REFACCUSED &1 THE HATIGYEL sRIHNVES

< _—
.
e
e NATIONAL ASSOCIATION OF SECURTTIES DEALERS, INC.
-
: A NATIONAL SYSTEM FOR REPORTING, CLEARING, AND SETTLING
OYER-THE-COUNTER SECURITIES TRANSAGTIONS
Qctober 10, 1969
-’r‘:'
H—_m—‘-—-ﬂ:‘ i L T S AL L SN =




C SRR AT 1 AT 0N RETHIVEE 1
REFACIOLECEL A ; Ottnhcr 22] lql&g

o,

- A WATIONAL SYSTEM FOR REPORTING, CLEARING, AND SETTLING
! QVER-THE~-COUNTER SECURITIES TRAWSACTIONS

e Early this year, the Wational Assocciation of Securlties Dealers (NASD)
committed to impiement a natlomwide “net-by-net' aystem to clear and settle
over-the-counter securities rransaccions for 1its membership. A key objective
of this system is to reduce "fails." This writing sets forth the functional
apecifications for such a system.

WET-BY-MET, OR CONTINUGIS WET SETTLEMENT

"Met-by-riet’ is & method of accounting for, clearing, and settling
securities transactions. By this system a clearing member's open 3securizy
positions as well as money balence are brought forward daily on a pefpetual
inventory basis. In essente, net-by-net continues whexe other systems which
sutmarize (ner off} transections on a daily baels Jeave off--by merging daily

A balances and carrying them forward, leaving all fail items in the system
until settlement activity occcurs. It i thus a process of contimuing {continuocus)
net settlement--beginning with the veporting of trades by clearing members
and ending with the clearance of securities dalivered with a correspanding
money settlement by the Clearing housze.

The clearing member carries but one net pﬂsit{nn for each security,
and but one net money positlon for each daily settlement, with such posltisns
updated by trades due to settle and by recelpts and deliveries. The net
settlement balance of the clearing member, whether due ko or due from, 1s
with the Clearing house, the contra-side to the members' settlements, and
all settlements, receipts and deliveries are made direectly to that point,

In the WNASD aystem gecurities made avsilable {delivered) from members
owing them to Clearing are allocated by means of a computerized process on

*?b- a formils besic to members dve them, Clearing maintains a sacurities box
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which in effect is en extension of the box position of each clearing member.

The syatem slso can serve as a securities depoeitory for clearing members.

Securities can be meintained on deposit in the system elther in a gafekeeping
category, not available for use by the Clearing house unless by specific
instructions from the member in whose account they are held, or a losn
category, available for use by Clesring without specific instructicms by the
mamber. .

Open purchases and sales are marked-to-martket after settlement date.
Through this procedure the clearing members on either side (with securities
due to or from clesring) are protected to the extent of the current market
valye ;f each mecurity. When the market price goes up, an under-deposzic
cnnditinn iz created for the member owing mecurities to the syatem, and
the resulting differentlal is figured intc his dally money settlement due
te the Clearing house, When the merket price goes down, an over-deposit
condicion is created for the wember owing securities to the syatem, thus
lovering his net money settlement obligetion due o the Clesriag houss.

The woney position (over-under deposie) of the member due securities is
atfected convarsely in each of these pituations, thereby maintaining the

eyatem's equilibrium.
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To implement thiz syetem on a2 pationwlde basis will require the
performance of functions at a natiomal as well as area and regional levels.

THE WATTORAL LEVEL

A national securities c¢learing company, now befng organized by the
N.4.5.0. as 4 cubsidiary cerporate entity, will have the primary responsibility
for defining and implementing the clearing system. TIn so doing, it may itself
operate facilities to eledar and settle securities trapsactions, and it alse
may contract with cthers o do so on its behalf--subject to unified system
contrels,; standards and specificatioms.

Initially the national securities cleafing company will:

1. Esztablish the specifications for the natlomeide trade Teporting
and clearance system.

2. Formulate clearing membership requirements and determine the
securities thar will be cleared through the national system at successive
rhases of system development.

