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Chapter | - Definitions
RULE 101 - Definitions

Unless the context otherwise requires, for all purposes of these rules, the terms herein shall have
the meanings given them in Article | of the By-Laws of the Corporation or as set forth below:

M.

Reserved-Minimum Corporate Contribution

(1) The term “Minimum Corporate Contribution” shall mean the minimum level of OCC funds
maintained exclusively to cover credit losses or liquidity shortfalls. The Minimum Corporate
Contribution is determined by the Board from time to time.

Chapter X - Clearing Fund Contributions

RULE 1006 - Purpose and Use of Clearing Fund

(a) Conditions for Clearing Fund Use. The Clearing Fund may be used to make good losses or
expenses suffered by the Corporation, or losses suffered by the Clearing Fund resulting from
borrowings pursuant to the authority in Rule 1006(f), (i) as a result of the failure of any Clearing
Member to discharge duly any obligation on or arising from any confirmed trade accepted by the
Corporation, (ii) as a result of the failure of any Clearing Member (including any Appointed
Clearing Member) or of CDS to perform its obligations (including its obligations to the
correspondent clearing corporation) under or arising from any exercised or assigned option
contract or matured future or any other contract or obligation issued, undertaken, or guaranteed
by the Corporation or in respect of which the Corporation is otherwise liable, (iii) as a result of the
failure of any Clearing Member to perform any of its obligations to the Corporation in respect of
the stock loan and borrow positions of such Clearing Member, (iv) in connection with any
liquidation of a Clearing Member’s open positions, (v) in connection with protective transactions
effected for the account of the Corporation pursuant to Chapter Xl of the Rules, (vi) as a result of
the failure of any Clearing Member to make any other required payment or render any other
required performance, (vii) as a result of the failure of any bank or securities or commodities
clearing organization to perform its obligations to the Corporation for reasons specified in
paragraph (c) of this Rule 1006, or (viii) as a result of a borrowing by the Corporation for liquidity
needs for same day settlement pursuant to the authority in Rule 1006(f). Notwithstanding the
foregoing, in the event that the Corporation performs a Voluntary Tear-Up or a Partial Tear-Up
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pursuant to Rule 1111, the Clearing Fund may be used to provide compensation to non-
defaulting Clearing Members and their customers as a means of re-allocating the losses, costs
and fees imposed upon them as a result of such Voluntary Tear-Up or Partial Tear-Up, but only to
the extent that such losses, costs and fees can be reasonably determined by the Corporation.

(b) Clearing Member Failures. (i) Upon occurrence of any of the events described in clauses (i)
through (vi) of paragraph (a) of this Rule, the Corporation shall (after appropriate application of
other funds in the accounts of the Clearing Member) apply the Clearing Member’s Clearing Fund
contribution to the discharge of the obligation, the reimbursement of such loss or expense, or the
making of such payment or the funding of the performance, as applicable. If the sum of all such
obligations, losses or expenses, and payments exceeds the sum of the amount of the Clearing
Member’s total Clearing Fund contribution and the amount of the other funds of the Clearing
Member available to the Corporation, and if the Clearing Member fails to pay the Corporation the
amount of any such deficiency on demand, the amount of the deficiency shall be first, funded by
the Corporation’sretained-earnings-Minimum Corporate Contribution in accordance with
paragraph (e) of this Rule; and next funded by the Corporation’s liquid net assets funded by
equity in excess of 110% of the Target Capital Requirement in accordance with paragraph (e) of
this Rrule; and next, paid out of the Clearing Fund and the EDCP Unvested Balance and charged
on a proportionate basis against the sum of the EDCP Unvested Balance and all other Clearing
Members’ required contributions as calculated at the time, but the Clearing Member who failed to
pay the deficiency shall remain liable to the Corporation for the full amount of such deficiency until
repayment thereof by such Clearing Member.

(ii) If the Corporation performs a Voluntary Tear-Up or a Partial Tear-Up pursuant to Rule 1111,
then, the Corporation may elect to proportionately charge the Clearing Fund and EDCP Unvested
Balance in the amount(s) the Corporation reasonably determines necessary to compensate non-
defaulting Clearing Members and their customers for the losses, costs or fees imposed upon
them as a direct result of such Voluntary Tear-Up or Partial Tear-Up, but only to the extent that
such losses, costs and fees can be reasonably determined by the Corporation.

(iii) For purposes of this Rule 1006(b), the share of any Clearing Fund loss or deficiency shall be
borne pro rata by each Clearing Member (other than the suspended Clearing Member(s)) and the
EDCP Unvested Balance. The percentage attributed to each shall be a fraction, the numerator of
which shall be the sum of the fixed amount and variable amount calculated pursuant to Rule 1003
for such Clearing Member (or its initial contribution if applicable) or the EDCP Unvested Balance
amount, as applicable, and the denominator of which shall be the sum of the EDCP Unvested
Balance and fixed amounts, variable amounts and any initial contributions across all Clearing
Members (other than suspended Clearing Member(s)).

