeguarding of securities or funds 
that were in its custody or control or for 
which it was responsible: l 7  and (3) had 
rules that did not impose any schedule 
of prices, or fix rates or other fees, for 
services rendered by participants.ls The 
Commission also instituted proceedings 
to detervine 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).lg 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 
infm. 

lo  Section 17A(b)[l) of the Act. 
Securities Exchange Act Release No. 11787 

(November 3.1975). 40 FR 52356 (November 10. 
1875). 

l a  17 CFR 240.17A!~2-1. 
17 CFR 24Rb.-30. 

I' Rule 17Ab2-l(c)(lJ (17 CFR 240.17Ab2-1 (!:)(I )) 
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. 

'"On Decemher 1.1975. the Commission granted , 
temporary registration to DTC. Bradford Securities 
Processing Services. Inc. ("BSPS"). SCCP. Doston 
Stock Exchange Clearing Corporation ["BSECC"). 
MSTC. OCC. \KC. PSDTC. K C .  and TAD 
Depository Corporati~~n ("TAD"). Temporary 
Registration was granted to New England Secur~t i t .~  
Depository Trust Company ("NESDTC") on 
September 24. 7976: lo NSCC on October 24. 197: 
and to Philddep on October 24. 1979. The 
Con~mission terminated the registrations of  BSPS 
and TAD at their request on March 22. 1982. 
Securitiw Exchange Act Releasp No. 18583 ( \ l a r ~ h  
22.1982). 47 fR 13262 [March 29.1%)81). 

I C  Scction l:A(b)(:i)(Al of t h ~  Acl. 
' Id. :. Svrt i~~u l:;\(h)i:!![E] of 1h13 ! k t  
'' 17 (IYK :40.17r\h2-1(~)(2! 



!he most recc:i: ::xtsasion to expire on 
Sept5r:lber 3r!, ' 

As psrr of i'3 efforts :O provirle 
guidance to the clearing ager.::+s in 
ztructuring their organixationa. systems, 
capacities, and TU!AS to comply with the 
Requirements. the Commission 
p:?posed " and published 22 standards 
(the "Standards") to be used by the 
Divi+ion of Frarket Regula!ion (the 
"Division") i ~ .reviewing and making 
recommendations whether all or any 
c;;?aring agencies shouid b? granted full 
registration. The Standard$ iilustrate 

' 

spfxific objectives that each clearing 
agency'. rules. procedures, or syfitrrns 
should achieve to be grimted full 
r e g i ~ t r a t i o n , ~ ~  

In response to the Com~ission's  
requcs: in the Standards Release, twelve 
temporarily ~egistered clearing agencies 
submitted amended Fornis CA-I in 
December 1980, along with rule 
proposals designed to corm';! with tho 
Standards, or, in certain cases, requests 
for exemptive relief from certain of the 
Requirements or the Standards.24 

C Clecring Agency Functions arid 
Organization 

Section 3(a)(23)(A) of the Act defines 
a clearing agency as: 
any person who acts ns an intermediary in 
making payments or deliverieu or both in 
conn-rtion with transactions in securities or 
who provides facilitieu for comparison of 
da ta  respecting the terms of settlement of 
securities transactions. to reduce the number 
of setrlanrents of necurities transactions. or 
for !he allocation of securities settlement 
responsibilities. Such term also means any 
person. such as a securities deposiiory. who 
(11acta as a custodian of securities in 
connectior; 4 t h  a system for the central 
har~dling of securities wherebv all securitira 

2 0  Securities Exchanee Act Releese No.18.. 
[March 2 2  1962). 47 FR 13233 (March 29.1882). The 
Commisrion today a h a  is expecting the bmpurary 
registrations of RSECC and N E S D X  until 
Septrmber 30. 14114 i n  a separate order 

Sw Securities Exchanye Act Relense Nu. 135K1 
(Iune 1 1YZF. 42 FR 3XI60 (june la 1 9 7 ) :  S ~ u r i t i e s  
Exchar.ye Act Release N a  1&U1 1M;lrch 6,IXHJ.43 
I:R 102M [\l,wch 10. 1983). 
"S~r!curities Exchange Act Helvane No. 16Wt 

(111nr17 I*). 45 FR 41920 ( j u w  23. 1R80) 
("Slnnt l~r i ls Rekaru?"). 

1.01 example. Section 17A(b)(3)(A) of the Act 
!>rwid~:s.among other things. that a clearing a n m q  
nlu.it h a w  rules to assure the s;~!eguar~linl( I I~funds 
and's~!c:uritins in the clearing agency's cust~)tly 
contrul. or h r  which it 18 mspunsible Tho 
S t a n d d s  provide that a clearing a8t.nr.y r m m *  
v th i~ rthings. musl hake an mtrrnal audit 
hpa r t~n r r l t .  that reviews ubjrct ivr ly the ~ ; lc :~nng 
agonr:y s rrprrations and rqmr ts  its findings to th.! 
~ . lw r i ng  dgvnr:?. Standards Rnlwsc 45 YR at 4197.6- 

''TALI h d  sot fi le a revised application for 
rryl-;trarlon As discussed ;)Inotr 15 slro-0. thv 
w#lslr . r5~~nsot T A U  and BSI'S h . ~ r v  hwr: r..~w:rl:. (I 

!!~;st-rs. and co~npare .~ ;accowr i t w  :j2 

i t w !  .:r!ttle :I3 the ne!ted securi!ies I6 
! rar~si ,c. t i r~ns.In c;onnection with wr '-

'11!;111:rs ,rl.lt!.h trades pxviucsly exec;::tetl in Ihr 
n~ i~ t lh r tp ! i~c~! .Th:):process culminales in the 
pr t~dur t im,~ r n dw t v m ~ e ~ i n nto the c!emng agcrrr.\'\ 
r c c : ~ r ~ ~ n t i ~ ~qwrnlion. of  trade data !hat harp b ~ v n  
III;I~I:~I.~Iry lioth sides to the trade. Street-sidv 

The clearing agencies that are the c:'rnlp.inwn of trade da!n hetween buying and 
wl l ;~: .~I ~ m k r r - h h r s

subject of this Order perfom a wide .is~ni i l ;~r 
sbuuld he distinp~iiihrcl fr,)~,: 

mi~k:hinp of trade data hetween a broker 
variety of securities processing ,rnb in ~nvtitutior:rl cnstomer, c r~nmonly  r ~ l l e t lthr. 

nnd ~~f f r rmnl ion pmcess" See nntl. .i6functions. but share many of the same "ct!ni'~r~nr~tion 

legal and operational characterisi~c:;. , fnl. 
~;nmparisonof  exchange !redm uclxrs 'frn<lit it~n.~l 

These clearing agencies perform either: [I) nn thc floor of the exchange when. 
of the trade, parties to th~: trade securities processing and operational followiny execut io~~ 

end financal moniioring services for "rrc:mfirn~" the t e r m  of the trade and subniit trade 
data ~ ~ I I I I I I H ~ ~ ~ ,or on ;rn nutomated basis, to thc 

their pur!icipants, including banks. r:l~:.tiinp t.<irpur;!tic~n ("flour-derived comparison"]. 
broker-dealern, and institutional or ( i i l  21flar the end of the h d i n g  day, w h m  huyvr 

n r d b c h  independently submit trade dntn to ainvestors. As self-regulatory 
h t r i u g  r;ovorr~tion, which then attwwrtts :n m u ! ~ h  

org~nizations ("SROs") under the Act.26 111) thusa data {"conventional compari~on"). 
these clearing egencim have both the 0IC ntmet-side =omparison is conventionnl irnd 
authority and the otiigation, among in performed for a11 clearing cornorations by NS(X: 

other things, to deny participation to The u lw ru t i n~  costs of the National OTC 
( impar ison System are borne pro mlcr by (he 

statutorily disqualified 2 7  or participqtitq c1rnrir.g corpuratlone and thcir 
incompetent applicants for p a r t i c i ~ ~ r ~ s .  

membership, to discipline 3 y ~ h e  accounl in~ pmcess generater, the money 

participmts.*g and to provide .ind securities settlement ob l i~et ions o f  participan!a 
i n  ~: l r :ar iq rarpnrationa. Sve ra l  types of acco~rnling 

participants with due process when they vyxtemn are w e d  by c:learing corporations. 'fhe most 
may be adversely affected by those sophisticated accounting system is the Continuous 

NI!~ SPttleme*~t ["CNS') system. which severs tha decisions.30 
l ink Iztwc?er~ the original parties to the w m p r ~ d  

Different types of clearing agencies. tradru ard interposes the sysiem as the cQntrn 
however, provide differing clusters of party ' f i e  uystem generates a single. dally net 

services for their participants. Clearing "buy" or "sell" position for each securities issue in 
which il pi*icipnnt has compared trades scheduied 

corporations generally receive trade to wetile on the fifth day after trade date and nets 
data respecting exchanges or over-the- nccumulated settlement oblipations i n  that isnue. As 

the mntm side for eclch.net settlement obligation. counter ("OTC) trades between broker- 
the clearing corporation's CNS system, rather than 
the nri~@l parties to the trades. hecomes the enlily 

's Sc!ctiun 3(a)(23)(A) of the Act. 15 I!.S.C 11hlip~tw1to deliver or receive seeunties and money 
7fk(a)(.?3lfa) bmadly drfines "clearing ugelicy" and 

entitien. other t h m  thew l h e  dear i rq  connrat ion protects i t rel f  ap;~inst 
f i r~ i~nc in lthin definition may r e o ~ ~ i r e  rink hy, among other things. obtnirtitig 

thnt are the subject of  thrs Order or the urder 
~nurk-to-themarket payments on open obligatiom 

*!rtc?nding temporary registration for two r.lnaring 
from each participant whose failure to satisfy thosr 

i~genrilw,discussed at note 20 supnr, to npply for open d ~ l i g n t i o n ~  would place the system at risk 
reqistrution wi th  the Comminnion. Examplr!~ o f  such I!nlike CNS systems, daily balance order {"UBO")
cntittes miaht include aecuritiea mstodinnn. transfer 

systems traditionally have not interposed clearin8 
dgent depositories, securities drafting and cotlect~on corpnratwnn between par!ies. Instead, a DRO
yervices, and entitire providing other l i n~ i tw l  or 

~ y s t s mgeneraten r daily net "buy" or ''sell"rpecializ~td denring scrvic~!e. By g r a n t i v  full 
position for rnch islrue o f  securities in which n 

wqislrntion to the nine narnrd c l e a r i ~ g  ;~gt.nciw. the 
p.rrtic..p.mt hr,s ii compared trade due to wr t l r .  .III,!

(~crn!mission doen not ~ n ! ~ n ( l  to l imit 0: nnrww the 
~IIIU(:HIRL :lrnr,ny. . ~nd  isnues to, participants net 

Ac:t'b defi11,tion o f  clenring naenc;) or the r : lear iq clai!) w+t leme~t tiirilers to deliver o r  receive A s  a
apt!ncy mgistrdiun requirement&. Swtion 0(i1)(23);8) 

ntnult. a partrcipant may be rewi red to dd ivsr  
$11the Act creates certain erclusions frum the 

wc:uriti~!s to, or receive securitieu from. a 
~ l r f in i t i rmof c:lrariw ayetic?. and Section 1:Afh)(l) 

parti~:ipi~ncwith which i t  had no trades. h l t h ~ ~ u n h  
or th~: A d  Wrilnts the Comm~suiqn p w e l  Ioe<empf 
wrt i r in clraring agencies from the Act's myiwtratwn wcori t i rs and money settlement are pumddnt lo 

r~:quircmenta. I n  this connectim. neversl I).lnL9 01 I)HOw. fnils nr r  trented as fails between the pdrrtrr 
must be resolved between then1 

wI)w~dinrirs of hank hold in^ companies t l ~ t  
lo the I1IW i ~ n d  

perhrm variuus wcurities prw:essing funr;tionn (rnthrr t h l ~ n  with the rystcm). Other aucuun!lnp 

have r~:qwn(rd thet the Cnmqk+ion rxwnpt thmn %yhtt:nw. a i i ~ h  ns trnde-by-trade systems. tin not nl.1 

horn the t:leariny apenc:y r~.pistrution requ!r~wcnls. 4 4 c w  tind wce i~ r !  ol,li8atinns nnd require :hi#: 
thaw d)liyutirms Iw  sellled dimctly be tw r :~ .~~  :h+*prrrsll~lnl to lhiw sul~section The Commis.;ion is 
tw~ginigl ptr t i~.s.  cor~trnct-by-contrttc~. .tdtirmsing those requwts i n  il wpnri l fv p n ~ ~ w r ~ l i ~ ~ .  