3, Negotiate agreements with various exchanges or other outgide
agencles to operate area clearing centers--subject to natiomal supervision
and control,

4. Direct and oversee the development of an "education package" for
use by all area centers, standard with respect to scope, but allowing for
minimal necessary modification for each center. The package (actually a
set of packages) will be designed for the use of both clearing member and
area center personnel. For the clearing members it iz intended thae
geparate packages for clerieal oparations, administrative persornal, and

officer level will be developad, Area center education will emphasize the
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administrarion and operation of the system.

5. Monitor the developmental efforts and the implementation of the
clearing system by those selected to operate the area clearing centers.

6. Establish charges for services rendered by clearing centers.

7. Establish a contimming reporting zystem between it and those
aelected to operate the area centers.

Later, the national securities clearing company will:

1. Determine the requirements for the operation of a natliomnal
clearing center and implement such a center accordingly.

2. Expand the trade reporting portiom of the ¢learing service to
provide nationwide coverage utilizing the capabilities of the HASDAQ svyatem.

The clearing service will be made available to the securities induscry
ot a planmed basis. A long-range goal is to offer the serviee to all members
of the Hational Associatien of Securlties Dealers.

THE AREA LEVEL

The ares clearing centers will carry che major responsibilicy for
settling securities transactions and will represent the immediate thrust
to the natiemal clearing progrem. (Regional centers will be. formgd and
deployed by area center operarors, as vequitrad, for systems support to the
area clearing cencers in activities such as reporting trades, moving securities,
ete. The natiomal center will come inte being as soon as inter-area
requirements necessitake,)

It is recognized that area centers probably will not be identical:
however, since each center's operations must be compatible with overall
specifications, each will be orpanized and aperated functionally in the
scandard menner to be degscribed below. Further it is recepnized that not

all of the services comprising the total planned zcape will necessarily
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be implemented at the zame time either concurrently within the area center
or simultanecuszly between area centers.

trea centers will provide two basic categories of services for users--
a trade reporting and comparisen service, and a contlnugus net settlement
clearing service. Centers will accept trade and securities delivery
information from clearing members, effect a two-sided comparison of trades,
enter valid data into clearing, and handle momey and securities settlement
ameng perticipating clearing members. The ares center also will develop
and prepare control infnrmation concerning performsince of both the clearing
member and the clearing system, as well g3 certain accounting and control
repoTis.

Design goals are as follows:
=, 1. Develep the capshility for cepturing trades, with initial efforts
directed to the ssturation of trade reporting within the area and I:ter
efforts to irter-grea trade reporting.

2. Employ 8 trade reporting discipline to match both sides of eagh
trade to determine the unmatched and matched trades, and enter only valid
compared input into the clearing system,

3. Install and operate & continuous net settlement system within the
framework set forth in the following general svystems gpecifications. (Lt is
important to point out that the specifications desctibed herein later will
be expanded to cover certein matters in more detail.)

& Maintain accounting and controls reports necessary to support all
trade reportiang, comparisons, and settlements and retain back-up records in
auditable form.

3. Pevelop the eystem sc that it can be capable of revision economical ly

to meet substantial growth.
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NATTONAL/AREA INTERFAGE

Tt is important that sll aree centers operate iu atandard feshien

functionally within tolerant varistions. The natlonal securities clearing

company will monitor the services plemned by the area center, including, but

not Iimited to:

a

Avea Center Degign Plan: Contimuing review of area center prograss

in system demign. Such review would continue through implementation

of the syatem.

Area Center Teat Plam: Review of how the ares clearing center

propeses Lta system will be tested. Approved results of the
speclfied test plan will insure confarmity to prescribed
regquirements.

Recopds: Area centers must establish and meintain records

covering operations. Programs must be dodumented and satisfactory
member records and related control records must be maintsined.
Records pertaining to the nstional clearing system must be separate
from those pertaining to other non-related area center activities.

All pertinent records will be made availsble for review.

Additional metters imvolving nationalfares center coordination will

be set forth in a separate writing.
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The twe primary services, trade reporting and compariscon, and
S cont Inusus net settlemenc, can be planned and implemented separately.

TRADE REPORTING AND COMPARISON SERVICES

411 trades between clearing members made in securities admitted to
clearance shall be reported to the area cencer for comparison and clearance.,
"mly those trades for which both sides are compared shall be entered into
the clearing records.

