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SECURI TI ES AND EXCHANGE COWM SSI ON

[ Rel ease No. 34-54701; File No. SR-DTC- 2006-11]

Sel f-Regul atory Organi zati ons; The Depository Trust Conpany;
Order Approving Proposed Rul e Change To Allow the |Inventory Managenent
System To Accept Real -Tine and Late Affirmed Trades From Orgeo

Novenber 3, 2006.
I. Introduction

On July 11, 2006, The Depository Trust Conpany (" DTC') filed with
the Securities and Exchange Commission (° Conmmission'') and on
Sept enber 20, 2006, anmended proposed rul e change SR-DTC 2006-11
pursuant to Section 19(b) (1) of the Securities Exchange Act of 1934
("7 Act'").\1\ Notice of the proposal was published in the Federal
Regi ster on Cctober 3, 2006.\2\ The Commi ssion received no conment
letters in response to the proposed rul e change. For the reasons
di scussed bel ow, the Commi ssion is approving the proposed rul e change.

\1\ 15 U.S.C. 78s(b)(1).
\2\ Securities Exchange Act Rel ease No. 54521 (Septenber 27,
2006), 71 FR 58457.

Il1. Description

DTC seeks to expand its Inventory Managenent System (" 'IMS'') to
accept in real-tinme non-Continuous Net Settlement (° non-CNS' ')
institutional trades from Ongeo LLC (" "Orgeo'') and to accept late
affirmed trades into | M5 for automated settl enent at DTC

1. Current Process for | M

Omgeo's TradeSuite systemcurrently feeds DIC a batch file of
approxi mately 320,000 eligible affirmed institutional trades at
approximately 1 p.m on T+2. Delivering DTIC participants then authorize
or exenpt these trades in IM5 for automated settlement to be attenpted
at DTC. Any trades affirned after 12 p.m on T+2 are ineligible for
automated settlenment at DIC via the TradeSuite interface. These late
affirmed trades are typically settled by the broker-deal er or custodian
by processing a DIC Delivery Order ("°DO"'). These DOs experience a
hi gher reclaimrate than deliveries of eligible affirned trades.

2. Proposed Changes
DTC proposed to enhance its interface with Orgeo to accept eligible
affirmed non-CNS trades from Orgeo's TradeSuite systemin real -tine.
Al t hough DTC will receive affirmed
[ [ Page 65855] ]

trades from Ormeo's TradeSuite systemin real-tine as they are

affirmed, participants will still have the ability to process
aut hori zati ons and exenptions as they do today.
Participants will be able to authorize trades as they are received
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into M5 through the existing options (i.e., globally or on a trade-
for-trade basis). Orgeo will continue to produce the Cumul ative
Eligible Trade report/file at approximately 1 p.m on T+2. This batch
report/file notifies participants of affirned Matched Institutional
Trades (" "MTS ') sent to IMS for the follow ng settlenent date.
However, IMs will continue the current practice of applying a
participant's authorization profile for MTS after the m dday cut-off
on T+2 (at approximately 1 p.m).

In addition, some new functionality is also being introduced
t hrough the enhanced Orgeo and DTC interface. Ongeo will send ““late
affirned' ' \3\ trades to IMS. Late affirmed trades will be stored and
identified in IMS as a new transaction type, Late Matched Institutional
Trades (""LMT '). These trades are currently ineligible for autonated
settlement at DTC. This new functionality will allow participants to
elimnate settling these transactions as DOs at DIC, which experience a
hi gher reclaimrate than affirned eligible trades, and will provide for
the automated settl enment of these transactions.

\3\ Late affirned trades are defined as trades affirnmed after
the 12: 00 p.m cutoff on T+2 until 12:00 p.m on settlenent date.

For the new LMTs, IMS will default to the "“active'' authorization
node (i.e., deliveries would not be processed unless they are
aut hori zed). Unauthorized ““late affirned'' trades will remain in I M5
until settlement date + 21 days (the current IMS trade retention tine
frane). For authorized LMT itens, IMS will apply a participant's
aut hori zation profile as the items are received from Omgeo. LM Ts will
bypass DTC s Receiver Authorized Delivery (" RAD ') processing as do
all Ongeo deliveries.

Omgeo will continue to update I M5 and notify DTC partici pants using
a status nessage of any Change of Eligibility (""COE"').\4\ CCE (i.e.,
DTC-eligible to DTG ineligible) nessages will be passed to | M5 by
TradeSuite up until mdnight of T+1. IMS will process COE-rel ated
nessages on a real-tine basis for both authorized and yet to be
authori zed trades. IMs will "“reauthorize'' a previously authorized
DTC-eligible trade in the event the trade becones DTCeligible, again.
In addition, an appropriate audit trail will be provided by IM for
participants. Ineligible MTS transactions in IMS will be cancelled at
end of day on settlenent date.

\4\ COE-rel ated nmessages can be sent for the foll owi ng reasons:

(1) Wien a DTC eligible trade changes to CNS eligible, the trade
is resent to IMS by Orego with an indicator that it is now
ineligible (I M5 status becones ineligible). Onego will then send the
trade to NSCC for settlement in CNS. A trade can become CNS eligible
after being DTC eligible, if the security, ID agent (a prine
broker), clearing agent, and clearing broker all are CNS eligible.

(2) Wien a DTC eligible trade subsequently becones ineligible
for settling at DTC, the trade is resent to IM5S by Orego with an
indicator that it is nowlneligible (I M status updated to
ineligible). A trade may becone ineligible for DIC settl ement
processing if prior to settlenent date, the participant, security,
or 1D agent becone ineligible for DIC processing.

(3) If a previously sent DTC eligible trade changed to
ineligible beconmes eligible for settling at DIC, again, the trade is
re-sent to M5 by Orego with an indicator that it is noweligible
(I'M5 status is updated to eligible fromineligible).

DTC will charge the follow ng delivery fees for LM Ts:

$0.17 (current “~“night DO' fee) if authorized by the
partici pant before the night cycle.

$0.45 (current “~“day DO' fee) if authorized by the
participant after the night cycle.
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$0. 006 per delivery (current |IMS delivery fee) for every
trade that is processed through the I M5 authorization profile.
Participants that currently submt nachi ne-readabl e aut hori zati on/
exenption instructions can choose to continue to process their Ongeo
deliveries as they do today. The proposed change is scheduled to be
i mpl emented i n Novenber 2006.

I'1'l. Discussion

Section 19(b) of the Act directs the Commi ssion to approve a
proposed rul e change of a self-regulatory organization if it finds that
such proposed rul e change is consistent with the requirenments of the
Act and the rules and regul ations thereunder applicable to such
organi zation. Section 17A(b)(3)(F) of the Act requires that the rules
of a clearing agency be designed to prombte the pronpt and accurate
cl earance and settlenent of securities transactions.\5 The Commi ssion
finds that DTC s proposed rule change is consistent with this
requi rement because it should pronote the pronpt and accurate clearance
and settlenment of securities transactions by enhancing the I M
interface with Ongeo to accept eligible affirned trades from Omgeo's
TradeSuite systemin real-tinme and to accept late affirned trades into
IMS for autonmated settlenment at DIC. In addition, the proposed rule
change shoul d provide for the equitable allocation of reasonabl e dues,
fees, and other charges anong DTC s nenbers as required by Section
17A(b) (3) (D). \ 6\

\5\ 15 U.S.C. 78g-1(b)(3)(F).
\6\ 15 U.S.C. 78g-1(b)(3)(D).

I'V. Concl usion

On the basis of the foregoing, the Commission finds that the
proposed rul e change is consistent with the requirements of the Act and
in particular Section 17A of the Act and the rules and regul ati ons
t her eunder .

It is therefore ordered, pursuant to Section 19(b)(2) of the Act,
that the proposed rule change (File No. SR-DTC- 2006-11) be and hereby
is approved.

For the Conmission by the Division of Market Regul ation,
pursuant to del egated authority.\7\

Nancy M Morri s,
Secretary.
[ FR Doc. E6-18958 Filed 11-8-06; 8:45 ani
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