.s 00l;~11!111nsaeners~ted by the accvunthu: "' Sf!<:t~;,n 3(a){25) nl thr Act 
throunh the s e t t l e i w ~ t  prmvLsfunction m r  s .~ r~ r i i r r l  

" Si:clion 17AIb)(4)(A) o i  the Acr by the delivery and recelpt of funds and scwrntin:- 
? *  SI.i;tiun l;A(b)(4)(01 of the Act CNS money s~?ltlement occurs at the clearinp 

Swtion l:Afb)(:l)l(.) of  rhr~ A r  I rwpsrnt iun with net w c r ~ r l t i v  movrmaSn'\ t w t  c: 
h! t . Ih !~  t7A! l~l(5i  01' !!I#: .\(,I w i ~ t l ~  s r w r i t ~ m,I! h..~l l i t i .~~t!d drpositon 
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who do not maintain accounts with the 
depository.sT 

In contrast to those two types of 
clearing agencies. OCC is unique. OCC 
issues options on equity securities, as 
well ae on a variety of other financial 
instruments,* records participants' 
options poeitions, and determinee 
participants' daily optione net 
settlement obligations. OCC also 
receives exercise instructions from 
participants, randomly assigns exe'rcise 
notices to participants with short 
positions ih 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 
Philedepfhat are not rebated to 
participants or retained by the clearing 
agencies are returned to the parent 
stock exchange. As with any 
corporation, Phlx, as eharebolder, elects 
SCCP's and Philadep's boards of 
directors.' 

Other clearing agencies, however, are 
owned and controlled by several 
entities. NSCC, for example. l e  owned 
by the New York Stock Exchange. Inc. 
("NYSE), the American Stock 
Exchange, Inc ("AMEX"),and the 
National Association of Securities 

"Cerlificates may be withdrawn (i) after re- 
regisbetion in a name designated by the 
withdrariw party or ( ~ i )  in the name of a 
dcpository'a nominee. in which case the nomlnee 
appoints the withdrawing party a s  attorney to effect 
transfer of the certificate. See e.8.. DTC Participant 
Operating Proceduns. 04 D and E. 

*See  note 151 in/m. All options issued by OCC 
are registered with the Commission, pursuant to the 
Secwites Act of 1833, as  amended. 15 U.S.C. ne-
77& [19713). 

[SCCP). Form CA-I. 8-File No. "See 

s~attir16.S~clearing corporatlons 
guarantee p~rticipant obligations. 

A mcurtties depository is a 
"ctljtndial" clearing agency that 
operates a centralized sy~tem for the 
handling nf ~ecurities certificates. 
Depositories accept deposits of 
securities from broker-dealers, banks, 
anJ other financial institutions; credit 
thoee seciuities to the depositing 
participants accounts: a d ,  to 
~articipant's instructions, effect book- 
entry movements of s e c u r i t i e ~ . ~ ~  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 rota 
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 
connection with book-entry deliveries of 
securities and provide facilities for 
customer-side settlement of institutional 
trades th-, for example, the 
Nations1 Institutional Delivery System 
("NIDS').a6 Securities credied to a 
participant's or a pledgee's eccount may 
be withdrawn by the participant in 
physical form for delivery to persons 

'.See note 32supm. Inaddition. most clearing 
wrporationn provide non-autmated eettlement 
eerviuw. such as envelope delivery system& 
Envelope delivery systems permlt a delivering 
participant to pas, securities in envelopm to the 
clearing corporation which in hun. delivers the 
envelopes to designated receiving participants. 
S,eg, DTC Porticipnt Operating 

Pmcedunss 48  B and C. See olso note 33supm. 
Deposit+ a h  facilitate the pledging of eecuntier 
between' participants. 

Ina typical institutional bade. an investment 
manager instructs a bmker to execute a trade. After 
executina the trada the bmker mnda to the ..-~ ~ - .~ - - - ~ ~ 

investment manager a written statement, called a 
"confin" apecifyiq the terms of that bade. See 
Rule 10b-I0 (I7CFR U0.10b-10). If the confirm 
matches the investment manager's instructions. ie.. 
if the broker executed the trade pmperly, the 
investment manager will iseue instructions, called 
an "alfinn." to the custodian bank authorizing the 
bank to receive or deliver securities a~uinst  
payment to or by the executing broker. To promote 
timely customer-side settlement of inatitulional 
trade#, various SROs have taken significant steps to 
encourage investment managers, brokers and 
custodian banks to confirm, affirm, and settle most 

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:1 
.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 
exchange^.^ 

11. 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-I, 
the Commission's determinations were 
based on its continuous monitoring and 
oversight of the operationti of each 
clearing agency and the exemplary 
history of the National System. 

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

During the review process. the 
Commission staff had extensive 
conversations with the various clearing 
egencies 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 

institutional trades through the facilities o l a  Attachment A. at I. many necessary changes to conform its 
securities depository. DTC. in cooperution with 
MSTC. PSDTC, and Philadep. operates an 
automi~ted settlement system called the Nat~onal 
Institutional Delivery Syrem I"N1DS')). The NIDS. In 
conjunction with depository interfaces, permits 
most institutional trades to be quickly. accurately. 
and cheaply confirmed, affirmed, and settled by H 

nct book-entry movement and/or a single money 
obligation. See Securities Exchange Act Releaur KO. 
19227 (November Q. 1 W ) .  47 FR 51FI58 [November 
1s. 1982). 

-Other regional cleari~kg corporntions and 
depo~itorieubre similarly orRanized ~ n d  controlled 
&?cause Section 17(Aj(b)(3)(C) of the Act requires 
thrt the rules of the clearing agency assure fair 
representation of its shareholders [or members) and 
p~rticipants in the selection of its directors and the 
udnlinistration of ita affairn. the regional clearing 
agencies have recentlt re-structured their by-laws. 
rules. and prncedures to satisfy this requirement. 
See discwrion in text accompanying notes 52-82 
i r t f , ~ .  

rules, systems, and procedures to the 
Requirements and the Sta'ndards. The 

"See File No. -15 (NXC].Form CA-I, at 
Exhihit A. Annex 1. a! 18: Exhibit A. Annex 2, at 4; 

'and Exhibit A. Annex 3. 
**SeeFile No. 80C-I (DTC] Form CA-1 st Exhibit 

A and Addendum 1. 
Sen File No. 6W-6 (OCC). Form CA-1 at Exhibit 

A. Vol. 1. and OCC By-luws. Art VIi 00 1-5. 
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Camm~-'siun w i s h ~ s  co c o n - n ~ dthe 
clearirig a genc i~s  for ~hc i r  e u c e i l t , n ~  und 
dedicated efforts, part~culariy during the 
last year, to up-date and refine lhrlr 
Forms CA-1. 

The Commission's oversight oi 
clearing agency compliance with the A I : ~  
has not been (.onfined to review of 
Forms CA-I. Indeed, in cilrrgir~g out the 
Commission's general oversight 
responsibilities. :he Comnission has 
reviewed, pursuant to Ssc t~on  19(b) of 
the Act, each of the marry proposed rule 
changes filed by the clearing agencies. 
Those rule changes have ccncerned 
most of the major services and systems 
of each desring agency, all of the recant 
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 

The Commission also conducts, 
pursuant to Section 17(b) of the Act. 
routine or cause inspections of cleerbg 
agencies, which help ensure the 
continuing integrity of clearing agency 
o~era t ions .In connection with those 
inspections. the Commission has 
scrutinized the operations of most of the 
temporarily registered clearing agencies 
and has worked in a cooperative setting 
with each inspected clearing agency, a s  
well a s  with the Board of Governors of 
the Federal Reserve System ("BGFRS')). 
a s  appropriateb46 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 
to aid the Commission's on-going 
enforcement responsibilities concerning 
clearing agencies. 

"During Fist:aI Year I W ~  O l f i wthe I h r .~s~w i ' s  
of  Scuri t ies Processing Regulation received nnd 
reviewed approximately 140 propoaed rule chanprw 
filed by  h e  varioue clearing apenclea. 

In  dddition. thc Commiwion s u f f  d.iilg rer.it:ws 
annuuncelnents of c!earing aymc) s) stem 
adjustments and olh,er importact pvents, r ~ c ~ ? i v v d  
by the Commission pursuant to Rule 171-22 (1; CFR 
240.17a-221. 
''WIT. E D T C .  and MSTC .ire It111:icd ~II:.~III~~? 

trust compunizs nnd members of Ihc F r d ~ w l  
Reserve System. The BGFKS.as an i~ppr t~pr i ;~~,?  
regulatory agency ("AR.4"). hire celldm rvpu l i~~ory  
authnrily and responaibili~ies with respect to ~hese 
clearing agenciea. SEPSe~tiuns :I(a)[S4l(Bl and 10 of 
the Act. In  addition. the Conlmisston ha:; conn~rlted 
~ i l hihe RCFRS under appioptlale I lrc~.n?!.t;~ni.rs. 
m r l i c u ! ~ ~  chanxesly when let iewing prup(~spd r ~ ~ l r  
filed by these dopo~it,,:ies purstlnn! !o S~8.1ioniY(i>l 
of the A,:[, and Rtiie l!*lt-4 I: (.I R . '~o . i ' l I~ - -&~ 
!li~~(,tar!dvr 

ill. Scope cf This Order and Its Effecis 
on Cleariug P.gencies and Commission 
OversigLt 

This 0:dc.r confirms thilt tach den! inp 
agency subject to the 0:dnr is ogerating 
in sut~stanrial compiiance wi:h the Act. 
The Cornmis~ion recognizes that 
Corigress did not intend the full 
registration proceedings to continue 
indefinitely, but, instead, anticipated ' 
that these proceedings should end a s  
s o m  a s  the Cqmmission codd  make the 
fundamental findings specifted it1 the 
Requirements. The Commission does not 
intend this Order to ~uggvst that no 
further modifications of the subject 
clearing agencies' rules, sy8lems. 
procedures, and practices a m  n;?eded 
now or in the future. Indeed, the fixdings 
made in this Order are intended to 
supplement the Commission's, or any 
other appropriate regulatory agency's. 
continuing authority undei the Act to 
regulate evolving clewing systems.41 
The Commission will continue to use its 
oversight, inspection, end enforcement 
authority a s  necessary and appropriate 
to further the purposes of the Act, and. 
a s  necessary, will use its rulemaking 
authority under Sections 17A (d)(l) 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 
adjmtments 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 partici~ants; (ii) filing 
any changes in rules, systems, or 
procedures a s  required by Section 19 of 
the Act and Rule 19b-4 thereunder: 48 

-
"Unlike with uther SROs. the Commivxion dues 

not have authority under Sec:ion W(c] of the Act to 
abrogate, add lo, or delete from, particular rules of 
pr t icu lar  registered clearing agencies. 

*' Proposcd rule changes subm~tled bb these 
(:learing ~gencies currently pending belorr the 
Comminrlon are not affected by this proceeding. 
Similarly. ngreempnts limiting or governing the 
~~pera l ionsof any pilot programs instituted bs  any 
clei : r in~ fluency remain in effect. See, e.g. Securities 
Rxch.tnge Act Release No. 137CM (june 30.1 ! 1 7 j .  42 
FH 35715 (July 11. 1477): Securities Ewh;?ngr Act 
RC'!L'HLICKO. 13741 [July 12. 1977). 42 FH 37082 [luly 
19. 1977): and Securilies Exchange Act Re le~se No. 
191311 (rune 24. 19R'). 18 FR 30506 tluly I.  1983) 
Ipr:~pnrrd rule rhanges thdr woolrl pc i n i l  
depozltl~l) par:icipants l o  trdnsnlil and raceirr data 
using cornpuler terminal systems): Securities 
Ekchangd Act Relrltse N3.13337 (March 7. lo:-). 4: 
FR 15159 (March 18.197):  Securities Fxchanyr A1.t 
R15l#.!w No 13375 islarch I S .  I R Y ) .  42 FR 154% 

and [iiilkevping its Form CA-1 
subn?!asion c:irrm!. In tlddition t i l l  settler 
rqislercd clediing iigcncies mtlst NIDS: 

1continue to rt:spect all cond:t' 101's 
estilbliyhed, or undertakings reli~tcb;! to. 
this Order and any other relcvanl applic 
undertaking or Commission O r d ~ r . ~ ! '  

I the St 
IV. 2ndings: Application of Statutory I clearit 
Standards to Clearing Agencies reque, 

I 
amen, 
to cur 

The following discussion espld~ris in repre:
detail the specific obligations iniposrd 1 I.Fai.
by the Requirenents, a s  interpreted by 
the Standards, that a clearing agency 1 Sec 
must satisfy before the Commission m;rv I conce 
grant it full registration. To avoid [tlhe r 
unilecessary repetition, this Order does fair re 
not discuss each Reql~irement and each mern b 
Standard with respect to each c!e;lring its dirt 
agency; instead, each Requirement is (The C 

. represdiscussed in ccnjunction with the 
clearing agency that presented are afl 

illustrative issues respecting that acquir 
direct1

R e q ~ i r e m e n t . ~ ~This Order also 
discusses the amendmentslo by-laws. 
rules, systems, and procedures thar 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 c!earing agencies 
subject to this Order substantially 
satisfy the Requirements. 

B. MCC and MSTC 

MCC and MSTC are whollv-owned 
clearing agency subsidiaries bf the 
Midwest Stock Exchange ["MSE). MCC [tlhe I 
and MSTC offer part iciants  a wide I provit 

-range of integrated services referred to 
a s  the MST System. These servxes hl 

include trade recording; trade their n 
Securi 

comparison. clearance, and sett!emen:: 9.198; 
CNS and trade-for-trade settlement Euche 

accounting; clearance and settlement. FR 3B' 

through the Regional Interface to par 
the co 

Organization ("RIO). of participants' profit! 
trades with participants settling in other Act Rt 
clearing corporations; safekeeping of ( h e  

bearer and registered municipal bonds: fees fr  
M idw  

confirmation, affirmatin, and book-entry Acl R 
--- (JR~u,  

IMal-ch 24. 1977). Sek urities Exchange Act Rs laas~ i n  the 

So. 1:l3!12 (March 18. 19??). 42 FR 16EW (March 29. Excht 

1977): St:c.u;ilrrs Ex(:ha~;gr Act Re!easr No. 1411W 
( O ~ : l d m2:. 1877j. 42 FK 5UW: {.t'ovelnbpr 14. l Y 7 7 )  Secur. 

Ipv~ptwedrule (;h:mg.?s eliminating interfa<.e fees [Dece 

Iwlwet!n drp:*sitoriaa]. 
*'Stv> e..e..notss 11: and 1-14-21 infrg. Sim~ldr l? of par 

ihsiws r a i d  :n pre:~ohb inspections thal hdve no1 Exch; 
47 FRIw rn  rraohed fuiiy he~e in  remaw subject to 
ameninspertion cndertcLings. 

'" t o t  e~.in'p:r. !iir %qi?rernenl in S<:(:liim aulho 

1-Ai l l l l . l i iAl  or Ihr :\c! ihuf a clenriny :lue,:i:! entru 

s:.fuxt~n,d hinds r i l l  SU?I!I.I~:PS is discnssrd MST( 

pii,~;is-.:, wlii: re. : . (-1 t,. SCCP. SCCP has .,-, Altho 

LII~L,*~!,I!1 3 :  ...m:i;rs D!, ,LW.T l h i  reqw?,.. 15,: 
~ ~ ~ I I ~ I - I T W  IIW U: b1.e: .  ,, protect~ve~ncast!:::~. 
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may he selected in made wi!h p, view toward providing farr pwticip~nts  ;ecci\:e a hewing b\. ~ 3 . 1Class 8 cii~.~ectors 
h c  wsys. At least sixty days before represents;;m for the interersts of both impartid pane! before a 9:ini:tlon m.,, 
w;;h anntiai shareholders meeting. the ;he shareholder and a cross-section of be levied (except when :he clearm;, 

tu act MEF rlominatps six individ!~als for h.iSTC's participanls. agency is su th~~r ized  
elr,:iion as the six Class B directors. ~ ~ m m a r i l y ) . ~ T h eConmission b r : l : ~ \ ~=, 
Copies of the n o m h t i n g  list are mailed 
to each MSTC ~.:rtic.ii)ant that is not a 
hlSE member ["non-member 
participant"). Non-membrr; participants 
may file, witkin thirty days pricr to the 
annual meeting. 8 petition signed by not 
less than three non-member partic~pants 
to nomincte additional person8 as the 
Class B directors. If no nomi~katina 
petition is filed by non-member 
perticipante, the MSE appoints a s  Class 
t3 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 
MSIP, appoints a s  Class B directors the 
six individuals receiving the highest 
number of votes. 

MSTC has undertaken to revise its by- 
;aws,goveming election of its hoard n ~ t  
only to conform to the Act and the 
Standard repding fair representation, 
but also to make useful additional 

u* e t e d  to .*e,issue 
prSsanta'tmn:6P 0 f d c i d i  at  

MSTC have represented to the 
Commission & + ' h e  revisions, when 
completed;will abolish all:distinctions 
between MSE-mqb& participants and  
non-mem tparticipants, and will 
provide a1 \ participants with an  
opportunity to nominate individuals for 
election to the board by petition. In that 
way, both type0 of partitiaipaqts-USE- 
members a s  well a s  non-members-will 
have the oame abllity to nominate board 
members directly through the petition .' 
process. 

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

'* For cxamp e. MSTC expects to increase the 
size of its bourc/of d imtom and is contemphting 
addinn uublic membem to the board. -. 

00 VSTC ant~cipates filing these revlalow w ~ t h  
th~:Commrnsion during Septernpr I%?. 

The Act also requwes that c!earing 
agency rules ensure fan representation 
of partiripants In the administration of 
the clearing agency's aifairs. The 
Standards recognice that to participate 
meaningfully in the administration of the 
clearing agency's affairs, particip~nts 
must have sufficient information about 
those affairs. Accordingly, the 
Star dards requlre clearing ~genc i e s  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 theZommiseion in e timely manner." 
The Standards further require that 
cleari- agencies furnish participants 
with annual financial statements and an  
annual report o n  internal accounting 
control by an  independent 
public accountant. MCC and MSTC 
amended their rules in those respects to 
conform to the Act and the standard^.^^ 

2. Other Matters 

MCC and MSTC filed additional 
p r~poeedrule changes with the 
Commissian to address specific 
obligationg established by the 
Requirements and the standard^."^ 
These proposals include,substantial 
amendments to MCC'o and M S T s  
disciplinary procedures and [i) will 
allow the clearing agency to impose on a 
participant any sanction specified in the 
Act; s4 and (ii) will insure that 

a' Alw, a s s  rwlated matter. becaume of 
interdependence among c l e a r i ~  w n c i e s  within the 
National System. the Commi8sion believes. and the 
Standards require, that notice of pmpoaed rule 
changes should be Bven to other q i s t e r e d  clearing 
agencies to enable them to review and comment on 
such changes in a tlmely manner. See dircussion 
accom~anylnll notes 1Winfm. 

*' Securities Exchewe Act Relenae No. 19744 
(May Q, lBE3)..48 FR 21ee0 [~ny'l3.'lBW]; Securities 
Exchange Act Relenre No. 20223 (September 23. 
iw). FR [ ): SecurNes Exchange Act 
Release No. 20224 [September 23,1983). 48Fa I 
1. 

See, e.g.. Securities Exchange Act Release Nos. 
lWM and lS981 (July18 1883).U )  FR 34171 [fuly 27. 
1983). Theme rule smendmenta edabliahed 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 ~ l e s  or procsdurus. unlers 
the waiver. suspension. or extension is ratified by 
the board of director's: disclosed the formulae used 
by MCC and MSTC to determine each participunt's 
minimum required participnnt 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. 

Section 17A(b)(3!(G)'of the Act. 

these changes in W X ' s  and 34STC.b 
disciplinary rules <ireconsintent with the 
R~quirementsand the Standards. 

Subject to fu!tilling the undertdklngs 
noted nhove, thc Commisswn has 
determined tha: MCC's and MSTC's 
rules, by-laws, and proced,ms are 
subst~ntial \yconsistent wi:h the 
Requirements and the S tand~rds .  . I 
Accordingly, the Commission is granting 
MCC and MSTC full registration as 
clearing agencies under the Act. 

SCCP and Philadep are wnolly-owned 
clearing agency subsidiaries of the Phlx. 
SCCP offers its participants ckaracce 
and settlement services for all exchange 
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' participant8 through the RIO 
interfaces, and dividend and interest 
processing. Unlike most other clearing 
corporatione, SCCP also offers margin 
financing for broker-dealer participants 
and serves a s  money settlement agent 
fcr Philadep, its affiliated depository. 
Philadep. as  a regional depository 
facility and limited purpose trust 
company o ~ a n i z e d  under the laws of 
P e n n s y l ~ a n i a . ~ ~offers its participants, 
among other servicee. automated, book- 
entry transfer nf securities positions, 
vault fecilities, access to NIDS.6'' and 
securities lend in^^ ser.rices. 

1.Review of Forms CA-1 
a. General Amendments to SCCP'sond 
P.4iladep's Forms CA-1. 

Review of SCCPs and Philadep's 

lo (b](5)(A]. (b)(5)(B) and Sections 17A(bJ(~)(C). 
lb)[51(C) of the Act. 

0. The Comrniasion believes the Act requires that. 
when s clearing agency's management reconmendl 
thet a participant be.disciplined, the clearing asencr 
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 chaqed particwant knowingly waives 
hir right to n headng, the clearing agency must 
provide the opportunity to be heard before imposing 
any final sanction. See Section 17A(b)(S)(AJ of the 
Act. 

*' Philndep is the only temporarily registered 
depository that is not a member of the BGFRS. 

See SecuritiesExchange Act Releose .Vnin.IW29 
(Septenher 1. 19821, 47 FR 39775 (Srptsrrrbsr 9. 
IJW2). 
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Forms CA-I "d~sclosed several areas 
that capcerned the Commission. These 
H R R R  included procedures for 
,ii8cipIining paflicipants, procedures for 
aesuring fair r~preventation of 
::nrticipants, standards fcr participant 
idr;.i.ssion and participation. and 
systems for safeguarding participant 
funds .md semrrities. 

A n  H i p ~ ~ l f ,during the review of 
sCCF's Forms CA-1, SCCP submitted a 
proposed rak change that established' 
an operations committee of the board of 
directors, with responsibility to review 
on an on-going hesic SCCP's systems, 
services, magin rmles, 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 
contrihrrtions to h e  dearing fund mote 
frequently than quarterly, should it be 
appropriate, and to authorize SCCP to 
demand d & c t  fmm participants 
money pnymenh a d  &er forms of 
furtiam assrwance of financial 
respmsi!dity a 1  operational 
capability. In a$cttion. SCCP amended 
its rules toenable the reversal of certain 
CM3ddivmka tu insduent participants. 
These generat surveillance abilities, 
collateral requirements, and full 
prucedwes for cimiag-out outstanding 
digmiem af insolvrmt participants a e  
innportanl-arfegumh thtrt, in 

conjunction with SCCP's clearing fund 
assets a d  h a m e  against certificate 

substantially enhence 

h arkbtbn te fib& F o m  CA-1. SCCPand 
R1Mz+ MBhdk.reemt p.csn various ruk 
cham- t b a i r m c i p a t i a  in the 
Netowl synhlwarqinbche Colnnuiaa e e p a w y  

-We Commismen a p p v e d  
SCCP pneosadmkehsnges thatr{lfpermlt SCCP 
Wicipanls  fa buyin W t i e s  against SCCP bs 
gnamnior d d e l i  ud .othaizeSCCPto 
rnhthby-iadtnrim provisions to NASD 
and other clearing agency time frames (Securities 
Ikcbnge Ad BehsrfUo.1Ba30 (November 10, 
18821 i7 FR 5ZwNouelabar  181582)); (2) 
diminoh pre-smfemeni guaranteefof 
Mivery 40 the contm party) and mandatory pre- 
wtllement marks-Idhe-market relating to moDI 
h d m  between Phk mmbem (Securltiee Exchawe 
Act Release No. I~ABB(Aprll13.1RB2).48 PR 16795 
(Awl1 19, lW)t :  and (8)enhance On:trade 
mpsn.on for SCCPparhcipanh by expedlting the 
-mion ofunmntcked aged OTC transactions 
( k u n l l e s  Exchange Act Release No. 18277 
(Novemberm.I*). 48 FR 58239 (November 30. 
1@11!. Furthemme. r k  Commission approved 
certain Philadcp propod rule changes that. (1) 
authorize Ph i ldq r tn  Dilrtlclpate in N W  (Securitlee 
Exchange ~ c t~d-' Nb 19288 (September I. 
'=I. 47 PR w b e r  9. tw):see olso note 
a w l  and (2)enable participants to accepl 
e ~ c h a n ~ ~and knder offers for certaln secuntlee 
' U w s  wtlhopt w~thdrawlng the certificates fmm the 
depovlt~ry (Secrrititr Exchange Act Release No. 
'm7 (August 181882) 47 FR 38742 (August 23. 
'-11 

1-related 

SCCP's ~bil i ty to protect itself and its 
participants. 

SCCP and Philadep also filed 
proposed rule changes to require that 
~pplicantsor 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 pereons" from 
the categories of participants against 
whom SCCP and Philadep may institute 
disciplinary proceeding~.~o 

In addition, SCCP and Philadep filed 
rule changes establishing board of 
directors nominatins committees that 
consist of participa& and that are 
charged with the responsibility of 
assuring fair representation for a cross- 
section of p'articipants. These changes, 
amoryl other t h i i  also establish at  
SCCP and at  Philadep fifteen to 
seventeen member boarda afdkectors 
(amajority of whom must be 
participants of SCCP or Philadep. 
respectively, and a majority of whom 
must he governors of the Phlx).7 T h e  
changes further require Phk to consider 
fairly the ietererrta of participants in 
nominating end electing SCCP's and 
Philadep's boards, and provide 
participants with an opportunity to 
nominate additionai d t r ~ t o r n ~ ~  Pinally, 
SCCPd Philadep Ned proposed rule 
changes that enhance the process of 
reviewing applications for cleat& 
agency memherehip, w d t  financially 
and operationally responsible sole 
proprietore to become participants, and 
emate admissions committees to apply 
those standards. 

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

'? Cledring agencies have llmited disciplinary 
authority mpecting "associated pemonr" of 
partkipanta See. 8.g.. Section 1B(dUl] of the Act. 
See also Securities Exchenge Act Releaw No. l78lO 
(May 1% 1881). 4e FR 28348 (May n.1881t; 
Securitla Exchange Act R e k n s e  No. 1877l (May 2& 
1 W j .  47 FR ar%n (lune 7.1€32). 

f '  To aasure that result. at kamt one board 
member must be both a SCCP participant and a 
Phlx governor. 
"See diacussion supm in text accompanying 

notes 52-82 concerning fair representation of 
participnnts. 

particular, with Section 17A.:s 

b. Use of the Clearing Fund to Finance 
Settlement Activity o f  Phlx Specialists 
( i)  Description of the Financing Program 

As a special service to SCCP 
participants, SCCP finmces Phlx 
members' securities purchases and 
obtains the necessary funds by investing 
a percentage of SCCP's clearing fund 
assets in this fin~ncing program. In 
general terms. each dny SCCP uses . 
some clearing fund cash to help certain 
participants, primarily Phlx specialists. 
pay for purchases of Phlx-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 isaues financed. 

More specifically. SCCP uses the 
clearing funds cash in its "Operating 
Account" at a large commercial bank to 
finance those position^.^^ Activity in 
that account includee debits and credits 
related to SCCPclearance and 
settlement functions (such as  money 
payments and receipts for XCP 
participants' CNS activity) a s  well a s  
cash clearing fund contributions. S C W 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.7n 

Althou& SCCP uses the cash balance 
in its Overatinn Account to finance 
specia$st. pm&ietary, and custbmer 
omnibua matgin accounts, specialist 
margin accaunts comprine 
approximately 90 percent of SCCPs 
financing activity. Because SCCP does 
not often engage outside financing, 
SCCP customarily chages its borrows 
interest rates slightly below the 

'"e Commlllolm expsctn to irsue those orden . 
at the end of the thirty-day rtatutory waiting period. 
"SCCPmalntelnr a wperate corporate account 

for ordinary buelnesbnlated Item. 
''At the end of eech day. C N 9 d l t s  anddabits 

in the Operating Acmunt should belance leaving 
SCCP with the entire dearing fund cash for its 
financing actlvitiea. 

For financing parpasea. SCCP reaorta to the 
a8Lpcsaiecash clearipg fimd c o ~ h i b u t i iin the 
Operating Account after all h r a n q  and 
aettlement obligations ye setisfied Ln the part. 
SCCP ha8 obtained limited add~t~onal  cash for 
financmg purpose8 by rehypothecattng. wnsirtent 
w~thRules Be-1 and 15cZ-1 (17CFR 240.k-1 and 
1512-1). up to 10 percent of the a l r ega te  
speciul~ets' positions being financed. SCCP 
represented to t h e h m i ~ i o n  that such speciallet 
positions ere not pledged routinely. but only when 
necessary to contmue carrying financed ponitiona 
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(iv) Discussinn buttressnrJ r:r.ecialist trading activ:iy. :,:;>?ec:inythe safego-lrnlkq o f  !unr ts  i,-' . .which, in t ~ t m  ca:t ir,::raasc! trar?sa?:!ifw set;;.mr+si n  the c!v,ir!:!z a ~ m c w ~ sGithougli SCCP fi;?ancirtl; is i tej:her a 
shcrt t?rm vnenticii;,-l!ed us:: -1nr r! fc-:. 'vir Dhlx and SCc-.i'. '::;:hsrnot~. by  ::,,stud;. .7r cc,ntrr\!. I:.view ::i LJC-;'':. 
longer-term extcwrdinary use 
cnr.!.el;lpl~tec? Dy the Stsndiirds: 
5nnncing at SCCP in i1::::qrally relr:s:i !fr 
clawance m d  s~!t!eme:it."~ Moreover. 
SGCP's use c! tha cleerir:g lurid 
funstionally constitutea an "investment" 
of clearing fund assets that provides 
important support to significant 
segments of SCCP's participant 
community." The important question in 
assessing the financi~l responsibility of 
that prcgram. therefore, is whether 
SCCP'n financing arrangements, on 
balance, assure the safeguarding of 
clearing fund assets invested in that 
program. 

SCCP's financiw prcgram hoe 
benefitted SCCP, ite participants and, 
indirectly; the pubiic in several ways. 
P i m a y  benefits include income to 
SCCP and finmcial support to scCP 
specialists, which helps the Phlx 
maintain orderly end liquid markets, 
thereby e n h a n c i ~ ~  the public's 

**As staled in that Order, a clearlng wency'r 
clearing fund should not be viewed in l!+olatinn but 
rather a s  one element In a complement of 
safeguards den@& to protect the clearinn ngency 
aeairu~lonmsatMbutabM6 cle~~nmceand 
setuement opemtiom. In addition to subtential 
Insurance policies covering certificate-relatad 
loabes. NWC's safeguards include marks-tche -
market on open fall positions, special marks fm 
positiom in volatile recuritien or for mom 
concentrated necurities positions, special 
avrveillance and collateral requirements for 
financially Impaired members, addltlonal anntrnnce 
awhority. and autborih to mveme certaln CNS 
deliveries to defaulting participants. NSCC Order. 
47 FR at 51975. 

** Although S C W s  rules~in the pent authorized 
the use of its clearl* fund to satisfy routine 
expenses on a daily hasis. SCCP has not used the 
clearing fund In a manner inrannlstent with the Act 
and Standarda. The Standards. a s  interpreted by the 
NSCC Order, provide that the rules of the clearing 
aeency should limit the purposes for which the 
clearing fund may be used to protectlnq ths clewing 
agency and its participants against losnes nr 
liabilities not covered by insurance nr other 
msources of the clearing agency. Thus. while the 
Standards would pennit limited and prudent 
investment of funds. the Standardn require clearing 
agencies to protect clearing Funds against 
unnecessary riskn. See NSCC Order, 47 FR at 51W1. 
Accordingly. SCC? filed a propored rule change that 
W l h ? r  its clearing fund to be used only to satisfy 
losses and liabilities incidpnt to SCCP's clearance 
and settlement process, and nnt to cover routine. 
daily operating expenseo. 

**  On average, specialist nettlement volume 
appmximates $3 million each day. which is roughly 
15 percent of SCCP'R t ~ t n l  daily aettlernent volume. 

*" In 7W2. SCCP drrhed a rignificnnt portion PI 
its total income from msiyin account interest 
PrYments. SCCP has realized. on average, a higher 

of return thro~igh invc~iting cicnrina fend cash 
in the financing program than if i t  had invested 
lhoae anaels in US. Government securities or in 

81 overnight lonn rates. 

;:;errnitting S G P  to avoid interes; 
cha-.;.es that i t  w,11:!.2 o!herwinc incur by 
horr7wirrg ".m outside sc;~.~-:e.:!G 

finsnce Phix :?pecinli:tg, SCCP has 
experiencer! reduced -os:s. estimsted to 
be hetween $150,(#10end 1200,000 per 
vear. Tnese benefits, of course, accrue to 
iha entire SCCP participant 
c ~ m ~ n u n i t y . ~ ~  

The Commission believes ti?;?! 
although SCCP's financing progrnm, as it 
has operated historically, has pro4ded 
significant benefits to SCCP, its 
pa~ticipants, and the public, thet 
progrnm presents distinct risks of 
financial exposure to SCCP, tc its 
clearing furrd, and to its partir:ipants. 
Because SCCP's financing program 
permits SCCP to commit, for financing 
purposes. a rrubstantial pi.?ion nf 

clearing fund cash. in m y  given 
participant-default proceeding SCCP 
mfiy not be able to access immediately 
h a t  portion a4 the c!earing fund.08 
Moreover, if the valm of recl~etii..: 
collateralizing SCCP's specialist 
obligations declines significantly 
concurrent wi* multip!e 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 Phlx, the 
financial capacity and operational 
capability of Phlx specialistn and has 
not bean authorized to deiqand further 
assurances from financiallv or. 
operationally troubled parkipante. In 
addition. in the event of ~ a r t i c i ~ s n t  
default, SCCP has not h id  express 
authority to reverse CNS deliveries to 
defaulting participants. In response to 
such concerns, .however. SCCP amended 
its rules to establish formal safeguardinq 
measuyes, which the Commission 
considers essential to the operation of a 
fully-registered clearing agency. 

(v) The Cornmissio.n's Determination 
The Commission believes that SCCP's 

r-des. a s  amended during the course of 

*' Income SCCP earns from its Enanclng program 
offsets srme SCCP expennea, :hus w-lucln~ SCCP's 
participant fees. 

** As of August 5.1883. about W percent of 
SCCP's clearlng fund consisted of cash, all but 
nbout 15 percent of which is available to SCCP for 
financing purposes. (SCCP cuntomarily re!ains an 
increment of clearing fund cash that it does nut upn 
for financing.] 

-1de c;rno%:dmet;:r,SCCP's req~test for 
exemption from cmmpliai?ce with the 
Standard respectifig cr .?rir.g fricrl use 
has become moot a!!-' ai:,snrr!in@fy has  
been withdrn.;:n. 

A significant factor in the 
Commiseion'~ determination to spprovc; 
SCCP's use of c1~erir.g fund cash in its 
financing program (:~s rnodificd by the 
rule changes) is that SCCP was eneeged 
in this activity in 1975, when Congress 
passed the 1975 Amendments. Those 
Amendments pormi:tsd SCCP. 8. a Reg 
T lender, to cnntinue to f inanc~  
securities purchases, while iIt the same 
time subjectiag RCCP, as a clewing 
agency, to Commission r e g ~ l a t i o n . ~ ~  
Thus, ihe Commission believan that the 
Act cecessarily contetripl~.:ns clearing 
Ppency financing to the extent permitted 
by Regulation T. Becaws Section X 7 . A  
also requires safety iri ::learanw and 
settlement, however. the Commission 
beiieves that SCCP's financing pmgtln  
must operate free of cnleasonable risk. 

The Commission is ewmraged by 
SCCP'e development of additionai 
significant fmanci~l. eafeguarde during 
this regietrarion yrocgeding and fully 
anticipates thet SCCP wili contime to 
refine its systems and services in waye 
that hrther enhance their utility and 
safety. Accordingly, the Commission has 
determined that SCCP's financing 
activities tare consistent with :.heAct 
and the Standards, but believes it 
appropriate to attach the following 
condition8 to the progmn'a continuing 
operation. First, pursuant to its rule 
change, SCCP must use its authority, a s  
necessary and ap~ropriate, to demand 
and collect further assurances of 
participants' financial stability and 
operational capacity. to reverse certain 
CNS deliveries to defaulting " 
participants, a d  to close-out prcmptly 
and efficiently defaulting participants' ' 

so The 1975 Amendments prohibited all parsons. 
other than registered broker-dealers. from 
subnequently becoming membem of a national 
necurities exchnqe. Section 31(e) oi ihe 1875 
Amendments. however, permitted non-broker 
otganizntions that were exchange members prior lo 
that Ingidlntion'a effective dele to maintainYheir 
exchange sembership without registering a s  a 
broker-dealer. 5tor.e SCCP was R non-broker Phlx- 
member prior lo the effective date of the 1975 
Atnendments. SCCP was permitted to continue 
engaging in ~scurities-related lendin? activities 
under Rraulation T R P  an ~ ~ c h a n ~ e  mrmber without 
wgisl~ring;!:: R hrokrr-dedirr. See h b .  L. No W-29. 
section 31(n!, B(r SLal. 8; at 170 (1975); 12 CFR 220.1. 
220.l[b]. 220.2[bl. as  amendedet 48 FR 28101 [May 
24, 1W.i). 



bot;i.i;cs (h*! ?!:C, %I):! P5 lYC eI ?hjs 
tiine s ~ t i s i y  the Kec:uirements anL 
Standards. Becauw: FCC; E ad PSDTC 
have recentlv untlerpone pignifican: 
operationni snd management chanrres, 
hnwever, ;!;.: Cammission and tka 
HGFRS piar, to monitor those alaaring 
en-wies' performances carefully lurirq 
tk.7 next year. Nonerheless, the 
Cwnmission herub? determines that 
PCC and PSDTC should be fd ly  
registered as clearing agencies under the 
Act. subject to the undertakings noled 
herein. 

In 1978. NSCC applied to the 
Commission for temporary registration 
under Section 17A(b) and 19(a)(l) of the 
Act and Rule 17Ab2-1. NSCC proposed 
a two-phase merger of three clearing 
corporation separately owned by the 
AM%. the NASD. and the NYSE Afler 
holdiilg hpa- and recsiviw 
exteraive public comment on NSCC's 
application for registration,118 the 
Commission granted temrorery 
registration to NSCC,ll' subject to 
several substantia! conditionn and 
extensive Commiesion monitoring of 
both NSCC and its impct  on other 
clearing agencies and the securities 
induetry.118 

Sies ~PRAthe C o o m h i m  har 
morhtored NSCC carefully and 
extensively. Aa part of ite moni?orlng 
program. the Commieeion reviewed 
N-s efforb to satisfy all of the 
Registration Order's requirement6 I I e  

and reaffirmed its decislon to reglater 
NSCC.190 More ~ecently, when the 
Commission determined that NSCC was 
in compliance with all of the conditions 
to its tempaahy,regietratIon. a s  
modified, it permitted NSCC to enter the 
fdly-mewed phase of its operations.lal 

' I "  See, e g .  Sec+ities Exchange Act Release No. 
12274 '(Mar.& 29.1978). 41 FR 14455 (Aprtl5.1878). 

' I 7  Securities Exchange Act Release No. 13183 
[January 13,1977). 42 FR 3618 [January 21.19771 
["Registration Order"). 

I n  The Commission subsequently has modified 
these conditions a s  cirnumatances have required. 
Sae notes 119-122 in+. 
'"E.g.. File No. SR-NSCC-81-16. Securities 

Exchonge'Act Release No. 18727 (December 11. 
1981). 48 FR 813,% (December 18 1981) (fee schedtrlt? 
wilh ~eo~mphically mutualizedpricing); and --
"Notice cf Submiss~on of Report Evolunting 
Facililies Management Alternolives By NSCC, "File 
No.S 7 4 8  Securities Exchange Acl Re1eo.w No. 
16298 (December I .  1991). 48 FR 8W82 (Decrmher 8. 
15181) :report prepored by independent public: 
occountanls on NSCC's choicq of facilities 
mana8er). 

lgOOrder Affirming NSCC's Registration and 
Stalehent of Reasons. Plle.No. 60&15. Securities 
Exchange Act Relesae No. 17582 February 20.1%~ 
22 SEC Dncket128 (March 10.1887). a8 mfeiem.4 
in 
'"
48 FR IQ244[February 26,19811. 

Securities Exchan* Act Releasn No. 18706 
'April 26, 19831,48FR 20189 [May 4,1R831. NSCC 

In ar!J:i:aa, thr Znmmissiw h4s 
reviewyd. 3:: a continuinil h&s, and 
appr<l.wd,s s  consistent with t!~e Act. 
nnmerous propus~d rule chnngea 
submitted Ly L'SCC, pursuant to Section 
~g (b )of the Ast and Rule 19bl 
thereunder, affecting a broad range of 
NSCC's responrihilities, s~rvices, end 
a ~ t i w t i e s . ~ ~ ~Accmdingly, the 
Cnmmisstoil'~ oversight of NSCC lius 
been and coktinues to be rigorous and 
thmugb. 

Based upon the Commission's 
oversight of NFCC's activites and the 
review cnndncted in conjunction with 
these proceedinga, the Commission has 
determined that NSCC's by-laws, rules, 
procedures, and syetems, a s  amended, 
are consistent with the Requirements 
and the Standards. Acccrdingly, the 
Commiseion believes that NSCC should 
be granted full registration. 

.T DTC 
DTC, the largest registered aecwities 

depository based on deposits, offers 
participants a variety of depository 
eervices.lgS DTC also performs service8 

remains subject, a s  practicable, to the conditions of 
the Registration Order, nr subaequently monified by 
any relevant Comrnlmlon letter, release. action, or 
order. 

I e n  See. a#., Secdi iee  Exchange Act Release No. 
17843 (Nnvember ab 1880). 45 FR%IZ?A [bcember  
3.1980J lalowin# NGCC to pmcnw munklpal 
w ~ ~ t l d t l whunractions). modifled by ~ t l e s .  
Exchangs Act Relearn No. 17680 (March ZI.1880b 
48 FR z m 7  (Avril2 I m ) ;  . k u r i t i m  Exchanae Act 
Releae No. 18744 [May 17.1982). 47 FR FR N a y  
n.18112) (applicant and partidpant standard; fo r  
broker-dealers and finnnclal p r o t e d o n ~ )  modMed 
by Securttles Exchange Act Releew No. ¶MI7 
[August 29.1882;. 47 FR 371)RO [Septem&r 1818112); 
Securities Exchange Act Rejense No. lmm (October 
29,lWI.  47 FR 50697 [November a 1982) (appllcant 
and participant standarde for har*sl; NSCC .Order, 
supm note 613 (c1earin.q fund requirements for hank 
partlcipantu). 

NSCC eleo proposed, and the Commission 
approved, rule changes that. amow other thingr 
addreseed the oWgations specified In the 
Requirement8 end the Standards. See Securities 
Exchunge Acl Release No. 20123 (Ar~guat28.18871 
46Ffi a@(September 2 . 1 9 8 .  (NSCCk appeal 
pmedu~wsfor opplimnb ondporti:iponb w h  a m .  
denied participation. limited in their ccce.w to 
services,suspended, sanctioned or expelled by 
NSCC): Securities Exchange Act Releaue No. 20124 
(August 26, 19~93)~ 48 Fr Wl(Septembr 2, 1 M )  
(l~c>nicol ~mrndmenrs that, among other th~ngs. 
cqnform NSCCS rules to the Stondorde). 

DTC acts as  a custodian for securities; 
performs computerized book-entry delivery ol  
securities immob~lized in its custody: performs 
cwnpcterized book-entry plednes of securities in ita 
custody: nnd provides for withdrawals of aecuritiea 
on a routine or urgent basin. Ancillary services 
include: (i) book-entry distribution of securities 
offered in public undemritings: [ii) a dividend 
reinvestment service: [iiil a third-uartv dedfie 
system in which OCC members may pl&e'io OCC 
securilieu on deposit at Tm: 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 de~ository: and 
[v )  a voluntary offering program for delivery of 

fn,i.othe: si r;:zr.iticqcIi?n,,;ii!o;;e~, no!al:!v 
p a  ft,-iliticy mo!::~;t~.*' for :'$? NJT)? .". i ~ .  
addition, as thc qd i f i ed  x : : r i ; i n n  
depositvy" oi  i:SCC. UTC ;2rfrrms 
critical functiong nn beha!f of XSGZ ir. 
'connectinri with N X C  partici~ant 
~erviccs.Fiz:,lly. 1 3 X ,  like other 
sccur'ries de~oa:tories, operales a 
Participant Terminai System consisting 
of a network of computer !erminal 
statiom ;mated in participants' offices 
that enahlr: participants to :smmunicate 
instructions and Ivpiries to DTC R D C ~to 
receive mewapes and r5ports fron? 
DTC.lZ5 

DTC is substantially user owned, with 
each participant's ownership interest 
determined annually on the basis of that 
participanl'a use ~f DTC'R services. 
User-participants are afforded thc! 
opportunity for practical representation 
in the administretion of DTC's affairs 
through representation on DTC's hoard 
of d i rec !~rs , !~~  and a periodic 
opportunity to comment on propoeed 
rule changee. 

'#hen DTC filed its application fcr 
regisiration, it objected to, or requested 
exemption from, certain Standards the 
standard of care: the limi?ation on the 
use of clearing fund assets; and the 
internal accounting contml report 
requirement. After consultation with the 
Divinion, however, DTC withdrew its 
objection to application of the Standards 
concerning the use of the clearing fwld 
and converted its objection to the 
internal accoun:ing control report 
requirement to a request for a limited 
exemptio~. Ae discussed below, the 
Commiesion ie no! imposing a strict 
liability standard of care and is granting 
DTC's exemptive request from certain 
aspects of the internal accounting 
control report requirement. Accordingly, 
because review of DTCs application, as  
amended during this proceeding, 
revealed substantial compliance with 
the Act and the standard^,^^' the 

securities tendered to bidders' agents In tender 
offers. 

la' See note 38 wpm. 
I" See'nok 48 wpm. So that clear in^ agencies 

and federa! regulntors could obtain sufficient 
experience to asseas system benefits and safety. 
these systems have operated as  pilot programs 
sinw thew inception. The Cornmissiol expecta to 
consider witether to approve these systems in the 
near future. 

I a n  The election of the board of directors is 
conducted under a system of cumulwlive voting 
which ensures that no group controlling more than 
5(f% 4DTC stock c a t  elect all directors. 
"'One significant varlsnce from the 

Req~~irementa.hotvever, was noted with respect to 
essiiri.?~p~rticipunta due process wben d ~ s c i p l i n ~ n ~  
partir:ipants ur limi!ing the~racccss lo DTC services 
As a result. DTC has undertaken ro rpvise its rules 
lo ;.ztirhlirh s~~ i t ah l~ .  prot~rtions.pr~,cwiu~.rl 
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open fi,;l~. !!I uddiian, as acthorized by 
ite n h  chFnge. SCCP must prriodically 
aseese the ndb to thr:dearing Rgency 
from its fin~nuing jr;rTam and other 
servicm mt3stlcahtnin a reascutlble. 
mininiwa kvel QI unmmmitted cle~iririg 
rund cash for enw; x y  use, must 
monitor the Onencial and operational 
capabilitiw of i ts  homers .  and must 
provide h r m c i ~ gstrictly in accordance 
with Rules 8c-1 and 15~2-1imdm the 
Ait. FinaRy, in bght of the disparities in 
treatment created by m;rW aggregate 
pertidpad cash d d n g  Funol 
contributiwrs to finann tbe actiuity 01 
only some participsnts. SCCP's 
registmiion is further 4- oa 
SCCPd i s c b s i q  to a& parkipads h 
na-, extent and terms of its financing 
program. loo  

BedPud onthe laregoing, the 
Commissim believes that WX?and 
Philadep at S3.b lime sat-* %e 
Hecpireruents a d  Standards and that 
t h q  e%dd be fnQy regiaerd  s u h e d  lo  
the cori&tir.cs noted her~in .  

d i~cussnecesury changes and 
thorc!nfier mvieed its by-ltlw~ tlnd rrder. 
In contrast, PSDTC'n Form CA-1. 
Including PWTC'e by-law@ and ~ l e n ,  as 
filed in December 1980,subatantially 
reflected PSDTC's cumnt  deponitory 
fmctionu. 

During this registration proceeding, 
K C  proposed many new by-larva and 
rules, the most inrplrtant af which 
related to: (1)tRe stnrcture, control,and 
use of KX7s cleariw fund; (2) 
financial reeponsibility and operational 
capscity standards for applicants and 
petiEipants; '0' dmciplinary actions 
and hearing and appeal procedures: la' 

(4) fair repnsentationofparticipants in 
the dimdm a e M c m  procelg; '" and 
(5) meaningful safegumin against 
financial exposure in the event of 
participant default.1a8 

PCC mbsequendy filed with the 
Commission comprehensive proposed 
rule changestoconform its b d a w s .  
rules, and procedures to the Act and the 
Standarda.Iog For example, PCC's 
amaxbe&autborizeH=Cto38Jre 

cusdody d its clearing aud m t s  and 
eanble PCC, r a t h r  than the B E .  to 
hwd und )o clearing fund 
a s s e h  Mmwver. ea& prkiptmt'o 
minimum neQlind atdm cortdbutiaahes 
bea- I*ilk:ady.andeOC 
now ahus?ts p M p n t s  to 
collateralize their clearing fund open 
a--(r+ 
contitmtims over the minimumcash 

board of gmwmors' executive 
comm~ttec,to n~minatsm n d i d a t ~ sfor 
PCC'e I~oard of cimxtors. Tha I 
:~uniinatingcommilise has 130 duty 1,) 
assure fair wpres~ntalion of KC"I 
nemtiers when selecling noninees. 1" 
addition. any ten YCC partiopenis now 
mey nominpte a board candidate by 
petitioning the norhating 
committee.' 

Finally. PCC'a rule chtmges slp.ngthen 
aigniftcandy PCC's mechanisms against 
financial expimum from participant 
default or insolvency. For example, PCC 
can (I)reverse certain unsettled trades 
of an ineolvent participant; (2) require a 
participant 10 pay PCC additional 
m&o-&market in certain 
circumstances (e.g.,when the 
p-ant has positions in volatile 
seclritier isauesk urd (3)require e 
finaneiaUy ao p e r a t h d y  tmubled 
participllnt to pmoide PCC with hrrtbcr 
aasurancm dG%adrl raponaiibilitjm 
e p e r a t i d  capecity. mlch as pmviding 
additiorrpl d e q  fuod deposil. 

As aded ahnr;e.PSDTC's b y h w s  and 
rules qaired kwsreviaions than 
PCC'a &comply with LbeAct and the 
Stan& ikrislrJ&b te@simtim 
proceeding, however, PSDTCr e v i d  ib 

amrmat) durn@ the controM me d 
1- d ~ t i n a ~ t o  
tr--a&-us 

TO comply with the Act's fair 
representa!inn rspuirement. PCC 
established a mminetiag committee. 
coaaisCir# dmedem d the PSE's 

~ ~ S b t ~ r l c x t a t c l o t e s b F 8 3 s u p m  - - ~ q ) a t C y s s e s o S
clea. m v w -8. 

lo. Cf Sem&Ira Ex&- A h  Rebase No. 15744 
(May17 ~ . 4 Y R I ~ ~ y Z l . l s s 2 ]  
(atandsrdrfor WSQ:broker-kler  applicunt. and 
p a m n r s ) .  Secmhia&cImpp A d  WealeaseTlo. 
18417 (Augu* 14 1962). 47 FR SreeO (September18. 
19R2) (standmds%wN90C bank applicants and 
participents). 

lsunenm in bxlaccompaaying notes 
128-133 in+ for the &quiremmts regarding the 
types d c l e a r i r ~  qmcy d k i p 3 h r y  actions and 
the dm plansr rquirmmentmfor Lose actions. 

lo' S8ediscaltairminIca acwmpmying noken 
52-62 supm i-eg.a'rdimg\be Requirements lor lau 
representation dparticipants im the election ol 
clearing ngeadei boards d directors.
"'See discusmion h Lerl pcc4mpanyIng notee 

84-93 wpm relatiq to rkRe&irernenta re& 
the sefeguording d .wuitien and U. 

The Commission's review OF P O F s  
Pam CA-i. 'I 
andruleE,waa eR$d&aiW. 
Such c l ~ s e  and careful review was 
necesmq b e e  Pr=Cs by-lamand 
rules for some time have not reflected 
PCC's modern clearance and settlement 
systems le dewlaping sPi-
ccnteqxmeq dea PCC s t a n d  with. .the cmmmmm staff periodically to 

-- . . 
'" SCCPhw undertaken to diutlose separately 

and specifically to its participants the nature 
e x t e n t . a n d ~ d i \ a h c f r l lnr&hiis. 

lo' SnSeamUisa Edange A d  ReleaseNo. 
I & ?  pJovember 11.10Ln). B FR .V1239 (Navember 
30. 10R1!. r e u a r d i  Ihe National fYX Comparison 
System. . 

'*' PCC established the firm CNS system in 1m. 
l m  Sea Sccuciie8 Exchange A d  Re&aae No. 

Baaed upon ita review of and 
E m s %rms --I, indudiq the 
recent rule changes, IbeConmdsaion 

'l*R%ultbisriree.hneaotp&slpkdilr 
shareboldet, tbePSEloaduty lu vdcmaPCC 
board of director's election with s view l e w d  
assuring lair representation ofa  crors=,tiu. d the 
commmtly oTporlidpvnla To expedik lull 
registration and as a condition of that re@strafion. 
however, FCCbas undertaken lo impose that 
responsibility through !be W E  in the immdinte 
future. 

" 4  PSDlC's pmblenu relating to iln purlicipanl's 
fund wem idealiul Lo those at PCC. &note 1W 
supm. 

' l 2 S t I e ~ ~ ~  
'In See dt~cunnion in text a l  noles 128-1.73 infm 

re(lordi;Gfh. A d  0 drw pnress requiremenCs !or 
c:learia#w n cy rIisui@inprg+iw 

' I 4  See diw~wioain text nt  nolea 52+2 wpm 
mg&nl( the a d s  fair representation requiwwnls. 

' '' The Commission nxpecla I.: usuc Lbnne 
1- Uaouary 1 8  1883).48 FR 3441@away25. ' O s ~ N ; I C d a n s g e s w i l l b e o p p m ~ ' ~Ihe 

1W3). regardiq NIDS %e olsn Role38 sy/wo. Commissiom in OepBrak id-. 
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Commission Is granting DTC full on registered clearing agencies to 
&gistration as  a clearing agency, subject undertake, by rule, to deliver all fully- 
to DTC'e fulfilling its undertakings. paid-for securities in their control to, or 

as directed by, the participant for whom 
1.  Capacity To Enforce Rules and To securities are held. The Standards 
Discipline Participants in Accordance further urged registered clearing 
With Fair Procedures agenciee to assume full responsibility to 

The Act requires clearing agencies to their participants for the acts or 
have authority to discipline participants omissions of clearing agenciee' sub- 
for violations of clearing agency rules custodians '36 and, accordingly, 
and to select appropriate a required clearing agencies to assure that 

their sub-custodians have the capability the list set forth in Section T1 A(b)(3)(G) 
ctions from 

of the Act.Ia8 The Act also requires to deliver promptly fully-paid-for 
clearing agency disciplinary procedures securities at the direction of participants 
to be fair. Thus, participants charged or the clearing agenciea. Thus, under 
with a muat be afforded the * that Standard, a registered clearing 
right to a fair and impartial hearing,leQ a agency would have been strictly liable 
request for which should stay the to participants for losses incident to a 
imposition of a proposed sanction unless failure by either the clearing agency or 
the senction is a summary any of its subcustodians to promptly 

To assure impartiality, deliver fully-paid-for securities to s u s p e n s i ~ n . ' ~ ~  
the hearing panel should be composed participants on demand. 
of directom or other persona The Cornmiasion does not believe 
disinterested in the initial disciplinary sufficient justification exists at  this time 
recommendation. to require a unique federal standard of 

DTC has undertaken to amend its care for registered clearing agencies. 
rules to conform to the Act,lS1 by The temporarily registered clearing 
including in its rules the statutory list of agencies have demonstrated 
senctions IsP and by ensuring the right competence and a high level of 
to be heard by an impartial panel in responsibility in safeguarding securities 
proceedings that could result in e and funds, whether in vaults, in 

recommendation to impose eanctions, processing areas, or in transit. As a 
deny participation, or limit sccegs. to result, these clearing agenciee have 
services. Under the amended rules, tbe experienced few lmse's. Moreover. when 
right to a hearing before persona losses have occurred, clearing agencies 

disinterested in the initial have handled those losses in a verv 

recommendation will be granted ball responsible manner, minimizing d k a g e  
participants regardless of the sanctions to solvent particiaante and avoidinn 

imposed, and any sanction. except disruptions in the' National ~ystem.- 
not eubject to sthct liability summary suspension, will :be stayed ~ l t h o u ~ h  

automaticallv u m n  a oartidoant's under state law for the loss of-
request for ;heking. . participants securities, the applicant 

~ J J  

securities dewritoriee are limited 
2. Clearing Agency Standonl of Care purpose trusi companies. As such, they 

The Standards urged clearing are each responsible under state or 

agencies to embrace a strict standard of federal law, or both, to protect 

care in safeguarding participants' funds participants' securities and funds. In 

and securities. The Standards celled addition, the temporarily registered 
clearing agenciea all have substantial 
systems of internal accounting control. 

'"Statutory sanctions Indude: "expulsion. 
empensinn, limitation of activities. functions. and are subject to continuous internal and 
operations. fines. censure, or any other fitting external reviews respecting those 
rsnctinn." Section 17Alb)(3)[G) of the Act. and maintain,eignificant 

Is* See Section 17A (b)(J)(H) and Ib)(5) of the 
Act: Standards Release. 45 FR at 41825. See 
genemlly In re Charles H. Ross, Inc.. Securities la '  More specifically. the Standards pmvlded that 

Exchange Act Release No. 18230 (October 1.1878). clearing agency mles should acknowledge liability 

18 SEC Docket 557 (October 18.1L179). to participants for fallure to deliver participants' 
securities resulting from: 

" 0  See Section 17Alb)(5)(C) of the Act. 
li) the negligence or misconduct of the clearing 

Sur letter from Edward I. M~Guire.General agency. the clearing agency's subcustodians or 
Counsel. DTC. to the Divinion (Auuust 10.'1883). File agent, or any of their respective agents or 
No. BmS. employees; lii) the placement. on fully-paid-for ' 3 Z  See note 84 srrpm. participnnt'8 securities held by the clearing agency. 

I" The Commi~sion believes that requentn lor o l  any lien, claim. right or charge of any kind In 
further assulilnces and imposition of more strinl~ent lavor of the clearing agency. the clearing agency's 
credit term*, such as cash and carry. ordinarily sub-custodian or aRent or any person claiming 
would not constitute "eanctions" under the Act. throlylh any one or more or them: (iii) larceny; (iv) 
Thus. a ptlrticipant's rf.quf=nl ford hearin8 mysterious disappearance; or (v) any other cause 
concerning those clearing agency determinatiom for whi'ch the clearing agency has awumed 
would not generate an autom~tic  stay. responsibility. Id. 

Srr Stnndarrla relerr~e. 45 FR at 41930. '" .Sw id.. n t  41927-28. 

safeguards, including subatantis[ 
insurance coverage. respecting iosaof 
funds and securities in their p i ~ s ~ ~ s s i o n  
or control.1g1 

3. Use of the Pcrtic~pant's Fund 

As noted above. DTC expreesed 
concern about limitations that the 

IStandards impose on use of the 
participants' fund. Since the Standardr 
were published, the Commission has 
clarified that the range of permissible I 

uses of clearing fund assets covers all 1 

losses and liabilities incident to 
clearance and settlement activitips.l~a 
DTC, therefore. has withdrawn its i!r 
objection to the Standards and has 
represented that it will use clearing fund 
assets consistent with existing genera] 
Commission p o l i ~ i e s . ' ~ ~  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 Accountirlg Control Report 

The Standards require a clearing 
agency to "furnish annually to 
participants an opinion report p r e p a d  
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.140 As discussed in 
the Standards, the report s h o d  be 
based on a study of the system of 
internal accounting control. "including e 
review of the system and tests of 
compliance." The scope of the study, 
moreover. "shall be sufficient to provide 
reasonable assurance that any material 
weakness existing during the period 
[since the last report] would be 
discovered. The accountant's report 
[must] describe any material weakness 
is discwered and any corrective action 
taken or proposed to be taken." l 4  

'I7 Preventlve measures includa (i) access mntml 
on-site, off-site. and in-transit: (ii) written 
procedures detailing steps involved In handlinn 
funds and securitiee; (iii) maintenance of an orderty 
and secure working environmen(: [iv) early warning 
systems and procedures responsive tn fire. national 
dimster, and intrusion; and (v) measures designed 
to assure (a) software integrity: (b) adequacy of 
accounting controls: and (c) data accurecy. 

See discussion supm at notes -2. 
IS*See discuaaion supra in tent at notes 84-93 

regarding use of clearing fund assets. 
"O Standards Release. 45 FR at 41925. 
"I Standards Release, 45 FR at 4197A. 
A material weakness was defined: as  a r,onditrnn 

fur which the auditor believes thet the procedures 
(or lack thereof) or the degree of mrnplian~e w ~ t h  
them does not provide reasonnble assurance that 
errors or irregularities in ernounts that vwuld 

' Wmaterially affect the clearing agenry . I V O I I ~ ~  

prevented or detected within a tamely period br 
employee* in the normal course of perfnrmiryl thtv 
H S R ~ ~ J M ~functions. Id. 

Conrmdrt 
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As envisioned by the Standards and 
H S  further elaborated In Seniriti~s 
Exchange Act Release No 19744 (Mav 9. 
19R31.14gthe scope of the study and 
evalu~tion would cover all clearing 
egency activities performed for 
participants, particularly trade 
recording. transaction processing, and 
depository activitiee (including those 
depository ectwities associated with 
securities positims and related money 
belances).~UOI course, where clearing 
agency activities involvesub- 
custodians, the study and evaluation 
would encompass, to the extent 
necessary, controls at those 
organizations. Excluded From the scope 
of the study end evaluation, however. 
would be clearing agency corporate 
functions, such as payroll accountfng. 

The Standards establiahed the 
internal accounting control report 
requirement in recognition of the cruci J 
role of clearing agencies in the National 
System The report was intended t6 
promote confidence and to increase 
participation in the National System 
and, through an independent 
pmfessional assessment of the system- 
wide safety and efficiency of clearing 
agencies, to facilitate and supplement 
Connnission oversight and inspection of 
clegring agencies. consistent with the 
Commission's responsibirity fo foster 
safe and efficient dearing agency 
operations. Accordingly, the Standards 
pmposed the annual "fopthe-period" 
requirement fo provide a very high 
degree of assurance to participants and 
to the Commission concerningthe safety 
of overan dearing agency operations. To 
opine with respect to the system of 
internal accounting cantrd for-the- 
period, the independent accountant 
would be required to comply with 
general standards established by the 
American Institute of Certified PubIic 
Accountants [the "AICPA)lu as  

SIanderda 
MI FR ness (May 13.19~3). 

'-7hus. tire controls thnt may need ro be . 
evaluated include. among others. general 
organizalion of the clearing aRency, physical 
security, reconci\iation of participant accounts. 
internal auditing. and inaurmce coverage. In 
addition. those specific ~ e w i c e a  and operations that 
may need lo he reviewed include: (11 Electronic 
data processing and c~ imun i f e l i uns  Pyaems (E.G.. 
participant terminal and institutional delivery 
svstemsj: (2) trade and aectirities processing 
systems Idntn input and output. deposils. 
withdrswsls, book-entry transnclions. and 
dividends): and 131 all related money balances. This 
list. however. is intended to be illustrative. not 
comprehrnsiye. 

"'See. e.#., AICPA. Statement on Auditing 
Standards ("SAS") No. 30. Reporting in Internal 
r r o u n t i n g  Controls 

supp!emmted by the Standards 
RCIRHSFlbO 

As noted above, DTC r e g u e ~ t ~ d  
reconsideration of the internal 
accounting control report requ~remrnt. 
In particular, as DTC suggested, 
engaging an indepehdent 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 
DTC's opinion, a three-month study and 
evaluation should be sufficient to meet 
the statntury requirements. 

In response to the Commission's 
concerns underlying the annual "for-the- 
period" however, DTC 
agreed that, if permitted fo limit the 
accorzlrtant'e study and evaluation to a 
three-month period each year,'*' DTC's 
internal audit department would 
undertake a review of DTC's system of 
Lrtanslaccounting control thoughont 
the year in e manner confernplated by 
the Standards and would report 
promptb to DTCs audit committee any 
material weaknesses found t a  exist. In 
addition, rrrCagreed that DTCs outside 
accoontantewodd rev& the intentel 
audit department's audit plan, audit 
programs, staffing and work product and 
would repost the resuks of their review 
to the MTC audit committee to assist 
tbat committee in ensoring that melePia1 
weaknesses are pravented or detected 
timeky&y empbyees in the ~orrnal 
courllc of performing their as~igned 
fuhctkms. 
TheCorntnbdon believes thet the 

approach suggested by DTC.modified to 
provide for cornpew and continuous 
internal audit department review d 
testing of the syetetn of mteml 
accountiiq codrol, Pepesentsan 
appropriate ahernatire to the "annual 
period requirement Further. in 

Fw example. the StonderdsRel- ckhw the 
term "Material weakness" for use inaaess ing the 
clewing agency's spstem of internal accounting 
controL SeeSIsRdank Rekadc.56 FR a?m928. 

Gems*, h s r  cmarnenhkd biRIwing 
that makri&lw e e h a  tbe)miebry emr 
between discontinuous review periods should not 
bc left uncorrected for a significant period of time. 
Becauseclearing agency supervisory personnel may 
fail to pnfm cerfain tasks importenl to m 
effective qstm ofinternal accounfing control and 
because clearing agency management may change 
apecific pmcedurea w add new services in ways 
that adversely alfect existing internal accounting 
controls. the Commission believes that continuous 
professional review a d  testing of the ctearing 
agency's egstesn of interne) accounting control is 
crucial to niainterning confidence in the Nariunal 
System.
"'DTCagrced that the s c o p  of this three monlh 

study and evehation woutd indode aff aspects of 
the avskm of internnl accountingcontrnl ovi.iall 
activities performed for, or on behalf of, participants 
and would extend to contro!~ related ro money 
selllemenl. See no!e 143wpm 

trecogniiiori. of the : ; i d r i t~ r i ; n t12.. 1 c;' 
rel'inervenl :.{::i:r?:ved by DI'C in i 's 
inle:.nal acdit f!~nctiorls, :he Cr:x:n ~.,l(-a 
is approving D?-C'Yrecjuest tn i : r : ~ ! e n n = ~ t  
its proposed alternativr, consistr,~'wrth 
iis represer.!ations to the star! a n d  the 
general principles outlined W o w .  
Moreover, the Divis~on wi!! provide 
interpretive assistallc:i! 10 or>.ercleil: ing 
agencies that may wish to satisfy the 
requirements by electing this 
alternative. 1 4 B  

In making this determination 
respecting DTC and in rnnsjdering 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 
employees in the normal course of 
performing their assigned functions, the 
Commission beheves that DTC and 
other clearing agencies electing this 
alternative must establish and maintain 
the highest professional quality int-emal 
audit departments that (i] are 
adequately staffed with qualified 
personneI that possess the requisite 
technical expertise and maintain 
objectivify in the performance of their 
duties; and [ii) have appropriate audit 
plans, programs and pmcedures 
designed to meet the objectives of the 
Standards. Indeed, to be able to elect 
this hernative. 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 nf 
the clearing agency's internal audit 
department. Moreover, i'f the electing 

'.-aring a((enaes t h t  wish teelec( fh 
alternativeahodd address their written request for 
interpretive assinlance to the Division dMarket 
Regulation 

' 
More specifically, the accountanfs s h d d  

include in hei r  three-menth intensirp study d h e  
e lec t iv  dear@ agency's system of internal 
accounting control. 8 review of t b ~  internal audit 
department's ahility to identify mnter:al 
weaknesses throughout the year. This review should 
include: internal audit departmen1 obiectiuerr: 
internal audit depwlmrnt stnffing [levels. 
suprrvlsian. a d tcchntcal expert~se): internal a u d ~ t  
department programs and procedures; testinsof 
internal audil department work durinq the three. 
month period: and review of tnternal audlt 
ilr.partnw;: docl;men!itrion of rw,ews and lcsrs 
prrfurrned throu~hout the year. 

l'hr acl-:~l~nlnnt'sreport to the a u d ~ '  committee of 
l)rrdr(l of d;rr rlors should he mdde in 91ic:h a manner 
as  to 1n1nr;n ;lie hoard fuKy ol any dehctencws 
respechnp the in!ernol audit department discovered 

C<-o,lnl,r,f 



-- 

snt! procpdure:, were recet~fl:/ tiit! 
subject of clone ncmtiny when ihr; 
Ccnrmission =viewed and approved 
OCC's proposals for *belawlance. 
clearance, pnd settlement of a variety of 
new options This in:ensive 
review of OCC's rule8 and procedures, 
in combination wi!h thw revie.. of 
CXC's Form CA-7.. has !ad the 
Coivnission to wwlude that. = - C ~ : Z T J :for 
two ex~mp! i1re;ln discueen.; ;;:",..ni 

OCC's m!es and proseduces meet ell of 
the Requirements and the Standards. 
Accordingly, the Commissitrn be!: -ycg.. 
that OCC's arrolication Tor full 
registretion s'hbuld be approved and its 
reauests for limited exemotions should 

-.-
/ t dy  19, leas). 48FR 339% (July28. I%@ [aliowirlg 
pwiicipante ta pleciw cer:ain options poellions as 
collawei for bank loans): Securltler Exchange Act 
Release No. 17810 (May 19.1881). 46 F3 -"a (May 
v.1981) (permitting OCC to deny an applicatiun for 
participatlon.lf a penon aasoc~a id  with I!-n 
applicant is subjecl to a statutnry dinqunhficatlon): 
Securities Rxchlrnre Act Relenae Nn.1Rm [May 28. 
W),47 Fp V073 (June 7,1882) lv?vin(naOCCO 
dieclplinary rules). In additinn, OCC hau proposed. 
and the Commission hms approved. mrtaln terhnical 
flmandments to OCC's rules and procedtr~n10 

crwinnn t h m  €9:he Standards. See Sacuri:ies 
Fxehe-t#e Act.Releaw No. 18780 [May 12 1WJ1.48 
PR ;28e0 (Mav 19,1(4?). 

See, ed.. %curitlea Exchange Act Rdease No. 
lW&(Auqwt (I, l9 tI lL 48PR 4W(O (Auguet 1%1W) 
(Miona on G w e r r m n t  National MortR.lpe 
Asmdation debt w 1 ~ 6 t i n s  %,clrdtler(YWWWNMAI')I: 
hchanqc! Act Paleaba No. t13%%(Oelober 14. IW!, 
47 FR W (October 21. I=) Irefiutho!izalion of 
OCCs CNMA p w a m ) :  %curltie# Exchawe Act 
Release No.18127 (October 14,1882). 47 PR 48941 
[October 2 1 , i W )  [optiona on s~curlHes &sued by 
the US.TmanuryI; Seouri!ias Ex&anqe A d  Releare 

.Nn. 18274 (Novlrrnh~rU,1882). 47 FR 5(389 ' 
tn~cember2.18AZ; ioptlons on fomign currencieol; 

1-Swurities Exchange Act Reiaare No. ' 

(December 14.19821,47 W 5 - 7  chcernhar 23, 

CIY .'IRripncy's internal audit 
+t.:.ii$rf : t t  routinel*: bas not performed 
extcneive revlews a rd  trt-:ing of !he 
elparing agency's system of internal 
w-ccs~ating tpntral, the clearing agency's 
indppendcnt pub!i,- acmmtant or other 
mrierrndent accountnntn acting in a 
special cnntlcity s h c d ~  bfr ~ngeged to 
w ~ w ,or otherwise aeniut in preparing, 
the internal audit depni'tment's 
~ r u , - 4 1 1 r ~ :and programs hr reviewing, 
ir, ;r mnncer consistent with the 
Standards, the clearing agency's system 
of internal accovnting control. 

