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The Options Clearing Corporation (“OCC” or the “Corporation”) proposes to
amend its by-laws and rules as set forth below. Material proposed to be added is marked by

underlining. Material proposed to be deleted is enclosed in brackets.

THE OPTIONS CLEARING CORPORATION

RULES

doki

”Cl?napteir XI

Suspension of a Clearing Member

dk¥

Creation of Liquidating Settlement Account

RULE 1104. (a)  Upon the suspension of a Clearing Member, the
Corporation shall promptly convert to cash, in the most orderly manner practicable, including,
but not limited to, a private auction, all margins deposited with the Corporation by such Clearing
Member in all accounts (excluding securities held in a specific deposit or escrow deposit) and all
of such Clearing Member’s contributions to the Clearing Fund; provided, however, that (i) cash
derived from margin deposited in respect of segregated futures accounts (including any
segregated futures professional account) shall not be commingled with any other cash, and may
be applied only to the obligations of such segregated futures accounts, and (ii) if the issuer of a
letter of credit deposited by such Clearing Member pursuant to Rule 604(c) shall agree in writing
to extend the irrevocability of its commitment thereunder in a manner satisfactory to the
Corporation, the Corporation may, in lien of demanding immediate payment of the face amount
of such letter of credit, but reserving its right thereto, demand only such amounts as it may from
time to time deem necessary to meet anticipated disbursements from the Liquidating Settlement
Accounts provided for below. These and all other funds of the suspended Clearing Member
subject to the control of the Corporation, except proceeds of segregated long positions, funds
disposed of pursuant to Rules 1105 through 1107, and funds held in or payable to a segregated
futures account, shall be placed by the Corporation in a special account, to be known as the
Liquidating Settlement Account, in the name of the suspended Clearing Member, for the
purposes hereinafter specified. Funds held in or payable to segregated futures accounts, and only
such funds, shall be placed by the Corporation in a separate special account, to be known as the
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Segregated Liquidating Settlement Account, in the name of the suspended Clearing Member, for
the purposes herein specified. Funds obtained from the issuer of a letter of credit shall be
disbursed only after all other funds contained in the Liquidating Settlement Account, with the
exception of funds derived from the suspended Clearing Member’s contributions to the Clearing
Fund, have been exhausted, or in the case of a letter of credit indicating on its face that it is being
deposited to serve as margin for a segregated futures account, only after all other funds contained
in the Segregated Futures Liquidating Settlement Account, have been exhausted. In the event the
sum of (i) the proceeds from any restricted letter of credit held in a restricted lien account, (ii) the
proceeds from the closing out of positions and securities in a restricted lien account over which
the Corporation has a restricted lien as provided in Article VI, Section 3 of the By-Laws, (iii) the
proceeds from the closing out of exercised option contracts, matured futures and expired
BOUNDS in such restricted lien account, and (iv) the proceeds from the liquidation of securities
held as margin in such restricted lien account should exceed the amount withdrawn by the

Corporation from the Liquidating Settlement Account pursuant to Rules 1105 through 1107in. =~~~

respect of transactions or positions in such restricted lien account, the excess shall be remitted by
the Corporation to the suspended Clearing Member or its representative for distribution to the
persons entitled thereto in accordance with applicable law. In the event the sum of (i) the
proceeds from any restricted letter of credit held in segregated futures accounts, (ii) any variation
payments received from closing out long or short positions in futures in segregated futures
accounts, and (iii) the proceeds from the closing out of matured futures and long futures options
and commodity options positions in segregated futures accounts should exceed the amount
withdrawn by the Corporation from the Segregated Liquidating Settlement Account pursuant to
Rules 1105 through 1107 in respect of transactions or positions in all segregated futures
accounts, the excess shall be remitted by the Corporation to the suspended Clearing Member or
its representative for distribution to the persons entitled thereto in accordance with applicable
law. Notwithstanding the foregoing provisions of this rule, margin and all other funds of a
suspended Clearing Member in respect of sets of X-M accounts (other than such Clearing
Member’s contributions to the Clearing Fund) shall be subject to Rule 707 and the applicable
Participating CCO Agreement and not to this Rule.

