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1.

Text of the Proposed Rule Change
(a) Pursuant to the provisions of Section 19(b)(1) of the Securities Exchange Act

of 1934 (“Act”),1 Financial Industry Regulatory Authority, Inc. (“FINRA”) is filing with
the Securities and Exchange Commission (“SEC” or “Commission”) a proposed rule
change to establish an implementation date for certain trade modifiers required on trade
reports to the Transaction Reporting and Compliance Engine (“TRACE”) involving U.S.
Treasury Securities.
The proposed rule change does not make any changes to the text of FINRA rules.
(b) Not applicable.
(c) Not applicable.
2.

Procedures of the Self-Regulatory Organization
At its meeting on July 15, 2016, the FINRA Board of Governors authorized the

filing of the proposed rule change with the SEC. No other action by FINRA is necessary
for the filing of the proposed rule change.
FINRA has filed the proposed rule change for immediate effectiveness. The
implementation date will be February 5, 2018.
3.

Self-Regulatory Organization’s Statement of the Purpose of, and Statutory
Basis for, the Proposed Rule Change
(a)

Purpose

On October 18, 2016, the Commission approved a proposed rule change to
require FINRA members to report certain transactions in U.S. Treasury Securities to

1

15 U.S.C. 78s(b)(1).
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TRACE.2 The new rules included two new trade modifiers, which are described below,
for use on certain types of trades in U.S. Treasury Securities reported to TRACE. On
October 19, 2016, FINRA announced that the reporting requirements would be
implemented beginning July 10, 2017; however, FINRA noted that, although the two new
trade modifiers could be used by members when reporting trades beginning on July 10,
2017, FINRA would announce at a later time when the modifiers would be required.3
The current proposed rule change establishes February 5, 2018, as the implementation
date for the two new modifiers.
The Original Filing amended the TRACE rules to require that transactions in U.S.
Treasury Securities, as defined in Rule 6710, be reported to TRACE. To effectuate this
requirement, the Original Filing amended the definition of “TRACE-Eligible Security” to
include U.S. Treasury Securities and amended the definition of “U.S. Treasury Security”
to exclude savings bonds. The term “U.S. Treasury Securities” therefore includes
Treasury bills, notes, and bonds, as well as separate principal and interest components of
a U.S. Treasury Security separated pursuant to the Separate Trading of Registered
Interest and Principal of Securities (STRIPS) program operated by the Treasury Dept.4
2

See Securities Exchange Act Release No. 79116 (October 18, 2016), 81 FR 73167
(October 24, 2016) (Notice of Filing of Amendment No. 1 and Order Granting
Accelerated Approval of File No. SR-FINRA-2016-027) (“Original Filing”). The
Original Filing stated that the implementation date for the new rules would be no
later than 365 days following Commission approval. FINRA is filing the current
proposed rule change to extend the implementation date for the trade modifiers
beyond the 365-day period set forth in the Original Filing.

3

See Regulatory Notice 16-39 (October 2016).

4

The STRIPS program is a program operated by the Treasury Dept. under which
eligible securities are authorized to be separated into principal and interest
components and transferred separately. See 31 CFR 356.2; see generally 31 CFR
356.31 (providing details on how the STRIPS program works).
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The Original Filing also included amendments to Rule 6730 to require the use of
two new modifiers, when applicable, to reported transactions in U.S. Treasury Securities.
When proposing the rule, FINRA noted that transactions in U.S. Treasury Securities that
are executed as part of larger trading strategies can often be priced away from the current
market for legitimate reasons.5 FINRA therefore adopted two new modifiers to require
members to indicate that particular transactions are part of larger trading strategies.
First, the amendments require that members append a “.B” modifier to a trade
report if the transaction being reported is part of a series of transactions where at least one
of the transactions involves a futures contract (e.g., a “basis” trade). Second, the
amendments require that members append a “.S” modifier to a trade report if the
transaction being reported is part of a series of transactions and may not be priced based
on the current market (e.g., a fixed price transaction in an “on-the-run” security as part of
a transaction in an “off-the-run” security).
FINRA noted that the use of these modifiers on TRACE trade reports involving
U.S. Treasury Securities will allow FINRA to better understand and evaluate execution
prices for specific transactions that may otherwise appear aberrant if, for example, they
are significantly outside of the price range for that security at that time. Among other
things, these modifiers should reduce the number of false positive results that could be
generated through automated surveillance patterns that include the price as part of the
pattern.

