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The appropriate segregation of customer funds and assets and associated
acknowledgment documentation, including the acknowledgment Iletters
required under §§ 1.20 and/or 22.5, as applicable, for each bank or trust
company that Applicant will use for the deposit of customer funds and assets;
and

Requirements or restrictions regarding commingling customer funds and
assets with proprietary funds and assets, obligating customer funds and assets
for any purpose other than to purchase, clear, and settle the products Applicant
is clearing, procedures regarding customer funds and assets which are subject
to cross-margin or similar agreements, and any other aspects of the
segregation of customer funds and assets.

c. Investment standards — Provide as Exhibit F-3, documents that demonstrate:
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Policies and procedures to ensure that funds and assets belonging to clearing
members and their customers would only be invested in instruments with
minimal credit, market, and liquidity risks, and that any investment of
customer funds or assets would comply with the requirements of § 1.25; and

How Applicant will obtain and keep associated records and data regarding the
details of such investments.

EXHIBIT G — DEFAULT RULES AND PROCEDURES

e Attach as Exhibit G, documents that demonstrate compliance with the default rules and
procedures requirements set forth in § 39.16 of the Commission’s regulations, including but not

limited to:

a. Default Management Plan — Applicant must provide a copy of its written default

management plan which must contain all of the information required by § 39.16(b),
along with Applicant’s most recently documented results of a test of its default
management plan.

b. Definition of default — Applicant must describe or otherwise document:

(M

@

©)

The events (activities, lapses, or situations) that will constitute a clearing
member default;

What action Applicant can take upon a default and how Applicant will
otherwise enforce the rules applicable in the event of default, including the
steps and the sequence of the steps that will be followed. Identify whether a
Default Management Committee exists and, if so, its role in the default
process; and

An example of a hypothetical default scenario and the results of the default
management process used in the scenario.

c¢. Remedial action — Applicant must describe or otherwise document:
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The authority and methods by which Applicant may take appropriate action in
the event of the default of a clearing member which may include, among other
things, liquidating positions, hedging, auctioning, allocating (including any
obligations of clearing members to participate in auctions or to accept
allocations), and transferring of customer accounts to another clearing member
(including an explanation of the movement of positions and collateral on
deposit); and