Clearing members will report thelr trades for the day (both buys and
sells) to their respective arza ceaters the evening of the trade dzte (T)
in prder for these trades to be considered for the current day's comparison
list and transaction blotter. 1In any event all trades shall be reported

B by 10 A.M. local time on the day following trade date. In this case trades
w11l be imeluded on the next day's {T + 1} transaction blotter. Mewbers may
report trades in a single batch at the end of the day or in several batches
throughout the day. Acceptable inputs include punched cards, magnetic tape,
marually prepared trade input forms, or via data commnications {should such
capabiliry exist). Trade input will be designed to accommodats CUSIP codes
for security and broker identification, although the initial pericd of area
center operation may require the use of the area center's reporting codes
(and nececgarily Luture computer interface between different area center
reporting code structures), A speeific trade inpet format will he defined
in a later writing.

On the evaning of trade date, comparison matching {nf both sides of

trade) will be performed for those trades received by the system, Additions

= (as-of) and deletions {withhold} of trades will be compared on the basis

of the original trade date. Separate dally trade comparison lists will be

e T ey
T i B i
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prepared for egch side. The hierarchy for matching trades in security

sequence iz given as;

o — -

s} Match on price, total shares, bhoth sides; cotistruct matching
totals where posaible
a Mateh an price, egqual shares, both sides
) The remainder will be uncompared either on price, shares or both
Compayed trades, uncompared trades {not svhmitted by other side) and
advisories {(submitted by other side but not reported by"side for which
comparison list is being prepared) are to be shown separately on a daily
Trade Comparison List, which serves as an edit list. Only matched trades
are listed om the daily Transaction Blotter, which is the official input
decument, and allowed to proceed further in the clearing process. Advisories
and uncompared trades ate to be held in a pending file and matched, if possible,
! on re-entry of corrected information.
The time frame and cycle for trade input/Transaction Blotter processing
is given as:
o T - Trades reported evening of T
o T + 1 - Trade Comparison Lists and Transaction Blotters available
merning of T + 1 not lacer chaty ¥ a.m. local cime.
0 T + 2 - First re-entry (T + 1) of corvected trades from T, if
matched, shown on Tramsaction Blotter of T + 2. Late trades
of T, which could have been treated as uncompareds or advisories
en T 4+ 1, entered on T + 1, if matched, shownm on Transaction
Blotter of T + 2.

a T + 3 - Second re-entry {T + 2} of corrected trades from T

n
L]

plus first re-entry (T + 2) of corrected tradss from T + 1,

R
'Ll

if matehed, shown on Transaction Blorter of T + 3.
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o Remaining urmatched trades are dropped from file on T + 3 (trade

must clear ex-Clearing).

The following are basic elements for beth the Transaction Comparison
Liat and the Transaction Blotter printouts prepared by the area center.
(Hote sample format of Comparisom List, Exhibit A.)

o Fuy/3ell Code

o Buyer Identification

o Seller Idemntification

o Security Identification {(CUSIP # if employed)

o Security Description

o Shares Bought/Sold

o Price (contract per share)

o o Value {price x shares)

o Transaction Date

o Settlement Date

D Special Trancaction Codes or Control Numbers

Transactions are 1isted Individuslly. BShares and money are zumrarized
by security, with total money recapped for all deily acctivicy.
CONTINUCUS HET SETTLFEMENT

Each clearing member's compared trades and subsequent additions and
corrections . are accumulated until late in the day before zettlement date.
After that day's settleiment mctivity has occurred, trades due to settie the
next day are netted out for each security. This net position is then merged
with the previous open net position of the f£irm in each security asnd 3 single
balance position {either long ox short) is carried forward for sach security.

;ﬁi{ (Previ0u$ balance plus or minus the net balance due to settle sgquals the net

clearing balence.} The member's pozition in each security is then with the
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EXHLEIT A - SAMPLE FORMAT COMPARISON LIST

Ll

AREA CENTER COMPARTSON LIST

1KG MEMGER NWAME & SO TRADE DATE

COMPARED SECURITY DESCRIPTION
SELLER  QUANTEITY " SMOUNT DIFF 3RC WAMP T PO UHIT PRICE FLAG #
ARARA N URK HEW  KEX XXX XX X.xx 20 CHak, LWL WY

£ . Comparc &BOD 200 5,000 .00 1234567 25 4000 1
EFGH 35 H¥0, 04 26,0000 Z
Eznh}uzd FFGH 50 1,250.00 ZH. anog 2
AT EFGH 1040 2,500 .00 25,0000 C 2
Total EFGH IS d 625 00 25 000D T
Errar (*'=A
ungar 26, QOO0 1 ERH ABCD
Invalid Portiond AALLE L {4y *vwm
Upncowmpared 27 Doan 3 GHEL
Advisory 27,1300
' . SEQUEKLE
= T. Buys/8211s:
b 2. Major House
I F. Trade Dato
4, Lprurity Code
9. Unit Price
k. Mimor House
T. Compare Code
(1} Exhilhit For Oripinpl Comparisons - Suppléemental Comparvigon List Shows (3
Trades How Compared Plus Romaining Uncompared
i o L2) Subabtttcd Hy Major House, Mot By Mimor House - Advisoery Ta
. w Hinor House
I (N
' {3} Eubmitted By Minor House, Mot By Major Hougze - Advisory Ta
. Major Houxe 4%
i f4} Submiticd By Yajor Heus::, Aot lnvalad - Ho Advigory To Minor L7
' House  (Althowgh One Moy Be Reseived From Minar House)
o
T
2
£
]
o
S
Pos
=
8
B
I 5 “
. I
Lllllllllllh;h . A
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CONTL DATAR RERVICES

(7ye6)

SETULEMENT BATE

(5}

EEE YELLER

EREE W XuK XXXKKXX

 UKCOMPARED' 2!
QUIRTITY  RDUST V. g,

_anvrsgry )
ZELLER QUARTFTTY EHQAUNT

LK KEK XHd R MK XMKAXXEE  XEKRAXKX HXX, NEX

{45678
% If Addnd by Advisory

100 2,600, 00

LR L LLEALE L L

2040 5,400 .00

1234557 PRAS 200
Transactisn Codpg
{Blank} Original Trade
ERR - Errar
ADYV - Add by Advisery
AC - As-gf
WH - Withhold [detatl showo npegativie)

# Thrnptes Botoh Number

Denotes Way Compare Mide (Comblned, Total. otc.d

i

KA REK L XX

5, 425.00

[P irrree g v TP o IS TR

A ———
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.zaring house, the compmon contra-side of avery item open on settlement date.
Securities positions within the system.are defined az sither valued
(which represent securities due to or from the clearing members, sund which
carry a valuvation) or free (which represent paid-for securities and, therefore,
are not valued),
It is important teo bear in mind that, although the continuous net
settlement system's primary functiom is to provide a method for clearing
and settling securities transactioms, it also serves as a deposltory fer
gecurities the clearlng members want to be retained by the system. 5Securitiles
nieed not be ordered out if the cleariug member doss not reguire them; a
elearing member may even deposit pald-for securities with the system. Certain
of these pecurities may be used by the Clearing house to satisfy settlement
of items which otherwise would Be falling. A complete definition of categories
follows:

Pogition Categories Definition; discusgion

Loan - free Securities deliversd to the Clearing house
intended for lepan use; wntil borvowed, they are
classified as "loan-free," end are not wvalued.
These securities may ‘be borrowed, automatically
{without specific instruction from the membar)
to fill settlement requirements due members by
the Clearing house 1f such positions canunot
othergise be filled through current day's
deliveries into the system.

Loan - value Following the above, when sacurities are used
for loen purposes, the position shows them as
"loan value,"

Wote: Seeurities in loan etatus are delivered

te or removed from the system only upon
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ingtructicons submitkted by the member. A
member's securities intended Eor loan use or
loaned remain in the system in either of the

two Loan position categories, moving between
them as discuzsed abewve, They are not moved

inco any other posirion catepories unlazz by
specific journal instruction from the member.
S$imiiar to “loan-free" in the respect that
seourities are not valuad, szafekeeping reprezerts
seécurities that have been pald for by the member,
but which have net been ardered ouk, Securities
are in the safekeeping category as a result of
{1) alloca;ion to long-value positions cof
securities delivered by members against short
positions, {2) free deliveries by the member
itself ard (3} deliveries in exeess of the
members ' short-value positions., Yo securities
are delivered to che member from Clearing except
those which he orders out by instruction. Thus,
members order out safekept securitiea they want
to be removed from the system. Conversely,
gecurities in a zafekeeping status are considered
to be segregated, and are not availzable for use
by the system unless the member so allowsz, by

means of insiruckions calling specifizally Fov

their relcaze,
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Created on settlement date for net purchases.