5

See Securities Exchange Act Release No. 78359 (July 19, 2016), 81 FR 48465,
48468 (July 25, 2016) (Notice of Filing of SR-FINRA-2016-027).
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As noted above, the new TRACE reporting requirements for U.S. Treasury
Securities are scheduled to be implemented beginning July 10, 2017,6 and the proposed
rule change establishes February 5, 2018, as the implementation date for the two new
modifiers.
As noted in Item 2 of this filing, FINRA has filed the proposed rule change for
immediate effectiveness. The implementation date will be February 5, 2018.
(b)

Statutory Basis

FINRA believes that the proposed rule change is consistent with the provisions of
Section 15A(b)(6) of the Act,7 which requires, among other things, that FINRA rules
must be designed to prevent fraudulent and manipulative acts and practices, to promote
just and equitable principles of trade, and, in general, to protect investors and the public
interest. Based on discussions with multiple FINRA members, FINRA believes that
providing members with an additional six months after the implementation of the new
TRACE requirements to report transactions in U.S. Treasury Securities to report the trade
modifiers on applicable transactions will give them sufficient time to program systems to
comply with the requirement.
4.

Self-Regulatory Organization’s Statement on Burden on Competition
FINRA does not believe that the proposed rule change will result in any burden

on competition that is not necessary or appropriate in furtherance of the purposes of the
Act.

6

See Regulatory Notice 16-39 (October 2016).

7

15 U.S.C. 78o-3(b)(6).
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As noted in the Original Filing, the new modifiers may introduce additional
complexity to the proposed reporting, as traders at FINRA-member firms must apply the
modifiers correctly and consistently to ensure meaningful data collection. FINRA noted
that, in discussions with market participants, larger firms, for example, indicated that U.S.
Treasury Securities are typically traded across many desks within the firm and this
increases compliance costs because the new modifiers need to be identified by individual
traders, as they are uniquely situated to know whether a specific trade is associated with a
cross-instrument strategy that would require the modifier.8 Some firms also suggested
that it may be difficult for a trader to know at the time of a trade whether it is part of a
cross-instrument strategy, thus increasing complexity and their regulatory risk. When
proposing the requirements, FINRA noted that it planned to phase in the modifiers to
simplify the immediate implementation of the proposed rule change and provide firms
additional time to make the necessary changes to implement the new modifiers.9 The
proposed rule change is consistent with these representations and provides firms with
additional time after they begin reporting transactions in U.S. Treasury Securities to
TRACE to implement the requirement to append modifiers if applicable.
5.

Self-Regulatory Organization’s Statement on Comments on the Proposed
Rule Change Received from Members, Participants, or Others
Written comments were neither solicited nor received.

6.

Extension of Time Period for Commission Action
Not applicable.

8

See Securities Exchange Act Release No. 78359 (July 19, 2016), 81 FR 48465,
48471 (July 25, 2016).

9

See id. at 48469, n.25; see also Original Filing, supra note 2, at 73170.

Page 8 of 17
7.

Basis for Summary Effectiveness Pursuant to Section 19(b)(3) or for
Accelerated Effectiveness Pursuant to Section 19(b)(2) or Section 19(b)(7)(D)
The proposed rule change is effective upon filing pursuant to Section 19(b)(3) of

the Act10 and paragraph (f)(6) of Rule 19b-4 thereunder,11 in that the proposed rule
change does not significantly affect the protection of investors or the public interest; does
not impose any significant burden on competition; and does not become operative for 30
days after filing or such shorter time as the Commission may designate. The proposed
rule change does not amend FINRA rules and only provides additional time for members
to comply with the new requirement to include, when applicable, modifiers on reports to
TRACE of transactions in U.S. Treasury Securities. As noted above, based on
discussions with multiple members, FINRA believes that providing members with this
additional time to report the trade modifiers on applicable transactions will give them
sufficient time to program their systems to comply with the requirement.
8.