(b)—(d) [No Change]

Item 2. Procedures of the Self-Regulatory Organization

The proposed rule change was approved by the Board of Directors of OCC at a

meeting held on May 13, 2011.

Questions regarding the proposed rule change should be addressed to Mr. Stephen

Szarmack, Vice President and Associate General Counsel, at (312) 322-4802.
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Item 3. Self-Regulatory Orgamization’s Statement of the Purpose of, and Statutory
Basis for, the Proposed Rule Change

The purpose of this rule change is to revise OCC’s rules to provide specific

authority for OCC to use an auction process as one of the possible means by which OCC may
liquidate a defaulting clearing member’s accounts. An auction is likely to be the most efficient
~and orderly procedure practicable for closing out clearing member portfolios in some

circumstances.

The liquidation of open long and short positions through exchange transactions is
an obvious means of closing out the positions of a defaulting member. However, auctions are
increasingly viewed as an efficient and cost effective alternative for liquidating some or all of a
clearing member’s positions and collateral, especially where the positions are very large or in
unstable market conditions. As compared to liquidating positions through exchange transactions,
an auction may usually be expected to result in a shorter liquidation period and reduced
execution risk. In the Lehman matter, clearinghouses such as LCH.Clearnet and CME Clearing
did liquidate certain derivatives positions through auctions.

Chapter XI of OCC’s Rules, which governs the liquidation of a clearing
member’s accounts in the event of an insolvency, provides that open positions of a clearing
member must be closed by OCC “in the most orderly manner practicable.” While OCC and its
counsel believe that this language is broad enough to authorize a private auction—i.e., an auction
limited to selected bidders—as a means of closing out open positions, OCC also believes that

explicit authorization for a private auction procedure could reduce the likelihood of a legal
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challenge should such a procedure be utilized.

* % %
The proposed change to OCC’s rules is consistent with Section 17A of the
Securities Exchange Act of 1934, as amended (the “Exchange Act”), because it is designed to
promote the prompt and accurate clearance and settlement of security transactions, and generally
protect investors and the public interest, by making more explicit OCC’s ability to use an auction

procedure to liquidate a defaulting clearing member’s accounts. The proposed rule change is not

 inconsistent with the existing rules of OCC, including any other rules proposed to be amended.

Item 4. Self-Regulatory Organization’s Statement on Burden on Competition

OCC does not believe that the proposed rule change would impose any burden on

competition.

Item 5. Self-Regulatory Organization’s Statement on Comments on the Proposed
Rule Change Received from Members, Participants or Others

Written comments were not and are not intended to be solicited with respect to the

proposed rule change and none have been received.

Item 6.

OCC does not consent to an extension of the time period for Commission action

on the proposed rufe change.
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Basis for Summary Effectiveness Pursuant to Section 19(b)(3) or for
Accelerated Effectiveness Pursuant to Section 19(b)(2)

Pursuant to Section 19(b)(3)(A) and Rule 19b-4(f)(1), the proposed rule change is

filed for immediate effectiveness inasmuch as it constitutes a stated policy, practice or

interpretation with respect to the meaning, administration or enforcement of an existing rule.

procedure that

Item 9.

~ The proposed rule change is merely designed to provide explicit authorization for a liquidation

OCC believes is implicitly authorized by Rule 1104(a) in its present form.

Proposed Rule Change Based on Rule of Ancther Self-Regulatory
Organization or of the Commission

Not applicable.

Exhibits
Exhibit 1. Completed Notice of Proposed Rule Change for publication in the

Federal Register.
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SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934, The Options

Clearing Corporation has caused this filing to be signed on its behalf by the undersigned

hereunto duly authorized.

THE OPTIONS CLEARING CORPORATION

By H 'MM\ M
s -
Stephen‘i Szarma\c'f(_)

Vice President and
Associate General Counsel
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EXHIBIT 1
SECURITIES AND EXCHANGE COMMISSION
(Release No. 34- ; File No. SR-OCC-2011-08

SELF-REGULATORY ORGANIZATION

Proposed Rule Change By
The Options Clearing Corporation

Relating to the Use of an Auction

‘Process as a Means by Which OCC ™~~~
May Liquidate a Defaulting Clearing

Member’s Accounts

Pursuant to Section 19(b)(1) of the Securities Exchange Act of 1934, 15 U.S.C. 78s(b)(1),

notice is hereby given that on , 2011, The Options Clearing Corporation

("OCC") filed with the Securities and Exchange Commission the proposed rule change as
described in Items I, II and III below, which Items have been prepared by the self-regulatory
organization. The Commission is publishing this notice to solicit comments on the proposed rule

change from interested persons.