Open long~value positions are valued at current
market price daily. When securities are allocated
against a long-value positiom, the wember 1=
charged at current market price and the paid-for
gecurities are either re-classified in safekeeping
category or delivered out againat specific delivery
instructlons,

Created (&) an settlement date for ner sales; (h)
when gecuritles are delivered out to a wmember In
absence of a short position. Open abort-value
poaitions are valued at current markek price
daily. When securities are delivered by the
selling member, the position is credited at
current market price. However, securities
delivered in excess of the shoart position are

not paid for, and are classified aafekeeping,
since they represent paid-for or free serurities.
Represents securities in transfer, the member
having submitted transfer instructions (order-
outs) to Clearing for this purpose. Generally,
transfer instructions are submitted against "lonmg
valued" positions, and when securities become
available to £i111 these positions, the member

is charged by means of the computer allecation

process aud the seguricles are used to f111 the

transfer orders.
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Prepaid Transfer Transfer instructions can be subwitted against
long-value pogitions and paid for at that time
on a "prepaid" basis. If prepaid, the transfer
instruction is given prierity over long-value
positions in the allocation process,

Affecting the settlement of securities are:
1. Compared (valid) trade input due to gettle.
2. Securities received by the Clearing house against short positions

{due from members).

3. Securities allocated by the Clearing housze to fill lone posicions

(due to members), either from securities delivered to the system against

short positions (2, above), or from securities borrowed from members {From

loan-free status).

A From the standpoint of securities movements, the accounting for a
member's current daily net settlement position for each security is:

Opening Position: number of shares (leong if due from Clearing, short

if due to Cleariag),
plus (algebraically)

Current day's Due-fo-Settle Ttems: number of shares settling (long

or short} after giviog effect to current day's netting,
plus (algebraiczally)

Currvent day's Activity: number of shares delivered by member against

short positions due to Clearing, deliversd to. megber against lomg positioas
{either Erom short position deliveries or by borrowing From members’ securities
held in free status) due from Clearing.

egquals

R Closing Position: this position becomes the following day's opening position.
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' Net Ssttlement Statements: There are two daily stetements prepared for

settlement purposes. The firat, Position and Acecunting Report, prepared after
the allocetion routine and awvailable mid-afternoon on the day prior to settlement
date, shows each security currently failing {to or from Clesring) and each
security which had settling activity on the day the statement was prepared,
Entries are sumnatrized by security, identifyving:

o Valued Positions, leng or short

0 Loan-Free positions

o Sefelteeping positicns

@ Prepaid transfer instructions

o Securities in transfer

Valued positions include a merket valuation based upon the most current
market price available, whereas other positions do not. In addition ro
security ldentification and descriptiops the statement includes.the following

elements:

¢ . Opening Wet Position: Open securities positions due to or from

clearing after the prior day's receipts and deliveries

o Iie To Settle Contracts: The net number of shares of a1l trades

due to settle on settlement date.

o Current Day's Activity. Deliveries of securities by the member

against short positicns aud for loan or safekeeping purposes are
credited to short-value, loan-free, and safekeeping categorieg,
regpectively. Entries showing the allocation of securities by
the computer to lomg and/or loan-value positions are shown in
i the respective value categories. Securities allocated to long
positions, but not ordered cut by the brokers are credited to

. the safekeeping category.. Entties filling open transfer orders
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{by allocation) are charged to the transfer category and credited

to the free or valued position from which the securities were

-

drawn. Entries covering prepaid transfers credit the loug
and lean-value positions and charge the prepaid transfer
cacegory. The re~entry of completed transfers (offsetting open
transfer positions) ig ghown as a credit ko these transfer categories,
Journals covering securities ordered out from che system or into
other categories within the syastem ars reflected in the affected
catepories.
2 ¢losing Wer Position.

This is the algebraic sum of the above, and it becomes the
Opening Het Position on the following day's statement, The

o Pay/Collect amount, determined at the conclusion of the dav's

allocation run, is shown at the bottom of the statement, This
figure will include net dividend charges and credics and other
miscellaneous items.