Proposed Rule Change Based on Rules of Another Self-Regulatory
Organization or of the Commission
Not applicable.

9.

Security-Based Swap Submissions Filed Pursuant to Section 3C of the Act
Not applicable.

10.

Advance Notices Filed Pursuant to Section 806(e) of the Payment, Clearing
and Settlement Supervision Act
Not applicable.

10

15 U.S.C. 78s(b)(3).

11

17 CFR 240.19b-4(f)(6).
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11.

Exhibits
Exhibit 1. Completed notice of proposed rule change for publication in the

Federal Register.
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EXHIBIT 1
SECURITIES AND EXCHANGE COMMISSION
(Release No. 34; File No. SR-FINRA-2017-018)

Self-Regulatory Organizations; Financial Industry Regulatory Authority, Inc.; Notice of
Filing and Immediate Effectiveness of a Proposed Rule Change Relating to the
Implementation Date for Trade Modifiers When Reporting Transactions in U.S. Treasury
Securities
Pursuant to Section 19(b)(1) of the Securities Exchange Act of 1934 (“Act”)1 and
Rule 19b-4 thereunder,2 notice is hereby given that on

, Financial

Industry Regulatory Authority, Inc. (“FINRA”) filed with the Securities and Exchange
Commission (“SEC” or “Commission”) the proposed rule change as described in Items I,
II, and III below, which Items have been prepared by FINRA. FINRA has designated the
proposed rule change as constituting a “non-controversial” rule change under paragraph
(f)(6) of Rule 19b-4 under the Act,3 which renders the proposal effective upon receipt of
this filing by the Commission. The Commission is publishing this notice to solicit
comments on the proposed rule change from interested persons.
I.

Self-Regulatory Organization’s Statement of the Terms of Substance of the
Proposed Rule Change
FINRA is proposing to establish an implementation date for certain trade

modifiers required on trade reports to the Transaction Reporting and Compliance Engine
(“TRACE”) involving U.S. Treasury Securities. The proposed rule change does not
make any changes to the text of FINRA rules.

1

15 U.S.C. 78s(b)(1).

2

17 CFR 240.19b-4.

3

17 CFR 240.19b-4(f)(6).
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II.

Self-Regulatory Organization’s Statement of the Purpose of, and Statutory Basis
for, the Proposed Rule Change
In its filing with the Commission, FINRA included statements concerning the

purpose of and basis for the proposed rule change and discussed any comments it
received on the proposed rule change. The text of these statements may be examined at
the places specified in Item IV below. FINRA has prepared summaries, set forth in
sections A, B, and C below, of the most significant aspects of such statements.
A.

Self-Regulatory Organization’s Statement of the Purpose of, and Statutory
Basis for, the Proposed Rule Change

1.

Purpose

On October 18, 2016, the Commission approved a proposed rule change to
require FINRA members to report certain transactions in U.S. Treasury Securities to
TRACE.4 The new rules included two new trade modifiers, which are described below,
for use on certain types of trades in U.S. Treasury Securities reported to TRACE. On
October 19, 2016, FINRA announced that the reporting requirements would be
implemented beginning July 10, 2017; however, FINRA noted that, although the two new
trade modifiers could be used by members when reporting trades beginning on July 10,
2017, FINRA would announce at a later time when the modifiers would be required.5

4

See Securities Exchange Act Release No. 79116 (October 18, 2016), 81 FR 73167
(October 24, 2016) (Notice of Filing of Amendment No. 1 and Order Granting
Accelerated Approval of File No. SR-FINRA-2016-027) (“Original Filing”). The
Original Filing stated that the implementation date for the new rules would be no
later than 365 days following Commission approval. FINRA is filing the current
proposed rule change to extend the implementation date for the trade modifiers
beyond the 365-day period set forth in the Original Filing.