(c) Bank or Clearing Organization Failures. (i) If any bank or securities or commodities clearing
organization shall fail to perform any obligation to the Corporation when due because of its
bankruptcy, insolvency, receivership, suspension of operations, or any similar event, and the
Corporation shall sustain a loss (whether directly or as a trustee, custodian, or secured party) by
reason thereof that is not recoverable out of the Clearing Fund pursuant to paragraph (b), the
Corporation may, in its discretion, reimburse itself for such loss out of the Clearing Fund pursuant
to this paragraph (c), and the amount of any such reimbursement shall be charged
proportionately against all Clearing Members’ required contributions to the Clearing Fund as
calculated at the time.

(i) With respect to any borrowing by the Corporation for liquidity needs for same day settlement
pursuant to the authority in paragraph (e) of this Rule, if such borrowing remains outstanding for a
period of less than thirty days, the Corporation may, in its discretion, consider such amount an
actual loss to the Clearing Fund and the amount of any such loss shall be charged
proportionately against all Clearing Members' required contributions to the Clearing Fund as
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calculated at the time, provided however, that if such borrowing remains outstanding on the
thirtieth day, the Corporation shall consider such amount an actual loss to the Clearing Fund and
the amount of any such loss shall be charged proportionately against all Clearing Members'
required contributions to the Clearing Fund as calculated at the time.

(iii) For purposes of this Rule 1006(c), the share of any deficiency to be borne by each Clearing
Member (other than the suspended Clearing Member(s)) shall be a fraction, the numerator of
which shall be the sum of the fixed amount and variable amount calculated pursuant to Rule 1003
for such Clearing Member (or its initial contribution if applicable) and the denominator of which
shall be the sum of the fixed amounts, variable amounts and any initial contributions across all
Clearing Members (other than the suspended Clearing Member(s)). To the extent that a loss
resulting from any of the events referred to in this paragraph is recoverable out of the Clearing
Fund pursuant to paragraph (b), the provisions of paragraph (b) shall control, and this paragraph
(c) shall be inapplicable.

(d) Notice of Charges. Whenever any proportionate charge is made against Clearing Members’
contributions to the Clearing Fund, the Corporation shall promptly notify all Clearing Members of
the amount of the charge and the reasons therefor. For the purposes of paragraphs (b) through
(d), the amount of any loss sustained by the Corporation shall be determined without reference to
the possibility of any subsequent recovery in respect thereof, through insolvency proceedings or
otherwise, but the net amount of any such recovery shall be applied in accordance with
paragraph (h).

(e) Use of Earnings. (i) In advance of charging a loss or deficiency proportionately to the Clearing
Fund required contributions of non-defaulting Clearing Members and the EDCP Unvested
Balance pursuant to paragraph (b) of this Rule 1006, the Corporation will charge such loss or
deficiency first against the Corpeoration’s-current-and-retained-earnings-Minimum Corporate
Contribution, and next against the Corporation’s liquid net assets funded by equity that are
greater than 110% of its Target Capital Requirement.

(i) Notwithstanding the provisions of paragraph (c), in lieu of charging a loss or deficiency
proportionately to the Clearing Fund required contributions of non-defaulting Clearing Members
pursuant thereto, the Corporation may, in its discretion, elect to charge such loss or deficiency in
whole or in part against the Cerporation’s-cutrent-earnings-orretained-earnings-Minimum
Corporate Contribution or the Corporation’s liquid net assets funded by equity that are greater
than 110% of its Target Capital Requirement. If such charge is made against current earnings,

such charge shall be deemed a refund of clearing fees to the non-defaulting Clearing Members to
whose Clearing Fund contributions the loss or deficiency would otherwise have been charged,
and in that case the Corporation shall notify each such Clearing Member of the aggregate amount
of the charge against current earnings, the reasons therefor, and the amount deemed to have
been refunded to such Clearing Member.

For purposes of determlnlnq the amount avallable to cover a Ioss or deficiency under paraqraphs
(e)(i) or (e)(ii), the Corporation’s liguid net assets funded by equity shall be determined based on
the Corporation’s unaudited financial statements at the close of the calendar month immediately
preceding the occurrence of such loss or deficiency, less an amount equal to the aggregate of all
refunds of clearing fees made or authorized to be made or deemed to have been made forsuch
fiseabyearduring the fiscal year in which a loss or deficiency occurs if the refund is not reflected
on such unaudited financial statements. In no event shall OCC be required to contribute an
amount that would cause OCC'’s liquid net assets funded by equity to fall below 110% of the
Target Capital Requirement at the time charged.
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(iv) If the Corporation charges a deficiency in a Clearing Member’s Clearing Fund contribution
against the Ceorporation’s-current-earnings-orretained-earningsMinimum Corporate Contribution
or the Corporation’s liquid net assets funded by equity that are greater than 110% of its Target
Capital Requirement, Member shall remain liable to the Corporation for the full amount of such
deficiency until repayment thereof by such Clearing Member.

(v) The Minimum Corporate Contribution shall be reduced to the remaining unused portion of the
Minimum Corporate Contribution for a period of 270 calendar days after each loss chargeable
under paragraph (e)(i). The Corporation shall notify Clearing Members of any such reduction to
the Minimum Corporate Contribution.