@  Market Pries: C{losing market price on the prior day for each

security carryiag an open position,

The other daily settlemeunt report is the Projected Settlement Journal,
which shows the next day's projected net short setblement pesition for each
saeurity. Included separately on this journal also are any securities held
by Clearing for the clearing member in the loan {free) category, so that the
member has such information readily available in the event he wishes to use
such securities to effect current settlement. A copy of this jourmal will
accompany daliveries to Clearing from members.

FLEN

Examples of suitable formats for the Posicion and Accounting Report

and the Projected Settlement Journal are shown as Exhibit B,
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POSITION AND AUUCUUNTING KEPUHL

CODE DESCRIPTION FOSITION | OPENING OUE TO CURRKENMT CLOSING MARKET]
NET SETTLE DAY 3 WET PRICE
POSITION | CONTRACTS | ACTIVITY | POSITION
VALUED
LOAN
SAFEREED-
ING
TRANSFER
|[CONTRACT DOLLAR CURRENT DAY'S NET DOLLAR
AMOUNT DUE PAY/COLLECT ~BALANCE
TG (FROM) DOLLAR AMOUNT DEBIT CREDIT NET
PROJECTED SETTLEMENT JOURNAL
CODE DESCRIPTION AVAILARLE | PROJECTED JOURNAL (WE DELIVER)
FROM NET SHORT ] FROM FIEM (CONTROL)
LOAN BOX POSTITION TOAN DELIYERY TOTAL
|
A
— .
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Other reports to be designed for use by the clearing members include,
but are not limited to:

1. Weekly Unfilled Order-0ut Requests

2. Weekly Securities-in-Transfer

3. Momthly Billing Heponrt

The formats and content of these reports will be set forth in a separate
writing.

Securities Allacatbtion Procedure

The basic premise governing the zllocation process is that ell securiries
delivered to the system agaiast short positions {due to Clearing) must be paid
for upon delivery, and that the source of such payment must come from long or
loan—valued peositicuns. Funds are credited and charged accordingly. When
securities are pgld for by the buying (leng-position) member, they are
elther immediately reclassified in cafekeeping on a segregated basis, to be
drawn gut of the system oaly upen Instruction by the member in whose account
they are held, or they are delivered out immediately if order-out instructions
can be filled. When securities in 4 loan-value position are repaid they are
Immedistely reclassified in loan-free statu=.

Members order out securities in two forms--{1) street stock, or
negotiable, and {2} transferred to customer, firm, or nominee name. Requests
far such orcers may be entered agalnst securities already on deposit (pald-
for) in the system, either to remove securities from loan or safekeeping
entirely, or agaiast long-value positions, Priority is given to paid-for
securities first and unpaid (valued) positions second. Street stock requests
retain a higher priority than transfer requests.

The computer allocation formila gives recognition rto:

a Relative priovitles of various classificatiors of order-out requests.

PV pm—
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|
b o Dates of entry of order-out requests.
o Datez of creation of long and loan value poaitions
o Long value positions against which there are no order-out requests,

] Weed to draw down securities from the loan category to Eill order-
out requests when current day deliveries cannot f£ill them.
g Size of the trade or sheort position.
i o Securities delivered inte the system each day, and Clearing's
ablliry to meet all order-out requests fxom them.

o The disposltion of securities delivered iato the system daily in

excess of order-out requests.

The securities diastribution and delivery allocation is done on a
priority basis, Prior to the actual allocation of securities o cover order-
put requests, the computer will process journals instrnucting Clearing ta
move securitieés internally from loan free and/or safekeeping to cover short
valued positions, and journals to move securities internally from {te) loan

free to (from) safekeeping. (These journals to be defined in a later writing

are prepared by the member.} Then the actual allocation to £ill street stogk
prder-outs or journals {which are accorded first priority) and transfer
Tequests (which are ascorded second priovity) is made. The sequence of
filling the above requests is as folleows:
o First, Requests ordering out securities against free positions
{loans, safekeeping, and transfers or street gtock order outs
paid for when submltted) in which the positions are aqual to,
or greater than, the amount called for by the request. BRequests
against safekeeping and loans will be fi1led first, by date,

then quantity within security. Prepaid order outs will be filled

&

next, by date first, then by quantity within,
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Second. Requests against long-valued positions that will net

o
create short positions. The sequence is by size of net position
firet, and by date within.

o Third. Reguests against positions that will create short positione.