5

See Regulatory Notice 16-39 (October 2016).
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The current proposed rule change establishes February 5, 2018, as the implementation
date for the two new modifiers.
The Original Filing amended the TRACE rules to require that transactions in U.S.
Treasury Securities, as defined in Rule 6710, be reported to TRACE. To effectuate this
requirement, the Original Filing amended the definition of “TRACE-Eligible Security” to
include U.S. Treasury Securities and amended the definition of “U.S. Treasury Security”
to exclude savings bonds. The term “U.S. Treasury Securities” therefore includes
Treasury bills, notes, and bonds, as well as separate principal and interest components of
a U.S. Treasury Security separated pursuant to the Separate Trading of Registered
Interest and Principal of Securities (STRIPS) program operated by the Treasury Dept.6
The Original Filing also included amendments to Rule 6730 to require the use of
two new modifiers, when applicable, to reported transactions in U.S. Treasury Securities.
When proposing the rule, FINRA noted that transactions in U.S. Treasury Securities that
are executed as part of larger trading strategies can often be priced away from the current
market for legitimate reasons.7 FINRA therefore adopted two new modifiers to require
members to indicate that particular transactions are part of larger trading strategies.
First, the amendments require that members append a “.B” modifier to a trade
report if the transaction being reported is part of a series of transactions where at least one
of the transactions involves a futures contract (e.g., a “basis” trade). Second, the

6

The STRIPS program is a program operated by the Treasury Dept. under which
eligible securities are authorized to be separated into principal and interest
components and transferred separately. See 31 CFR 356.2; see generally 31 CFR
356.31 (providing details on how the STRIPS program works).

7

See Securities Exchange Act Release No. 78359 (July 19, 2016), 81 FR 48465,
48468 (July 25, 2016) (Notice of Filing of SR-FINRA-2016-027).
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amendments require that members append a “.S” modifier to a trade report if the
transaction being reported is part of a series of transactions and may not be priced based
on the current market (e.g., a fixed price transaction in an “on-the-run” security as part of
a transaction in an “off-the-run” security).
FINRA noted that the use of these modifiers on TRACE trade reports involving
U.S. Treasury Securities will allow FINRA to better understand and evaluate execution
prices for specific transactions that may otherwise appear aberrant if, for example, they
are significantly outside of the price range for that security at that time. Among other
things, these modifiers should reduce the number of false positive results that could be
generated through automated surveillance patterns that include the price as part of the
pattern.
As noted above, the new TRACE reporting requirements for U.S. Treasury
Securities are scheduled to be implemented beginning July 10, 2017,8 and the proposed
rule change establishes February 5, 2018, as the implementation date for the two new
modifiers.
FINRA has filed the proposed rule change for immediate effectiveness. The
implementation date will be February 5, 2018.
2.

Statutory Basis

FINRA believes that the proposed rule change is consistent with the provisions of
Section 15A(b)(6) of the Act,9 which requires, among other things, that FINRA rules
must be designed to prevent fraudulent and manipulative acts and practices, to promote
8

See Regulatory Notice 16-39 (October 2016).

9

15 U.S.C. 78o-3(b)(6).
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just and equitable principles of trade, and, in general, to protect investors and the public
interest. Based on discussions with multiple FINRA members, FINRA believes that
providing members with an additional six months after the implementation of the new
TRACE requirements to report transactions in U.S. Treasury Securities to report the trade
modifiers on applicable transactions will give them sufficient time to program systems to
comply with the requirement.
B.

