(2)  Actions taken by a clearing member or other events that would put a clearing
member on Applicant’s “watch list” or similar device.

Process to address shortfalls — Applicant must describe or otherwise document:

(1)  Procedures for the prompt application of Applicant and/or clearing member
financial resources to address monetary shortfalls resulting from a default;

(2) How Applicant will make publicly available its default rules including a
description of the priority of application of financial resources in the event of
default (i.e., the “waterfall”); and

(3) How Applicant will take timely action to contain losses and liquidity pressures
and to continue to meet each obligation of Applicant.

Use of cross-margin programs — Describe or otherwise document, as applicable, how
cross-margining programs will provide for fair and efficient means of covering
losses in the event of a default of any clearing member participating in the program.

Customer priority rule — Describe or otherwise document rules and procedures
regarding priority of customer accounts over proprietary accounts of defaulting
clearing members and, where applicable, specifically in the context of specialized
margin reduction programs such as cross-margining or common banking
arrangements with other derivatives clearing organizations, clearing agencies,
financial market utilities, or foreign entities that perform similar functions.

EXHIBIT H— RULE ENFORCEMENT

e Attach as Exhibit H, documents that demonstrate compliance with the rule enforcement
requirements set forth in § 39.17 of the Commission’s regulations, including but not limited to:

a.

C.

Surveillance — Describe or otherwise document arrangements and resources for the
effective monitoring of compliance with Applicant’s rules.

Enforcement — Describe or otherwise document:

(1)  Arrangements and resources for enforcing compliance with Applicant’s rules
and addressing instances of non-compliance, including disciplinary tools such
as limiting, suspending, or terminating a clearing member’s access or member
privileges; and

(2) The standards and any procedural protections Applicant will follow in
imposing any such enforcement measure.

Dispute resolution — Describe or otherwise document arrangements and resources for
resolution of disputes between clearing members and Applicant.

EXHIBIT I — SYSTEM SAFEGUARDS

e Attach as Exhibit I, documents that demonstrate compliance with the system safeguards
requirements set forth in § 39.18 of the Commission’s regulations, including but not limited to:

a.

A description of Applicant’s program of risk analysis and oversight with respect to
its operations and automated systems. This program must be designed to ensure
daily processing, clearing, and settlement of transactions and address each of the
following categories of risk:

(1)  Information security;