The sequence {s by size of net position first, and by date within.
If there are more requests for deliveries than securities delivered into
the system against short positions, the excess 1s £illed from securities in

the "lpan-free” category, in date sequence, oldast date first., 1Ii there are

more securitiss deliveved inte the system against short positions than order-
out requests, long-value positions ere charged first, oidest date firse,
and then lgan-vialue positicmns are charged, oldest date first.

Pay/Collect Routine

ﬂr At the completion cf the allocerion run, the total extent of thiz Current

Day's Activity is kaowr for the first time {all deliveries te Clearing have
been entered and all yeceipts of sepurities from Clesying to clearing members--
including street stock and transfer requests filled today and excess stock
charged to clearing members with oldest long positiens-+have been determined).
It is now poassible to calculate the Pay-Collect amounts for individual elearing
menbers and cnmple;e preparation of the Net Settlement Report.

This wmoney settlement involves:

Crediting the short positions for securities delivered against them.

0
o Crediting the member when his securities in loan-free category are
uged to fill order-out requests.
0 Charging the member whose loan or lomg-value position is being
alliocated securities,
) The total amount eredited then must equal the roral amount charged,

Opening and closing balances are marked-to-matket and the day's sctivity
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due to settle is taken into consideration. The determination of pay/collect

amount is:

o Closing Positions at current market price {long position has a

debit money value, short position has a credit money value) minus
algebrajic sum of

o Opening Positions at previons day's valuation (same algebraic values

as above) plus (minus)

o Current Day's Positions Due to Settle, valved at contract price

(et purchases hagve a debit wvalue, net sales a ¢redit value} equals
o Pay to Clearing if debit, Collect from Clearing if credit.
Cash control features must include the capability te adjust cash balances
for any differences that might arise between the amount pre-caleulated as due
‘4 to Clearing and the actual amount paid by the member.
Dividends
In the course of securities clearance and settlement, the Clsaring house
accounts for dividends. Clearing must obtain dividend information required for
thiz purpose and maintain it within the system through payable date. Members
are afforded "dividend protectiocn” on all open securities positions up to and
including the last day for transfer and trade settlemeats after that date up
to and including the "record date." Excluded, thersfore, would be any deliveries
made to clearing azfter the last day for transfer. Trades reported too late
to gettle in time for record, trades reported “as of" or "withhold", must be
settled ex-Clearing. |
' When open valued positions {lean, long or short) exist on the last day
for transfer prior to the record date, Clearing debits the short pnsition
& and credits the long position for dividends, These entries are madc to the
member's Position and Accounting Repor:. The Clearing house should settle

dividends on the "pavable date." Positiorn balances up te and including the
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record date, disregarding the "ex-date", are used. Certificates that have been
delivered to Clearing are transferred op behalf of the buying member, and
dividends are received directly from the company. If securities being transferred
miss record dare, Clearing must charge the responsibie member and credit
the member due. Cierical procedures must consider the exclusion of deliveries
of all street stock to the members _ _ days before the last day for transfec.
Loan free and safekeeping positinms must be protected as to dividends due,
conktrolled through the uze of a Clearing nominee,

Exchanges, mergers, and conversions are to be treated by the Clearing
centers in the same manner as dividends. TFor items that can not foliow
the kind of computer discipline that controls dividends, Clearing will journal
sharas and cash-in-lieu to the member's Position and Accounting Report.
Members wishing protection on temders and exchanges would be required to give
written notice to Clearing _ hours prior to expiration date, indicating
the number of shares (not to¢ exceed the position total), Clearing would not
be expected to protert on a purchase which setties after expiration date,
Detailed procedures and suggested repocts covering dividends will be set
forth in a separate writing.

Internal Clearing Control Reporks

A suggested format for some of the major reports is széet forth below:

o Daily Pesition Report (Box Control}

Prepared at the conclusiom of the allecation run, showing each
member's position of securities in the box (box consisting of
lean-free and safekept securities). In addition to its use In

proving and conmtrolling securities held by clearving, this report

givesz meaning to the sagregation Feature of the system,
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Deily Picking List

Prepared after allecation routine, showing all order-cuts (short
stack 1n transfer) that have been filled, (Refer to later section
on Clerical Procedures).

Paily Block Traede fontrol Renmort

Prepared on trade date for block trades, Block trade definitions
and control procedures will be set forth in a separfte writing.

Daily Cash Control Repeorc

Gives finencial accounting reliabllity to the system. This subject
will be discussed in detall in a separate writing.

Listing of unfilled order-outs, securities in loan-free apd safekeeping
catepgories, and short positiens (prepared om as-reguired basiz),
Listing of unit and price data. Includes number of trades, order-

outs {by type), receipts and deliveries by {ssue, dividend emtries,

shares traded; also value of trades and number of journal entries.

National Level Reports

The following reports {format and content to be established) will be

among those provided to the national center either by communications

interfece or via bulk mail (schedule to be arranged). Other proposed

netional level reports will be discussed in a later writing.

u]

Daily Pre-Settlement Market Variance Control Report

Shows market valuation of all tradez betwsen trzde date and

gsettlement date, compared to contract price.

Daily Block Trade Control Report

Member Position Balance Reporxt

Showg all members carrying balances due Clearing on settlement

date, identifying total debit, total credit and net money amounts,
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(4 similar report, still! to be defined, would show balances due

Clearing in excess oi _x dollars by security.;

AREA CENTER PROCEDURES

1 Area Centers will be respomsible for formulating their own clerieal
prccedure; and manuals, gubject to nationai-level review and concurrence.
It is recognized that no two sets of procedures are likely to be identical
but they should be functionally similar fn scope and content.

Clevrical Procedures

For handling the receipt of securities and ordér-cut instructions
Clearing may choose to operate in a "batch" or "on-line™ mode. Should the
latter technique be employed, the clearing system keeps track of the exact
time that each delivery or requeat is entered into the system, accepting
all deliveries when received, f£illing certain requests when received, and
' storing the remzinder of the requests until the allocation run.

Area Centers may decide it to be cperationally feasible to veceive in
transfer requests and order-out instructions as early as the afternoon of
the day net settlement statements are prepared (3-1), following the Pay/

Cellect run. Clearing may receive in securities members can, and want te,

deliver on 3-1. 1In any case, however, instructions on securities (either
the remainder or all) will be received by Clesring Betwean the hours of
2:00 a.m. and {cut-off time left open depending on time zone of area center)
of settiement morning. Securities or instructions coming in after the cutoff
will be deferred--processed with the following day's business.

Denominational control is required by Clearing in orvder te £ill order-
guts to the proper amount and the member must indicate denominatioas on his

delivery advice, The exact format of the advice is optional but should

include at Ieast:
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o Clearing menbey name

o Clearing member code uumber

o Security code

o Total shares

o Humber certificates of each denominatiom for each security being

delivered

Clearing personnel verify delivery advices and check certificates for
good delivery, Ordervouts are edited for completeness. Certificates sre
then microfilmed and filed in securities boxes.

For handling deliveries to members, the computer allocation routine
includes a picking list, showing by security (denomipation) and member
the securltles to be delivered againat street stock order-oukbz. Clerks £111

—~ orders accordingly, verifying against corresponding entries made to the member's
net settlement report by the computer.

Preparation of transfer advices Iis included in the computer zllocaetion
process. Advices are used as a picking order by the clerks te £111 the order,
and Identifieg the individuai transfer instructions msking up the advice.
Clerks match advices, transfer orders, and certificates (using the fewest
number of certificates to fi11l the order) and pull certificates from the box.
The gdvice, instructions, and stock are then microfilmed and given to eclerks
who check the certiflicates and instructions for geod delivery and good
transfer, forward a copy of the instructions to the member requesting the
transgfer, file a copy of the transmittal advice and & copy of instructions
covered by the advice, and send the transmittel advice, Instructions, and
certificates to the transfer agent. When securitiles are received back from

trangfer, they gre checked against the retained advice which is then removed

from the file and re-entered Inte the computer so that filled tranafers may
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be removed frow thelr pesitions on the Position and Accounting Raport.

CLEARTHG/MEMBER FIRM RELATIONSHIP
The firm's major consideration must be its responsibility to ascertain
Also the firm must

the correctness of all documenta furnished by clearing.

insure that all corrections pertaining to these documents are received by

Clearing within the specliled time frame. The procedures developed by the

args centers must spell oul member firm relstiomships in detail.
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