Self-Regulatory Organization’s Statement on Burden on Competition

FINRA does not believe that the proposed rule change will result in any burden
on competition that is not necessary or appropriate in furtherance of the purposes of the
Act.
As noted in the Original Filing, the new modifiers may introduce additional
complexity to the proposed reporting, as traders at FINRA-member firms must apply the
modifiers correctly and consistently to ensure meaningful data collection. FINRA noted
that, in discussions with market participants, larger firms, for example, indicated that U.S.
Treasury Securities are typically traded across many desks within the firm and this
increases compliance costs because the new modifiers need to be identified by individual
traders, as they are uniquely situated to know whether a specific trade is associated with a
cross-instrument strategy that would require the modifier.10 Some firms also suggested
that it may be difficult for a trader to know at the time of a trade whether it is part of a
cross-instrument strategy, thus increasing complexity and their regulatory risk. When
proposing the requirements, FINRA noted that it planned to phase in the modifiers to
simplify the immediate implementation of the proposed rule change and provide firms
10

See Securities Exchange Act Release No. 78359 (July 19, 2016), 81 FR 48465,
48471 (July 25, 2016).
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additional time to make the necessary changes to implement the new modifiers.11 The
proposed rule change is consistent with these representations and provides firms with
additional time after they begin reporting transactions in U.S. Treasury Securities to
TRACE to implement the requirement to append modifiers if applicable.
C.

Self-Regulatory Organization’s Statement on Comments on the Proposed
Rule Change Received from Members, Participants, or Others

Written comments were neither solicited nor received.
III.

Date of Effectiveness of the Proposed Rule Change and Timing for Commission
Action
Because the foregoing proposed rule change does not: (i) significantly affect the

protection of investors or the public interest; (ii) impose any significant burden on
competition; and (iii) become operative for 30 days from the date on which it was filed,
or such shorter time as the Commission may designate, it has become effective pursuant
to Section 19(b)(3)(A) of the Act12 and Rule 19b-4(f)(6) thereunder.13
At any time within 60 days of the filing of the proposed rule change, the
Commission summarily may temporarily suspend such rule change if it appears to the
Commission that such action is necessary or appropriate in the public interest, for the
protection of investors, or otherwise in furtherance of the purposes of the Act. If the
Commission takes such action, the Commission shall institute proceedings to determine
whether the proposed rule should be approved or disapproved.

11

See id. at 48469, n.25; see also Original Filing, supra note 2, at 73170.

12

15 U.S.C. 78s(b)(3)(A).

13

17 CFR 240.19b-4(f)(6).
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IV.

Solicitation of Comments
Interested persons are invited to submit written data, views and arguments

concerning the foregoing, including whether the proposed rule change is consistent with
the Act. Comments may be submitted by any of the following methods:
Electronic Comments:


Use the Commission’s Internet comment form
(http://www.sec.gov/rules/sro.shtml); or



Send an e-mail to rule-comments@sec.gov. Please include File Number
SR-FINRA-2017-018 on the subject line.

Paper Comments:


Send paper comments in triplicate to Robert W. Errett, Deputy Secretary,
Securities and Exchange Commission, 100 F Street, NE, Washington, DC
20549-1090.

All submissions should refer to File Number SR-FINRA-2017-018. This file number
should be included on the subject line if e-mail is used. To help the Commission process
and review your comments more efficiently, please use only one method. The
Commission will post all comments on the Commission’s Internet website
(http://www.sec.gov/rules/sro.shtml). Copies of the submission, all subsequent
amendments, all written statements with respect to the proposed rule change that are filed
with the Commission, and all written communications relating to the proposed rule
change between the Commission and any person, other than those that may be withheld
from the public in accordance with the provisions of 5 U.S.C. 552, will be available for
website viewing and printing in the Commission’s Public Reference Room, 100 F Street,
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NE, Washington, DC 20549, on official business days between the hours of 10 a.m. and 3
p.m. Copies of such filing also will be available for inspection and copying at the
principal office of FINRA. All comments received will be posted without change; the
Commission does not edit personal identifying information from submissions. You
should submit only information that you wish to make available publicly. All
submissions should refer to File Number SR-FINRA-2017-018 and should be submitted
on or before [insert date 21 days from publication in the Federal Register].
For the Commission, by the Division of Trading and Markets, pursuant to
delegated authority.14

Robert W. Errett
Deputy Secretary

14

17 CFR 200.30-3(a)(12).