Based upon its review of DTC's Fmn 
CA-I, as amended (or to he amended) 
during thia proceeding, the Ctrrnmission 
has dekmnined that nTC.'s by-laws end 
N ~ Ss!;bstar?tially ixmform to the 
Rc.yiirements and the Standards. 
Accordiny!y, the Commissinn i~ granting 
DTC full registrs!ion as a clearing 
agency under. t \ r  Act, mbject to the 
conditkms and undertakings noted 
herem. 

As indicated previously. OCC is 
untque ermng clearirl~agrncies because 
it issups n variety nf atacdardized 
options and, in connection with its role 
AS issuer, performs specialized clearing 
aervkes. Since the enactment of the 1975 
Amendments; OCC has filed, and the 
Camwiseion be eppmved, numemue 
pmpotwd mIe ahanges afkting certain 
of OCC's central systems and 
s c . r v i c e ~ . ~ ~ ~Many of OCC's other rules 

h i n g  :bcouhle of the mvlew Although that 
report mny be in the bnnof a letter to manggement 
a i d  need not be distributed to participsim as a pap 

report on i a m J  m-untirg crmtml, thvt of : t ~  ' 

rpcort [or the mintites of.any aumt cornmittso 

. . the rulee of the clearing agency [must] 
pruride that a n y  !iJregistered broker o r  
dealer. (iil other registered cleering agencv, 
1: i i )  registersd invantment ctr!r.~;snv.(iv) 
Sank,(v) inslrrence ,znpeny, or !viJ ~ 7 t h ~ ~  
peraon or c l a w  - s t  corat.::s en the 
Commir;sion. by r.!lu. ur:?yf ~ r , ;h e  to time 
designate a s  arprop:iate to the development 
of a national ~ y ~ t e n  for the  promot and. 
accurate  c learance W A  ~ t t l e m e n tof 
securitiee t r ansac l ims  n a y  b w o m e  a 
pertizipant in such cleatinn a p n c y .  

Currently. OCC's ruies provide !bet 
only registered broker-dealers ei-
eligible for membership in OCC.In4OCC 
has requented that "it be exempted f r ~ m  
amending its rule to provide for 
participerrnn by entrtiea other than 
regintered broker-dealex, unless and 
until such an entky cxvresaes a bone 
fide interest b~comingan OCC 
participant." in exolaining the basis I" 

f~ its mqueet, OCC argued that "such 
an ~wemption wou!d be consistent with 
the purpose of Section 17A of thn Act 
end the public interest" because. 
eenerally speaking, OCC believes that 
entitiea other than broker-dealers have 
Httle to gain throuh participation in 
OCC, end their pariicipatim would not 
r ~ s u l tin significant barofits to the 
public.lu Nonethelerri, OCC has 
undertaken, an part of its registratinn. 
promptly to develop adequate an2 
reasonable admission m d  participation 
atandards to enable participation by any 
class of non-hraker-desk entities that 
expwm9- an interest in nembcrship. 

19W.1(onticnr vn certificdes qf deposit): Securitiesmseting to receive an oral mport. aiong with any 
exhibilrl shnirld be maintrined by the cl~aring 

In advance of any such expression of 
interest, however. OCC believes that 

Exchanqe Act Release WJ.19488 ( P ~ ~ r y4,19W). 
48'F%i19 (%hr,!nry 1C. ?W)(options on stock aRency and be aveiiebk.for examinati.~. h s the  

attempting to create financiai and indireel.Qmm~asion's staff and the clearing agency's 
'"'See section II supra. operational standards for non- apnmprip.:a reylntor) nuency. .'he Standards 

Rdease. 45 FR at 41928. 
''O See, e.g.. Secucities Exchange Act Releeae No. 

T5e Commission ktands to continue to perticipating institutions would require 
monitor carefully OCC's program of acceptin# OUC to anticipate the possible forms of Iett*rs ol credit from participants to secure their1m3Q(Octoher 14. I=), 47 FR 4'1940 [October 21. participation certain institutions, such 19821 (requirinn increased minimum clearing fund OCC margin obli~a!ions. Seegenemlly OCC Rules 

as banks, may take and to develop mytrihutions for participants clearing and settling at Chapter Vi. Cn April 6. l a .  OCX held h.89 
nm-e?uity options): Securities Exchangt! Act billion in wch 'pttem of credit representing a?%of standards in the abstract-a proc~ss
Release NII 10BQB (July21.19871. 48 M5M (luly a!l qargin !including excess marpin) held by OCC 
29 .1W)  (reviein8 mthwls  for calculating on :hat date. 

OCC's letter of credlt program to lnsure that ( X C  particloan:9' contribut~onr tc, clearing funds]; In the past two yearn, the Commission has 
maintains its current hiph safety standards and its 
ourrent portfolio diverrity policy 

Secunl ie~Exchangr! Azf Release No. 17437 (January reviewed and approved aspects of OCC'a letters of 
9,1981). 4f3fR 5112 (January 19.1981)(permitting credit promurn (see, e.g., Sect~ritiesExchange Act 

OCC By Laws. Art. 1 8 l l i )  and Art.V 5 1.4-the offset of certain exercised options against the Re le~seNU. 19422 (January12.I W ) ,  4ll FR 7.481 
lm See letter dated Decemher 12.1980,to the value of cerlwn asai~ned short position. in lonuery 19, 1983) end Secur~tien Exchange Act 

Commmsion staff, from W e p e  P. ~uthringshausen.calculating particioanta' magin requirementrl: Release No. ICE454 (July18.18A3).48FR 33578 (July 
Chairman and President of OCC, at 2. 1-Sccuritie* Exchange Act Release No. [August 22.1093))and has conducted an on-site lnspeetlon 

Id. OCC n o t ~ d  in its letter that "no c l e n wTn. 1982). 47 YR 37731 (August 28.1882) (enabling of OCC's letter of credit Dmgrani. Based upon Its 1-

partic~pantn to oatiafy OCC mavin obligation? by reviewe of these proposals and its ionpection. the agency, inse~tment company, bsnk or insurance 
depositing with OCC certain common stocks): 
&cl~rities Exchange Act Release No. 18&94(June25. 
l!iA2) 47 I-U 7.4046 [July 2, 1982) [simplifying and 
aulomatinr OCC's prncedures reiarding 
participsn'ls pledged eucrow receipts to cover 
certain W ~ n n s  pos~tiona): Securities Exchanqe Acl 
Relrnee No. 19136~(April 13. tW3). 48 FR 113793 
(April 19. 1983) [expanding OCC's simplified and 
autometed escrow receipt proceduresto non-equity 
options): !+curitir?u Eichanpe Act Release No, llX)%3 

Commiasiqn believes tha!WC administers its letter 
nf credit prvgrrm responsibly, requiring reasonable 
*&guards and insuring, among other things, wide 
diversity in its pnrll~Ain of bank letters of credit. 
These safe(juards and OCC's ndminletriltion of Ihe 
prouram reduce grestly OCC'a dependenr~ upon 
any one issuing bank. Nonetheless. because OCC 
has no formal atundards rpecifying the depree of 
portfolio diversity amon8 domestic bank issuers of 
letters of t:reiiil. the Commission intends to monitor 

company has ever souxht to become an OCC 
participant." Mom recently, however. OCL a d v l d  
the Cornmiswo~, staff that one commercial bank 
discusued wilh OCC tho poasihility of becoming 
OCC pnrt~cipnnt. response to thia irra?liry, (I(:(;I t r  

prepared proposed rules and bank arlmisshn 
standard8 that wrrr auh~tanlially similar to it9 
broker-denlor standttrda. VJhen the bank Jnwyefl 
its inquiry. OCC declded not to file its ~ m w d~ 4 t h  
the Commission lor the time bein~.  



whrch OCC bellevee would be ~os t ly  
and spscul~tlve.1~' 

The Commlaeion hclw.rf?bit 
appropriate to grant OCC a limited 
exemption from Section 17A(bl13)(B) to 
enable OCC to limit psrticipation to 
registered broker-deelere, provided that 
OCC promptly responds to any 
etwtutodly ~liqible participants that 
exprerm de3r intereet m OCC 
membership by developing euitable 
particip~tion etandarda dnd 

The Commission 
believes it would be burdensome and 
inappropriate to requlre OCC to 
eetablish epeculative operational ar,d 
finanrial participation etandarde for 
hypothstical claeeee of participants. The 
Commission agrees with OCC that the 
formulation of financial and operational 
risndardr for any class of participants 
requires costly analyeie end refinement 
that eeem premature abeent genoine 
evidence of iaterest. 

OCC den requested a partiai -
exemption fmm the prwieion of the 
SLPndardr &at requima clearing 
agencies to provide ikmembers and 
other registered clearing agenciee with 
c o p s  d the text or a deacriptioo d 
propoeed nrle changae .ad a statement 
of their h i y  purpoae and effedU 
s p e c i F d y ,  OCC requested that this 
Standard he rrtMdified ao that OCC need 
not pride  the text and purpose of all 
propooed d e  to other 
regietered c l e a a  -&a In support 
of ihmpe& OCCargued. primarily, 
that n o k e  to other dedng age& 
independent of Federal Register notice 
is duplicative and, secondarily. that 
most OCC proposed rule changes am 
irrelevpnl to the clearance and 
settlement business af other clearing 
~geBGbta '~  

~~ ~ 

"'In addition, OCC stated thr( it. exem@cm 
request ir ~upporiedby h e  hgislaliw obieieven 
u n d e d y i w S e r .  VA. that is, to fncilitate Ihe 
d-t n( mere elAdsR pnueduns for Ihe 
cle- ad &meat of securities transactio~u 
and to rrdvu I& p b y d  movement of certificata 
in comectioo with &met-sidr settlement. Beynnd 
!hat. OCC a w e d ,  C o n p s a  recognized thal . 
el~rrinatingphys~zalcertificate movement was not 
poss;ab uirbscImlitntind m i p a t i o n  m the 
n a t i o d  dmpaihy mys&m ad,therefore. that the 
"uveas requimmenb" dBklia,17A(b)(SHB) of the 
Act w e n  aimed at sacosragiq diverse institutional 
participalion indepoulorier 

'" As nord above. OCC recently took such action 
promptly and responsibly when a non-broker-dealer 
showed serjpus intorooc m befOmiw an OCC 
pnrticipant 

The Cornmienion believes it 
appropriate to grant OCC a limited 
exemption on the theory that OCC, ss 
the issuer of et~ndardization optrons. 
does not provide its participants with 
servlcee that compete with the other 
clearixq agencies. 

Indeed, few of OCC'e proposed rule 
changea 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 agenciee will 
continue to be noticed for their -. . . 

information In the Federal Regleter. 
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 agencier In the case 
of any OCC proposed rule change that 
would affect the operations of other 
registered clearing corporatione or 
depositories, however. the Commlssion . 
expects OCC to send copies of the text 
and a etatement of purpoee and effect of 
the propoeed rule change to all 
regietered 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 ,* 
aflected by such an OCC proposal to " review the proposal and to provide OCC 
or the Commimlon with timely 
comments. 
Baeed on the Commission's review of 

OCCs Form CA-I, ae amended, the 
Commiedon believes that OCC eatisfies 
the Requirements and the Standarde and 
should be granted full regietration ae a 
clearing agency. subject to the 
cwdiiions noted herein. In addition, the 
Cammission hereby grante a conditional 
exemption from Section 17A(b)(3)(B) of 
the Act and a limited exemption from 
the Standard that requires registered 

.-clearieg agencies to distribute copies of 
proposed rule changee to other 
registered agenciea 

V. Conclusion 

Baeed on the foregoing, the 
Comrnieeion believes that the nine 
clearing agencies that are the subject of 
thin ORder should be granted full 
registration. subject to the limitations. 
uidertakings, exemptions, and other 
qualifications outlined ar referenced 
above. 

' " S e a ? l ~ d ~ & d I b m ? d m ~ l Z ~ s n d A p r i l  
23.18gi. froa hlsrc t B e m a  Erecutive Vice 
President and Ckneral Counsel. OCC. to the 
Commissim staff. Sme a h  Qsuwion  at note 61 
wpm. , 

Sea e& letter dated Lhxember 12.1980.fnnn 
Marc L Berman. Ex~culiveV i e  hnident  end 
Ccnsral Counsel OCC. to the Commission staff 
Wile No. .%LUX&e). 

It is therefore ordered,pursuant to 
Sections 17(a)(2) and 19(a) of the Act 
and Rule 17Ab2-l(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. 