L Self-Regulatory Organization's Statement of the
Terms of the Substance of the Proposed Rule Change

The proposed rule change would specifically state in the rules that OCC may use an
auction process as one of the possible means to liquidate a defaulting clearing member’s

accounts.
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IT. Self-Regulatory Organization's Statement of the Purpose

of, and Statutow Basis for, the Proposed Rule Change

In its filing with the Commission, the self-regulatory organization 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. The self—\regulatory organization has prepared summaries, set

forth in sections (A), (B), and (C) below, of the most significant aspects of such statements.

A.  Self-Regulatory Org

of, and Statutory Basis for, the ngosed Rule Change

The purpose of this rule change is to revise OCC’s rules to provide specific
authority for OCC to use an auction process as one of the possible means by which OCC may
liquidate a defaulting clearing member’s accounts. An auction is likely to be the most efficient
and orderly procedure practicable for closing out clearing member portfolios in some

circumstances.

The liquidation of open long and short positions through exchange transactions is
an obvious means of closing out the positions of a defaulting member. However, auctions are
increasingly viewed as an efficient and cost effective alternative for liquidating some or all of a
clearing member’s positions and collateral, especially where the positions are very large or in
unstable market conditions. As compared to liquidating positions through exchange transactions,
an auction may usually be expected to result in a shorter liquidation period and reduced
execution risk. In the Lehman matter, clearinghouses such as LCH.Clearnet and CME Clearing

did liquidate certain derivatives positions through auctions.
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Chapter XI’ of OCC’s Rules, which governs the liquidation of a clearing

member’s accounts in the event of an insolvency, provides that open positions of a clearing
member must be closed by OCC “in the most orderly manner practicable.” While OCC and its
counsel believe that this language is broad enough to authorize .a private auction—i.e., an auction
limited to selected bidders—as a means of closing out open positions, OCC also believes that
explicit authorization for a private auction procedure could reduce the likelihood of a legal

challenge should such a procedure be utilized.

T . A D

The proposed change to OCC’s rules is consistent with Section 17A of the
Securities Exchange Act of 1934, as amended (the “Exchange Act”), because it is designed to
promote the prompt and accurate clearance and settlement of security transactions, and generally
protect investors and the public interest, by making more explicit OCC’s ability to use an auction
procedure to liquidate a defaulting clearing member’s accounts. The proposed rule change is not

inconsistent with the existing rules of OCC, including any other rules proposed to be amended.

B. Self-Regulatory Organization's Statement on Burden on Competition

OCC does not believe that the proposed rule change would impose any burden on

competition.

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

Written comments were not and are not intended to be solicited with respect to the

proposed rule change and none have been received.
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IIT.  Date of Effectiveness of the Propesed Rule Change
and Timing for Commission Action

The foregoing rule change has become effective pursuant to Section 19(b)(3)(A) of the
Act and paragraph (f) of Rule 19b-4 thereunder. At any time within 60 days of the filing of the
proposed rule change, the Commission may summarily abrogate such rule 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.

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 Commenis:

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

e Send an e-mail to rule-commenis@sec.gov. Please include File Number SR-
OCC-2011-08 on the subject line.

Paper Comments:

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

All submissions should refer to File Number SR-OCC-2011-08. 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
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comments on the Commission’s Internet Web site (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 inspection and copying in the Commission's Public Reference Section, 100F Fifth
Street, N.E., Washington, D.C. 20549-1090. Copies of such filing will also be available for

~ inspection and copying at the principal office of the above-mentioned self-regulatory
organization. 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-OCC-

2011-08 in the caption above and should be submitted on or before [insert date 21 days from

publication in the Federal Register.]

For the Commission by the Division of Market Regulation, pursuant to delegated

authority.

Secretary

Dated:




