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CHAPTER |

INTRODUCTION

This booklet relates solely to options issued by The
Options Clearing Corporation (*0CC"), and all refer-
ances to “options” in this booklet are applicable only
to such options. As of the date of this booklet, options
are traded on the United States markets listed on the
inside front cover page and on the European Options
Exchange in Amsterdam, The Netherlands. In the fu-
ture, options may be traded on other markets within or
outside the United States. The markets on which op-
tions are traded at any given time are referred to in this
booklet as the "options markets.”

OCC is a registered clearing agency, and each U.S.
options market is a national securities exchangs, that
is subject to regulation by the Securities and Exchange
Commission {"SEC") under the Securities Exchange
Act of 1934, Foreign options markets, and their merm-
pers, are not generally subject to regulation by the
SEC or to the requirements of the securities or other
laws of the U.S. and may not be sublect to the jurisdic-
tion of U.S. courts.

What is an option? An gption is the right aither to
buy or to sell a specfied amount or value of & particular
underlying Interest at a fixed exercise price by BXErCIS-
ing the option before its specified expiration date. An
option which gives a right to buy ig a call option, and an
option which gives a right to sell is a put option. Calls
and puts are distinct types of options, and the buying
or selling of one type does not involve the other.

EXAMPLE: An option to buy 100 shares of com-
mon stock of tha XYZ Corporation at a specified exer-
cise price woutd be an XYZ call option. An option to
sell 100 shares of common stock of the XYZ Corpora-
tion at a specified exercise price would be an XYZ put
option.

There are two different kinds of options—physical
delivery options and cash-settled options. A physical
delivery option gives its owner the right to receive
physical delivery (if it is a call), or lo make physical
delivery (i it is a put), of the underlying interest when
the option is exercised. A cash-settled option gives its
owner the right to receive a cash payment based on



the difference between a determined value of the un-
derlying interest at the time the option is exercised and
the fixed exercise price of the option, A cash-settled
call conveys the right to receive a cash payment if the
determined value of the underlying interast at exer-
cise—this value is known as the exercise settlement
value—exceeds the exercise price of the option, and a
cash-settled put conveys the right to receive a cash
payment if the exercise settlement value is less than
the exercise price of the option.

Each options market selects the underlying Interests
on which options are traded on that market. Options
are currently available covering four types of underly-
ing interests: equity securitles, stock indexes, govern-
ment debt securities, and foreign currencies. Options
on other types of underlying interests may become
available in the future,

Most options have standardized terms—such as the
nature and amount of the underlying interest, the expi-
ration date, the exercise prica, whather the option is a
call or a put, whether the option is a physical delivery
option or a cash-settled option, the manner in which
the cash payment and the exercise settlement value of
a cash-settied option are datermined, the multiplier of
a cash-settled option, the style of the option, whether
the option has automatic exercise provisions, and ad-
justment provisions, These standardized terms are
generally described in Chapter |l Each U.S. options
market publishes specification sheets setting forth the
particular standardized terms of the options traded on
that options market. (The options markets may also
provide for trading in options whose terms are not all
fixed in advance. Rather, subject to certain limitations,
the parties to transactions in these options may desig-
nate certain of the terms. These flexibly structured op-
tions are discussed in Chapter VIl of this booklet.)

QOptions having the same standardized terms are
identical and comprise an options seres. The stand-
ardization of terms makes it more likely that there will
be a secondary market in which holders and writers of
options can close out their positions by offsetting sales
and purchases. By selling an option of the same series
as the one he bought, or buying an option of the same
serigs as the one he wrote, an investor can close out
his position in that option at any time there is a func-
tioning secondary options market in options of that
series.

In some instances, options of the same series may
be waded on more than one options market at the
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Readers should be aware that this booklet has been
written to meet the requirements of an SEC rule that
requires the U.S. options markets to prepare, and bro-
kerage firms to distribute, a booklet that briefly and
generally describes the characteristics of options and
the risks to investors of maintaining positions in op-
tions. Options are versatile instruments that can be
used in & wide variety of investment strategies. They
give the investor the ability to create positions that
reflect the investor's opinion of an underlying interest
and to select investment strategies that reflect the in-
vestor's tolerance for risk. This booklet is not designed
to describe the various potential benefits of options or
how investors may use options 10 enhance their invest-
ment strategies or to reduce risk. Numerous other
publications, including some prepared by the U.S. op-
tions markets that are available upon request, contain
discussions of the uses and potential benefits of op-
tions and of the various trading and investment strate-
gies that can be employed with options. Readers who
wish to balance the general discussion of risks that is
contained in this booklet with a discussion of options
uses, benefits and strategies should consult one or
more of these other publications.

Readers should read and understand this bookiet in
its entirety, since a number of the separate chapters
will be relevant to every reader interested in buying or
writing options, For example, a reader who is inter-
astad in options on equity securities should fully read
not only Chapter Ili, but alse should read Chapters Il
Wiil and 1X, as well as the discussion of risks in Chapter
X. Readers should also be aware that, although this
bookiet seeks to describe the various characteristics of
options and the risks that are unique to being an inves-
tor in options, there are many matters which are be-
yond the scope of this booklet that are not discussed.
Chapter XI contains a discussion of the scope and
limitations of this booklet.

same time. Options that are so traded are called multi-
ply-traded options. Options traded on a U.S. options
market may also be traded on a foreign options mar-
ket. These options are referred to as |nternationally-
traded options. Multiply-traded and inmernationally-
traded options can ordinarily be purchased and writ-
ten, and positions in these options can ordinarily be
liquidatad in offsetting closing transactions, in any of
the options markets in which the options are traded.
However, because premiums are affected by market
forces, the premiums for identical multiphy-traded or
Iimternationally-traded options may not be the same in
all markets at any given time.

If an options market leamns that a particular underty-
ing interest no longer meets its requirements for op-
tions trading or is not eligible for trading in all U.S.
jurisdictions, or if an options market decides to discon-
tinue trading in a particular options series for ancther
reason, the options market may stop introducing new
options on that underlying intarest and may in certain
circumstances impose restrictions on transactions that
open new positions in options series thal have been
previously introduced, although trading in the options
series will ordinarily continue on at least one options
market until its expiration.

Options generally are traded on U.S. options mar-
kets during normal day-time business hours of U.S.
securities exchanges and for a shor period afterward.
However, trading in options may not be confined to
those hours. Trading in evening and night trading
sessions occurs In options on foreign currencles and
may in the future occur in other types of options. More-
over, when there are unusual market conditions, an
options market may authorize trading to continue for a
substantially longer period than under normal condi-
tions. Trading in an expiing option may close al an
earlier time than trading in other options. Trading
hours for options are also subject to change from time
to time. Readers should ascertain the trading hours of
the particular options they are interested in trading
from the options markets where those options are
traded. Readers should also be aware that trading in
underlying interests is not confined to normal ex-
change trading hours. For example, underlying for-
eign curencies and debt securities are traded in
international markets on virtually an around-the-clock
basis, and underlying equity securities may be traded
in foreign markets when U.S. markets are closed and
in some U.S. markets after the close of their normal
trading hours.
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CHAPTER it
OPTIONS NOMENCLATURE

This chapter contains a description of the standard-
ized terms, and of some of the special vocabulary,
applicable to options. Most of the nomenclature is the
same for options on the various types of underlying
interests. Differences that are applicable to options on
a particular underlying interest will be described in the
chapter devoted to that underlying interest.

Certain terms—options, options markets, call op-
tions, put options, physical delivery options, cash-set-
tled options, options series, multiply-traded options
and internationally-traded options—have been defined
in Chapter |, Readars interested in those dafiniions
shouid consult that chapter,

OPTION HOLDER; OPTION WRITER—The option
holder is the person who buys the right conveyed by
the option.

EXAMPLE: The holder of a physical delivery XYZ
call option has the right to purchass shares of XYZ
Corporation stock at the specified exercise price upon
exarcise prior 1o the expiration of the option. The
holder of a physical delivery XYZ put option has the
right to sell shares of XYZ Corporation at the specified
exercise price upon exercise prior to the expiration of
the option. The holder of a cash-settied option has the
right to receive an amount of cash equal to the cash
settiernent amount (described below) upon exercise
prior to the expiration of the option. :

The option writer is obligated— if and when assigned
an exercise—to perform according to the terms of the
option. The option writer is sometimes referred to as
the option seller. An option writer who has been as-
signed an exercise is known as an assigned writer.

EXAMPLE: If a physical delivery XYZ call option is
axercised by the holder of the option, the assigned
writer must deliver the required number of shares of
X¥Z common stock. He will be pald for the shares at
the specified exercise price regardless of their current
market price.
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I{ & physical delivery put option is exercised, the
assigned writer must purchase the required number of
shares at the specified ise price regard of
their current market price. If a cash-settied option is
exercised, the assigned writer must pay the cash set-
tlement amournt.

No certificates are issued to avidence options. In-
vestors look to the confirmations and statements that
they receive from their brokerage firms to confirm their

_positions as option holders or writers. An option
holder looks to the system created by OCC's rules,
rather than to any particular option writer, for perform-
ance of the option he owns. Similarly, option writars
must perform their obligations under the OCC system
and are not obligated to any particular option holder.
Since every options transaction involves both a holder
and a writer, it follows that the aggregate rights of op-
tion holders under the system are matched by the
aggregate obligations of option writers,

The OCC system is designed so that the perform-
ance of all options is between OCC and a group of
firms called Clearing Members that carry the positions
of all option holders and option writers in their ac-
counts at OCC. To qualify as a Clearing Member, a firm
must meet OCC's financial requiremants. In addition,
Clearing Members must provide OCC with collaterat
for the positions of option writers that they carry and
must contribute to Clearing Funds that protect OCC
against a Clearing Member's failure. The Clearing
Members’ guarantees of the performance of options
writers' obligations, the financial strength of the Clear-
ing Members, the collateral that they deposit, the obli-
gations of correspondent clearing corporations, and
the Clearing Funds together make up the OCC system
backing the performance of options, This system is
discussed in more detail in the OCC prospectus re-
ferred to in paragraph 1 of Chapter XI.

EXERCISE PRICE—In the case of a physical delivery
option, the exercise price (which is sometimes called
the “strike price”) is the price at which the option
holder has the right either 1o purchase or to sell the
underlying interast.

EXAMPLE: A physical delivery XYZ 40 call option
gives the option holder the right to purchase 100
shares of XYZ stock at an exercise price of $40 a share.
A physical delivery XYZ 40 put option gives the option
holder the right to sell 100 shares of XYZ common
stock at an exarcise price of $40 a share,

&

This period is the expiration date for all capped op-
tions traded at the date of this booklet. The special
tarminal applicable to capped options is dis-
cussed at the end of this chapter.

European-style or capped options having an expira-
tion period that is longer or shorter than their expiration
date may be introduced for trading in the future.

UNIT OF TRADING; CONTRACT SIZE—The unit of
trading (which is sometimes referred to a3 the contract
siza) of a physical delivery option is the amount of the
underlying interest that Is subject to being purchased
or sold upon the exercise of a single option contract.
For example, the unit of trading for most options on
equity securities Is 100 shares. Thus, a physical deliv-
ery XYZ 50 call will give its holder the right upon exer-
cise to purchase 100 shares of XYZ at $50 per share. If
the option is trading at a premium of, say, $4 per share,
then the aggregate premium for a single option con-
tract would be $400.

The contract size of a cash-settled option is deter-
mined by the multiplier that is fixed by the options
market on which the options series is traded. The
multiplier determines the aggregate value of each
point of the difference between the exercisa price of
the option and the exercise settiement value of the
underying interest, For example, a multiplier of 100
means that for each point by which a cash-settled op-
tion is in the money upon exercise, there is a $100
increase in the cash settiement amount. Similarty, if an
option with a multiplier of 100 is trading at a premium
of, say, $4, then the aggregate premium for a single
option contract would be $400.

EXERCISE—If the holder of a physical delivery option
wishes to buy (in the case of a call) or sell (in the case
of a put) the underlying interast at the exercise price—
of, in the case of a cash-settled option, to receive the
cash settlement amount—his option must be exer-
cised. In order to exercise most options, option hold-
ers must give exercise instructions to their brokerage
firm in accordance with the firm's procedures prior to
the firm's exercise cut-off time. The exercise process is
discussed in Chapter VIIl. Every option holder should
understand this process and should leam his broker-
age firm's procedures concerning exercise, and its ex:
ercise cut-off lime, for gach option he may buy.

Although an option holder must assure that action is
taken lo exercise most options, capped options and
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The exercise price of a cash-settied option is the
base for the determination of the amount of cash, if
any, that the option holder is entitied to receive upon
exercise (see the discussion of “Cash Settlernant
Amount and Exercise Settlement Valug" below).

Exercise prices for each options series are estab-
lished by the options market on which that series is
traded at the time trading in the series is introduced,
and are generally set at levels above and below the
then market value of the underlying interest. The op-
tions markets generally have authority to Introduce ad-
ditional series of options with different exercise prices
based on changes in the value of the underlying inter-
@st, or in response to investor interest, or in unusual
market conditions, or in other circumstances.

EXPIRATION DATE—This is the date on which tha
option expires. M an option has nol been ﬂarcia;d
prior 1o its expiration, 1t ceases to exist—that is, the
option holder no bnggl has any rights, and the option
no longer has any value. The expiration dates for the
various options series are fixed by the options market
on which the series trades. Readers should learn the
expiration date of sach option they wish to buy or write.

STYLE OF OPTION—The style of an option refers to
when that option is exercisable. At the date of this
booklet there are three different styles of options—
American-styls, European-styls and capped. Subject
1o certain limitations prescribed in the rules of OCC or
the options markets_and subiect to applicable law,
these three styles are exercisable at the following
times:

An American-style option may be exercised at any
time prior to its expiration.

A European-style option may be exercised only
during a specified period before the option expires.
Evary Europear-style option being raded al the
date of this booklet is exercisable only on its expira-
tion date,

A capped option will be aulomatically exarcised
prior to expiration if the options market on which the
option is trading detsrmines that the value of the
underying interest at a specified time on a frading
day "hits the cap price” for the option. Capped
options may also be exercised, like European-style
options, during a specifiad period before expiration.
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certain cash-settied options provide for automatic ex-
arcise in specified circumstances. Other options hav-
ing automatic exercise provisions may be introduced
for trading in the future.

The rules of the options markets generally limit the
total number of puts or calls on the same underlying
interest that a single investor or group of investors
acting In concert may exercise during a specified time
period. Information conceming the exercise limits for
particular options is available from the options market
on which those options are traded or from brokerage
firms.

The right 1o exercise an option may be restricted in
certain circumstances. This is discussed under “Risks
of Option Holders" in Chapter X.

When an option has been exercised, OCC will as-
sign the exercise In accordance with its rules to a
Clearing Member whose account with OCC reflects the
writing of an option of the same series. The Clearing
Member may, in turn, assign this exercise to one of its
customers who is a writer in accordance with the
Clearing Member's procedures, and the assigned
writer will then be obligated to perform the obligations
of the option--that is, to sell (in the case of a physical
delivery call) or buy (in the case of a physical delivery
put) the underlying interest at the exercise price, or, in
the case of a cash-settled option, to pay the cask set-
tlement amount. The assignment process is dis-
cussed further in Chapter VIl

CASH SETTLEMENT AMOUNT, SETTLEMENT
CURRENCY and EXERCISE SETTLEMENT
VALUE—The cash settlement amount is the amount
of cash that the holder of a cash-setlled option is enti-
tled to receive upon exercise. It is the amount by which
the exercise settlement value of the underlying interest
of a cash-settled call exceeds the exercise price, or the
amount by which the exercise price of a cash-settled
put exceeds the exercise settlernant valua of the un-
derlying interest, multiplied by the multiplier for the
option.

EXAMPLE: Assume that a holder of a cash-set-
tied call on the XYZ index that has an exercise price of
B0 exercises it when the exercise settlement value of
the index is 85. If the multiplier for XYZ index options is
100, the assigned writer would be obligated to pay,
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and the exercising holder would be entitled to receive,

multiplied by 100 = $500).

The currency in which the cash settiement amount is
payabie is called the settlement currency. The seftle-
mant currency for all cash-settled options with stan-
dardized terms that are trading at the date of this
booklet is U.S. dollars. It is possible that another cur-
rency will be the settement currency for some options
Introduced in the future.

The manner of determining the exercisa settlement
value for a particular option series is fixed by the op-
tions market on which the series is traded. The exer-
cise settlement values for options on a particular
underlying interest traded in one options market will
not necessarily be determined in the same manner as
the exercise settlement values for options or futures on
the same undarlying interest that may be traded in
other markets.

Options markets may change the method of deter-
mining exercise settlement values for particular op-
tions series on specified days or on all days. These
changes may be made applicable to series outstand-
ing at the time the changes become effective. Alterna-
tively, an options market might phase in a change in
the method of determining exercise settlement values
by opening new seres of options identical to outstand-
ing series in all respects other than tha method for
calculating exercise settlement values. Such new se-
rigs would trade alongside the old series until both
serigs expire, but the two series would not be inter-
changeable. In the future, options markets may, sub-
ject to regulatory approval, infroduce options whose
exarcise settlement values may not exceed a specified
maximum amount.

ADJUSTMENT and ADJUSTMENT PANEL—Ad-
justments may be made to some of the standardized
terms of outstanding options upon the occurrence of
certain events. Adjustments that may be made to a
particular type of options are discussed in the chapter
relating to that type.

The determination of whather to adjust outstanding
options in response to & particular event, and, if so,
what the adjustment should be, is made by a majority
vote of an adjustiment panel. An adjustment panel for
an options series consists of two representatives of
each U.S. options market on which the senes is traded
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formula, chart, last sale, or the prices of the underlying
interest, related interests or other options at any partic-
ular time.

The currency in which the premium is payable is
called the premium currency. The premium currency
for most options is U.S. dollars. However, the premium
currency for cross-rate foreign currency options, which
are discussed in Chapter VI, is a foreign currency, and
other options with premiums payable in a foreign cur-
rency may be introduced after the date of this booklet.

OPENING TRANSACTION -This is a purchase or
sals transaction by which a person establishes or in-
creases a position as elther the holder or the writer of
an option.

CLOSING TRANSACTION—This is a transaction in
which, at some point prior to expiration, the option
holder makes an offsetting sale of an identical option,
or the option writer makes an offsetting purchase of an
identical option. A closing transaction in an option
reduces or cancels out an investor's previous position
as tha holder or the writer of that option.

EXAMPLE: In June an investor buys a Cecamber
XYZ 50 call at an aggregate premium of $500. By
September the market price of the option has in-
creased to $700. To seek to realize his $200 profit, the
investor can direct his broker to sell an offsetting De-
cember XYZ 50 cell in & closing transaction. On the
other hand, il by September the market price of the
option has decreased to $300, the investor might still
decide to sell the option in a closing transaction,
theraby limiting his loss o $200.

Although holders of American-style options have the
right to exercise at any time before expiration, holders
frequently slect to realize their profits or losses by mak-
ing closing transactions because the transaction costs
of the closing transactions may be lower than the
transaction costs associated with exercises, and be-
cause closing transactions may provide an opporiu-
nity for an option holder to realize the remaining time
value {described below) of the option that would be
lost in an exercise. The limited period of exercisability
ot a European-style or capped option means that (ex-
cept for the possibliity of automatic exercise of a
capped option) the holder's only means of realizing
profit or loss on the option when the option is not
exercisable is by seling the option in a closing
transaction.
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and one representative of OCC, who votes only to
break a tie. Every determination by an adjustment
panel is within its sole discretion and is binding on all
investors.

P'HEMI!{M—The premium is the price that the holder
ofan option pays and the writer of an option receives
for the rights conveyed by the option. 1t is the price set
by the holder and writer, or their brokers, in a transac-
;Ion in an options market where the option is traded. It
is not a standardized term of the option. The premium
does not constitute a "down-payment.” It is simply
and entirely a nonrefundable payment in tull—from the
option holder to the option writer—for the rights con-
veyed by the option.

The premium is not fixed by the options markets or
by OCC. Premiums are subject to continuous change
In response to market and economic forces, including
changes in the trading conditions on the markets
where the particular options are traded. The factors
which may generally affect the pricing of an option
include such variables as the curent value of the un-
derlying interest and the relationship between that
value and the exercise price, the current values of re-
lated interests {e.g., fulures on the underlying interast
or other interests related to the underlying interest), the
style of the option, the individual estimates of market
participants of the future volatility of the underlying
interest, the historical volatility of the underlying inter-
est, the amount of time remaining until expiration, cash
dividends payable on the underlying stock (in the case
of stock and stock index options), current interest
rates, current currency exchange rates (in the cases of
fareign currency options and options whose premiums
or cash ssttlement amounts are payable in a foreign
currency), the depth of the market for the option, the

effact of supply and demand in the options markel as
waell as in the markets for the underlying interest and for
related interests, tha information then available about
currant prices and operations in the markets for the
underlying interest and related interests, the individual
estimates of market participants of future develop-
ments that might affect any of the foregoing, and other
factors generally affecting the prices or volatility of op-
tions, underlying interests, related interests or securi-
tiss generally, Alsc see the discussion below of
“Intrinsic Value and Tima Value." Readers should not
assume that options premiums will necessarily con-
form or correlate with any theoretical options pricing

"

POSITION LIMITS—Tha rules of the options markets
generally limit the maximum numbaer of options on the
same side of the market (i.e., calls held plus puts writ-
ten, or puts held plus calls written) with respact to a
single underlying interast that may be carried in the
accounts of a single investor or group of investors
acting in concert. These limits—which are called posi-
tion limits—differ for options on different undertying
interasts. Information concerning the position limits for
particular options is available from the options market
on which those options are traced or from brokerage
firms,

COMBINATIONS; SPREADS and STRADDLES—
Combination positions are positions in more then one
option at the same time. Spreads and straddles are
two types of combination positions. A spread involves
being both the buyer and writer of the same type of
option (puts or calls) on the same underlying interest,
with the options having different exercise prices andfor
axpiration dates. A straddla consists of purchasing or
writing both a put and a call on the same underlying
interest, with the options having the same exercise
price and expiration date.

LONG and SHORT—The word long refers to a per-
son's position as the holder of an option, and the word
short refers to a person’s position as the writer of an
option.

COVERED CALL WRITER—-If the writer of a physical
delivery call option owns or acquires the amount of the
underlying interest that is deliverable upon exercise of
the call, he is said to be a covered call writer.

EXAMPLE: Anindividual owns 100 shares of XYZ
common stock. i he writes one physical delivery XYZ
call option—giving the call holder the right to purchase
100 shares of the stock at a specified exerclse price—
this would be a covered call. if he writes two such XYZ
calls, one would be covered and one would be
uncovered,

The distinction between coverad and uncovered call
writing positions is important since uncovered call writ-
ing can involve substantially greater exposure 1o risk
than covered call writing. A call option writer who is not
a covered writer may hold another option in a spread
position and thereby offset soma or all of the risk of the
option he has written. Howsver, the spread may not
offset all of the risk of the uncovered writing position.
For example, if the long portion of the spread has a
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higher exercise price than the exercise price of the
short, or if the long has an earlier expiration date than
the expiration date of the short, then the writer may still
be exposed to significant risks from his uncoverad writ-
ing position.

AT THE MONEY—This term means that the current
market value of the underlying interest is the same as
the exercise price of the option.

IN THE MONEY—A call option is said to be in the
money If the current market value of the underlying
interast is above the exercise price of the option. A put
opticn is said to be in the money it the current market
value of the underlying interest is below the exercise
price of the option.

EXAMPLE: If the curent market price of XYZ
stock Is $43, an XYZ 40 call would be in the money by
$3.

OUT OF THE MONEY—If the exercise price of a call
is above tha current market value of the underlying
interast, or if the exercise price of a put is below the
current market value of the underdying interest, the
option is said to be out of the money by that amount.

EXAMPLE: With the current market price of XYZ
stack at $40, a call with an exercise price of $45 would
be out of the monay by $5—as would a put with an
exercise price of $35.

INTRINSIC VALUE and TIME VALUE—It is some-
times useful to consider the premium of an option as
consisting of two components: intrinsic value and time
valus. Intrinsic_ value reflects the amount, if any, by
which an option is in the money. Time value is
whatever the pramium of the option is in addition to its
intrinsic value. An American-style option may ordina-
rily be expected to trade for no lass than its intrinsic
valug prior 1o its expiration, although occasionally an
American-style option will trade at less than its intrinsic
valug. Because European-style and capped options
are not exercisable at all times, they are more likely
than American-style options to trade at less than their
intrinsic value when they are not exercisable.

EXAMPLE OF A CALL WITH INTRINSIC
VALUE: At a time when the current market price of
XYZ stock is 546 a share, an XYZ 40 call would have an
intrinsic value of $6 a share. If the market price of the
stock were to decline to $44, the intrinsic value of the
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the same, options on more volatile imerests command
higher premiums than options on less volatile
interests,

Time value is also influenced by the current cost of
monay. Increases in prevailing interest rates tend to
cause higher premiums for calls and lower premiums
for puts, and decreases in prevailing interest rates tend
to cause lower premiums for calls and higher premi-
ums for puts.

The following is a description of the terminclogy ap-
plicable to capped options:
CAP INTERVAL—The cap interval is a constant es-
tablishad by the options market on which a series of
capped options is traded. The exercise price for a
capped-style option plus the cap interval (in the case
of a call), or minus the cap interval (in the case of a
put), equals the cap price for the option. For example,
if a capped call option with an exercise price of 360 has
a cap interval of 30, then the cap price at which the
option will be automatically exercised would be 380,

CAP PRICE—The cap price Is the level that the auto-
matic exercise value of a capped option must reach in
order for the option to be automatically exercised. The
cap price of a call option is above, and of a put option
below, the exercise price of the option.

EXAMPLE: A 360 ABC capped call index option
has an exercise price of 360 and a cap interval of 30.
The call option has a cap price of 390,

EXAMPLE: A 310 XYZ capped put indéx option
has an exercise price of 310 and a cap Interval of 20.
The put option has a cap price of 280,

AUTOMATIC EXERCISE VALUE—The automatic
exercise value of a capped option is the price or level of
the underlying interest determined in a manner fixed
by the options market on which the option Is traded for
each trading day as of a specified time of that day.

EXAMPLE: A 310 XYZ capped put index option
has a cap interval of 20, and therefore has a cap price
of 200. Assume that the options markat on which the
option is traded has specified the close of trading on
each trading day as the time for determining the autg-
matic exercise value on the XYZ index, and thal the
incex level reaches a low of 289 during a particular
trading day, but is at 291 at the close. The automatic
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call would be only $4. Should the price of the stock
drop to $40 or balow, the call would no longer have any
intrinsic value.

EXAMPLE OF A PUT WITH INTRINSIC VALUE:
At a time when the current market price of XYZ stock is
$46 a share, an XYZ 50 put would have an intrinsic
value of $4 a share, Were the market price of XYZ stock
to increase to $50 or above, the put would no longer
have any intrinsic value,

EXAMPLE OF TIME VALUE: At atime when the
market price of XYZ stock is $40 a share, an XYZ 40 call
may have & current market price of, say, $2 a share,
This is entirely time value.

An option with intrinsic value may often have some
time value as wall—that is, the market price of the
option may be greater than its intrinsic value. This
could occur with an option of any style,

EXAMPLE: With the market price of XYZ stock at
$45 & share, an XYZ 40 call may have a current market
price of $6 a share, reflecting an intrinsic value of $5 a
share and a time value of $1 a share,

An option's time value is influenced by several fac-
tors (as discussed above under "Premium”), including
the length of time remaining until expiration. An option
is & “wasting" asset; if it is not sold or exercised prior to
its expiration, it will become worthless. As a conse-
quence, all else remaining the same, the time value of
an option usually decreases as the option approaches
expiration, and this decrease accelerates as the time to
expiration shortans. However, there may be occasions
when the market price of an option may be lower than
the market price of another option that has less time
remaining to expiration but that is similar in all other
respects.

An American-style option's time value is also influ-
enced by the amount the option is in the money or out
of the money. An option normally has very litlle time
value if it is substantially in the monay. Although an
option that is substantially out of the money has only
time value, the amount of that time value is normaily
less than the time vaiue of an option having the same
underlying interest and expiration that is at the money.

Another factor influencing the time valua of an option
is the volatility of the underlying interest. All slse being
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exarcise value has not reached the cap price, and the
automatic exercise feature of the option is not trig-
gered, because the index level was not at or below the
cap price at the time of day specified by the options
market for determining the automatic exercise value.

CASH SETTLEMENT AMOUNT—This is the cash
amount that the holder of a cash-settied capped option
is entitled to receive upon the exarcise of the option. In
the case of a capped option that has been automati-
cally exercised, the cash settiement amount is equal to
the cap interval times the muitiplier for the option, even
it the automatic exercise vaiue on the day that the
automatic exercise feature is triggered exceeds (in the
case of a call) or is less than (in the case of a put) the
cap price. If the capped option is voluntarily exercised
at expiration, the cash settiement amount is deter-
mined in the same manner as for other styles of cash-
settled options.

EXAMPLE: A 360 ABC capped call index option
has a cap interval of 30 and a multiplier of 100. The
automatic exercise valug of the ABC Index is 396 0ona
particular trading day. The call option is automatically
exarcised, and the cash settlernent amount is $3000
(equal to the cap interval of 30 times the multiplier of
100,

EXAMPLE: A 360 ABC capped call index option
has a cap interval of 30 and a multiplier of 100. The
automatic exercise value of the ABC index never
equals or exceads the cap price of 390 during the life of
the option, and the exercise settlement value of the
option is 367 on the final trading day. Upon exercise of
the option, the holder is entitled to receive a cash sat-
tiement amount of $700 {equal to the multiplier of 100
times the difference between the exercise settiement
value of 367 and the exercise price of 360).
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CHAPTER i

OPTIONS ON
EQUITY SECURITIES

The term "stock options" s used broadly in this
booklet to Include not only options on common stocks
but also options on all other types of equity securities,
such as limited partnership interests, "American De-
pository Receipts" and "American Depository Shares"
raprasenting interests in foreign entities, and preferred
stocks. Options are available on exchange-fraded eqg-
uity securities, on unlisted equity securities traded in
the NASDAQ stock market and designated as national
market system securities, and on equity securities
tradad both in the NASDAQ stock market and on ex-
changes, The NASDAC stock market s primarily an
inter-dealer trading system as contrasted with ex-
change auction markets.

Issuers of underlying equity securities do not partici-
pate in the selection of their securities for options trad-
ing (although some options markets may determine
not to select an underlying security without the con-
sant of the issuer of that security), Issuers of underly-
ing equity securities have no responsibility regarding
the issuance, the terms, or the performance of aptions,
and option holders have no rights as security holders
of such issuers.

The principal risks of holders and writers of stock
options are discussed in Chapter X. Readers inter-
ested in buying or writing stock options should care-
fully read that chapter,

FEATURES OF STOCK OPTIONS

Each stock option generally covers 100 shares of
the underlying security, although, as describad below,
the number of undertying shares may be adjusted asa
result of certain events.

The exercise prices of the stock options that are
traded at the date of this booklet are stated in U.S.
dollars per share. The exercise price of an option must
each be multiplied by the number of shares underlying
the option in order to determine the aggregate exer-
cise price and aggregate premium of that option.
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As a general rule, stock dividends, stock distribu-
tions and stock splits can resultin an adjustment in the
number of underlying sharas or the exercise price, or
bath.

EXAMPLE: An investor bought an XYZ 60 op-
tion—either a call or a put—and XYZ Corpaoration sub-
seguently effected a 3 for 2 stock distribution. Instead
of covering 100 shares of stock at an exercise price of
$60 m share, sach outstanding option could be ad-
justed to cover 150 shares at an exercise price of $40
per share,

However, when a stock distribution results in the
issuance of one or more whole shares of stock for sach
outstanding share—such as a 2 for 1 stock split—as a
general rule the number of underlying shares is not
adjusted. Instead, the number of outstanding options
is proportionately increased and the exercise price is
proportionately decreased.

EXAMPLE: Before a 2 for 1 stock split, an investor
holds an option on 100 shares of XYZ stock with an
axercise price of $60. After adjustment for the split, he
will hold two XYZ options, each on 100 shares and with
an exercise price of $30.

An adjustment panel may maka an exception to the
genaral rule to adjust for stock dividends., For exam-
ple, in cases where the Issuer of the underying secur-
ity announces or exhibits a policy of declaring regular
stock dividends that do not individually exceed 10% of
the amount of the underlying security outstanding, an
adjustment panel may determine to treat the stock divi-
dends as though they were ordinary cash dividends
and to make no adjustmeant for them.

As a general rule, adjustments in exercise prices are
rounded to the nearast 1/8 of a doilar, and adiustments
in the number of underlying shares are rounded down
1o _eliminate fractional shares. In the latter case, the
exercise price may be further adjusted to compensate
for the glimination of the fractional shares.

Distributions of property other than the underlying
security may require different adjustments. For exam-
pig, outstanding options might be adjusted to include
the distributed property.

EXAMPLE: |f XYZ "spins off' its subsidiary ABC
by distributing to its stockholders 2.5 shares of ABC
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EXAMPLE: An XYZ 40 call gives the buyer the
right 1o purchase 100 shares of XYZ stock at a price of
$40 per share, or a total price of $4,000.

In the future, stock optons may, with regulatory ap-
proval, be ir that have ise prices in a
foreign currency.

Adjustrments may be made to certain of the stan-
dardized terms of outstanding stock options when cer-
tain events occur, such as a stock dividend, stock
distribution, stock split, reverse stock spiit, rights offer-
ing, distribution, reorganization, recapitalization,
reclassification in respect of an underlying security, or
a merger, consolidation, dissolution or liquidation of
the issuer of the underlying security. In the following

discussion, there is a brief description of a number of
neral tment rules licable to stock optl

that are in effect at the date of this booklet. Such rules
may be changed from time to time with regulatory
approval. An adjustment panel has the authority to
make such exceptions as it determines to be appropri-
ate to any of the general |Men: rules.

As a general rule, no adjustment is made for ordi-
nary cash dividends or distributions. A cash dividend
or distribution by most issuers will genarally be consid-
ered “ordinary” unless it exceeds 10% of the aggre-
gate market wvalue of the underlying security
outstanding. The options markets are considering an
amendment to the general rules which, if adopted and
approved by the regulators, would provide that a cash
dividend or distribution by an issuer that is a closed-
end investmant company may not be considered to be
“ordinary” if it exceeds 5% of such aggregate market
value. Determinations whether to adjust for cash divi-
dends or distributions in excess of those amounts are
made on a case-by-case basis.

Because stock options are not generally adjusted for
ordinary cash dividends and distributions, covered
writers of calls are entitled to retain dividends and dis-
ributions eamed on the underlying securities during
the time prior 10 exercise. However, a cell holder be-
comas entitied to the dividend if he exercises the op-
tion prior to the ex-dividend date even though the
assigned writer may not be notified that he was as—

signed an exercise until after the ex-date. Because call
holders may seek to "capture” an impending cllv-dgnd
by exercising. a call writer's chances of being assigned
an exercise may incraase as the ex-date for a dividend
on the underlying security approaches,
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stock for each share of XYZ stock, outstanding XYZ
options might be adjusted to require delivery of 100
shares of XYZ stock pius 250 shares of ABC stock.

Alternatively, the exercise prices of outstanding op-
tions might be reduced by the value, on a per-share
basis, of the distributed property, as determined by the
adjustment panel.

Events other_than distributions may also result in
adjustments. If all of the outstanding shares of an
underlying security are acquired in a merger or consol-
idation, outstanding options will as & general rule be
adjusted lo require delivery of the cash, securities, or
other property payable to holders of the underlying
security as a result of the acquisition,

EXAMPLE: |f X¥Z is acquired by PQR in a merger
where sach holder of XYZ stock receives $50 plus 1/2
share of POR stock for each share of XYZ stock held,
XYZ options might be adjusted to call for the defivery of
$5,000 in cash and 50 shares of PQR stock instead of
100 shares of XYZ stock.

When an underlying security is wholly or partially
converted into a debt security or a prefermed stock,
options that have been adjusted to call for delivery of
the dabt security or preferred stock may, as a general
rule, be further adjusted to call for any securities dis-
tributed as interast or dividends on such debt security
or preferred stock.

When an underlying security is converted into a right
o receiva a fixed amount of cash, options on that
security will generally be adjusted to require the deliv-
ery upon exercise of a fixed amount of cash, and trad-
ing in the options will ordinarily cease when the merger
becomes effective. As a result, after such an adjust-
ment is made all options on that security that are not in
the money will become worthless and all that are in the
money will have no time value.

As a general rule, adjustments are not made for
tender offers or exchange offers, whether by the issuer
of a third party, and whether for cash, securities {in-
cluding issuer_securities), or other property. This
presents a risk for writers of put options, because a
successful tender offer or exchange offer (whether by
the issuer or by a third party) may have a significant
effect on the market value of the security that the put
writers would be obligated to purchase if the put op-
tlons are ised after the expiration of the offer.
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As a general rule, adjustments will not be made to
reflect changes in the capital structure of the issuer
where all of the underlying securities outstanding in
the hands of the public (other than dissenters' shares)
are not changed into another security, cash or other
property.

As a general rule, an adjustment that is made in an
option will becomg effective on the ax-date established

by the primary market for trading in the underlying
security.

The base may be adjusted from time to time 1o re-
fiect such events as capitalization changes affecting
the constituent securities of the Index (e.g., issuance of
new shares) or 1o maintain continuity when securities
are added to or dropped from the index. These adjust-
ments are generally designed so that the index level
will change only as a result of price changes of constit-
uent securities during trading.

Securities may be dropped from an index because
of events such as mergers and liquidations or because
a particular security is no longer thought 1o be repre-
santative of the types of stocks constituting the index,
Securities may also be added to an index from time to
time. Adjustments in the base level of an index, addi-
tions and deletions of constituent securities, and simi-
lar changes are within the discretion of the publisher of
the index and will not ordinarily cause any adjustment
in the terms of outstanding index options. However, an
adjustment panel has authority to make adjustments if
the publisher of the underlying index makes a change
in the index's composition or method of calculation
that in the panel's determination, may cause signifi-
cant discontinuity in the index level,

Different stock indexes are calculated in different
ways, Accordingly, even where indexes are based on
identical securities, they may measure the relevant
market differently because of differences in methods of
calculation. Often the market prices of the securities in
the index group are “capitalization weighted." That is,
in calculating the index value, the market price of sach
constituent security is multipiied by the number of
shares outstanding. Because of this method of calcu-
lation, changes in the prices of the securities of larger
corporations will generaily have a greater influence on
the level of a capitalization weighted index than price
changes affecting smaller corporations,

Other methods may be used to calculate stock in-
dexes. For example; in one method known as “equal-
dollar weighting,” the index Is established by estab-
lishing an aggregate market value for every constituent
security of the index and then determining the number
of shares of each security by dividing such aggregate
market value by the then cument market price of the
security. The base level of the index is established by
dividing the total market value of all constituent securi-
ties by a fixed index divisor. Thereafter, the number of
shares of the constituent securities and the index divi-
sor are adjusted at periodic intervals in order to have
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CHAPTER IV
MDEX OPTIONS
ABOUT INDEXES

As referred to In this booklet, an index s a T
of the prices of a group of securities* or other lmr:.'
Almoggh indexes have been developed to cover a vari-
ety of interests, such as stocks and other equity securi-
ties, debt securities and foreign currenciss, and even
to measure the cost of living, indexes on equity securj-
ties {which are called stock indexes) are among the
most fa_rnmar. and they are the only indexes that under-
lie options trading at the date of this booklat, The
following discussion refers anly to stock Indexes and
stock index options.

Stock indexes are compiled and published by vari-
ous scurces, including securities markets. An index
may be designed to be representative of the stock
market of a particular nation as a whale, of securities
traded in a particular market, of a broad market sector
[s,g._. ndustr_iais]. or of a particular industry (e.g., elec-
tronics). An index may be based on the prices of all, or
anly a sampie, of the securities whose prices it is in-
tended to represent. Indexes may be based on securi-
lies traded primarily in U.S. markets, securities traded
primarily in & foreign market, or a combination of secu-
riliss whose primary markets are in various countries.

A stock index, like & cost of living index, is ordinarily
expressed in relation to a "base" established when the
index was originated.

EXAMPLE: On the starting or “base” date for a
new valug-weighted index, the total markel values of
the component securities (markat price timas numbar
of shares outstanding) is $50 billion. The publisher of
the index will assign an arbitrary index level—say
100—to that base value. If the tolal market vaiue of the
componant stocks increases by 2% the next day (Le.,
1a $51 billion), the index level would rise to 102 (102%
of the base leve! of 100).

‘S_ome indexes reflect values of companies, rathar than securi-
fies, by taking into account both the prices of constituent securi-
ties and the numbar of those securities ouistanding.
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each constituent security continue to represent an ap-
proximately aqual doilar value in the index without dis-
torting the level of the index.

Another method of caiculation is simply to add up
the prices of the securities in the index and divide by
the number of securities in the index, disregarding
numbers of shares outstanding. Another method mea-
sures daily percentage movemants of prices by aver-
aging the percentage price changes of all securities
included in the index.

Investors should keep in ming that an index can
respond only to reported price movements in its con-
stituent securities. An index will therefore refiect the
stock market as a whole, or particular market seg-
ments, only to the extent that the securities in the index
are being traded, the prices of those trades are being
pramptly reported, and the market prices of those se-
curitios, as measurad by the index, reflect price move-
ments in the relevant markets. The index level will be
affected by all of the factors that may at the time affect
prices in the relevant markets for the constituent secu-
rities of the indax, including, among other things, appli-
cable laws, regulations and trading rules, the market-
making and order processing systems of those mar-
kets, the liquidity and efficiency of those markets, and
the prices and price behavior of futures contracts on
that index or a related index.

Certain trading strategies involving purchases and
sales of index options, index futures, options on index
futures or portfolios of certain of the securities in an
index can affect the value of the index, the prices of the
index futures, and, therefore, the prices of index op-
tions. These transactions and the resulting impact
may occur at any time—and may accompany signifi-
cant changes in the prices or volatliities of the stock
and dervative markets—including at or shonly before
an expiration. For example, traders holding positions
in expiring index options or futures contracts hedged
by positions in securities included in the index may
attempt to liquidate their securities positions at or near
the time for determining the final exarcise settlement
value of the options or futures contracts. The resulting
orders to liquidate these securities might result in sig-
nificant changes in the level of the index. Index options
investors should be aware of the potential impact that
these trading strategies can have on index levels at or
near expiration, and the possibility that the values of
index option positions will be affected accordingly.
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Readers who ntend to trade index oplions should
familiarize themselves with the basic features of the
underlying indexes, including the general methods of
calculation. Readers who are attempting to follow a
precise and sophisticated strategy involving index op-
tions may wish to Inform themselves about the exact
method for calculating each index involved, Informa-
tion regarding the method of calculation of any index
on which options are traded, including information
concerning the standards used in adjusting the index,
adding or deleting securities, and making similar
changes, is generally available from the options mar-
ket where the options are traded.

The value level of every index underlying an op-
tion—including the exercise settlement valup—is the
value of the index as reported by the reporting author-
ity designated by the options market where the option
is traded as the official source for determining that
index's value. Unless OCC directs otherwise, avery
value as initially reported by the reporting authority is

conclusively presumed to be accurate and deemed to

be final for the purpose of calculating the cash settle-
ment amount, even if the value is subsequently revised

or determined to have n inaccurate.

Maost indexes on which options are traded are up-
dated during the trading day, and updated index lavels
are disseminated at frequent intervals. Investors may
determine current index levels from their brokerage
firms; in addition, the closing levels of many underlying
steck indexes are published in daily newspapers such
as "The Wall Street Journal." However, an index op-
tion may be traded in the options markets at a time
when some, or even a substantial portion, of the con-
stituent securitias of the underlying indsex are not trad-
ing or when there is a lag in the reporting of prices in
some or all of the constituent securities. In those cir-
cumstances, the cumrent reported index level will be
based on non-current information, since its cal i
will be based on the last reported prices for all constitu-
ent securities even though trading or price reporting in
some of those securities is not current.

FEATURES OF INDEX OPTIONS

All Index options that are traded at the date of this
booklet are cash-settied. Cash-settled index options
do not relate to a particular number of shares. Rather,
the “size" of a cash-settled index option contract is
determinad by the multiplier of the option. If the option
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Investors should be aware that the exercise settie-
ment value of an index option that is derived from the
opening prices of the constituent securities may not be
reported for several hours following the opening of
trading in those securities. A number of updated index
levels may be reported at and after the opening before
the exercise settiement value is reported, and there
could be a substantial divergence between those re-
ported index levels and the reporied exercise settle-
ment valus,

Investors should also be aware that there is no sin-
gle opening or closing price for securities primarily
traded in the NASDAQ stock market. A price of a
NASDAQ security that is used in determining the level
on a particular day of an index that includes the secur-
ity will not necessarily be the price at which a majority
of opening or closing trades in that security were ef-
fected on that day.

The principal risks of holders and writers of index
options are discussed in Chapter X. Readers inter-
estod in buying or writing index options should care-
fully read that chapter, particularly the discussions
under the headings “Risks of Option Holders,” "'Risks
of Option Writers," "Other Risks,” and "Special Risks
of Index Options."

market on which an option series is traded should
decrease the multiplier for the series, an adjustment
pansl may adjust outstanding options of that series.

The exercise prices and premiums of the index op-
tions that are traded at the date of this booklet are
exprassad in U.S. dollars. Subject to regulatory ap-
proval, trading In index options whose exarcise prices
or premiums are expressed in a foreign currency may
be introduced in the future, The total exercise prica for
a single option is the stated exergise price multiplied
by the multiplier.

Premiums for index options are expressed in points
and fractions of points. Each point of premium of the
options trading at the date of this booklet represents
an amount equal to one U.S. dollar. In order to deter-
mina the aggregate premium for & single index option,
the guoted premium must be multiplied by the
multiplier.

EXAMPLE: An investor purchases a December
110 index call at 2%. The multiplier for that option is
100. The aggregate dollar amount of the premium is
$212.50 ($2% times 100 = $212.50). Had the options
market used a multiplier of 200, a premium of 2%
would have meant an aggregate premium of $425.00.

The exercise settiement values of stock index op-
tions are determined by their reporting authorities in a
variety of ways. The exercise settlement values of
some index options are based on the reported level of
the index derived from the last reported prices of the
constituent securities of the index at the closing on the
day of exarcisa. The exercise settlement values of
other options are based on the reported level of the
index derived from the opening prices of the constitu-
ent securities on the day of exercise. If an option is
exercisad on a day that is not scheduled as a trading
day for the constituent securities of the index, the exer-
cisa settiement value Is based on the reported level of
the index dernved from the opening or closing prices
(depending on the options series) of the constituent
securities on the last prior day that is scheduled as a
trading day. I a particular constituent security does
rot open for trading on the day the exercise settliement
value is determined, the last reported price of that se-
curity is usad. Other means for determining the exer-
cise settlement values of soma index options series
have been, and may continue to be, established. For
example, the exercise seftlement values for options on
an index of foreign securities may be fixed in relation to
a value fixed by a foreign exchange.
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CHAPTER V
DEBT OPTIONS

Two kinds of debt options have been approved for
trading at the date of this booklet. One kind, called
price-based options, are options which give their hold-
ers the right either to purchase or sell a spacified un-
derlying debt security or 10 receive a cash settlement
payment based on the value of an underlying debt
sacurity (depending on whether the options are physi-
cal delivery or cash-settled options). The other kind,
called yield-based options, are options that are cash-
settied based on the difference between the exercise
price and the value of an underlying yield, The distinc-
tions between price-based and yield-based options
are fundamental and should be understood by readers
interested in investing in debt options,

At the date of this booklet, only yieid-based options
are being traded. Although price-based options have
traded in the past and may be traded in the future, no
price-based option is traded at the date of this booklet.

The principal risks of holders and writers of debt
options are discussed in Chapter X. Readers inter-
ested in buying or writing debt options should not only
read this chapter but should also carefully read Chap-
ter X, particularly the discussions under the headings
“Risks of Option Holders,” “Risks of Option Buyers,”
“Qther Risks," and “Special Risks of Debt Options.”

RATES, YIELDS AND PRICES OF
DEBT SECURITIES

To understand debt options, an investor should un-
derstand the relationship between the rates or yields,
which are different ways of expressing return on debt
securities, and prices of debt securities. (Coupon inter-
est rates of a dabt security express return as a percent-
age of the principal amount (par value) of the security.
Yiglds express return (or projected return) as a per-
centage of the amount invested.) This relationship,
simply stated, is thet prices of debt securities move
inversely to changes in rates. Declining rates, whether
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on long-term bonds or money market instruments, will
generally cause prices of outstanding debt securities
to increase. Conversely, rising rates across a particu-
lar maturity spectrum will generally cause the prices of
outstanding debt securities of that maturity to decline.

EXAMPLE: A 30-year Treasury bond pays inter-
astata 12% coupon rate. The only time prior to matur-
ity that investors will pay a price of 100 (that is, 100% of
par value) for the bond is when the prevalling yield on
such long-term Treasury bonds is exactly 12%. Should
rates move higher to, say, 14% for such Treasury
bonds, the price of an outstanding 12% bond would
have to deciine to about 86 in order for the bond to
yield 14%. If rates on such bonds subsequently de-
cline to 10%, the prica of the 12% bond could be ex-
pected to rise substantially above par, since it would
yield 10% at a price of 120,

Price-based call options become mare valuable as
the prices of the underlying debt securities increase
and price-based puts become more valuable as the
prices_of the underlying debt securities decline. The
relationship between interest rate changes, prices, and
the value of price-based debt options can be ex-
pressed as follows:

Interest Rates (Yields) ¢ = Pricest = g:'ilr
Interest Rates (Yields) t = Prices 4 = Eﬂ'{':

In contrast, the exercise settlement value of a yield-
based option is based on the difference betwsen the
value of an underlying yield and the exercise price of
the option. Since the underlying yields of yield-basad
options will increase as interest rates increass, and
vice-varsa, it follows that yield-based calls become
more valuable as yields rise (i.e., as the prices of the
debt securities from which the underlying vield is de-
rived decling), and puts become more valuable as
yields deciine (and prices of such securities increase).
These relationships can be expressed as follows:

Interest Rates (Yields) § = Prices t = gzt":
Interest Fates (Yields) t = Prices + = g&”:
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most recently auctioned issues. Thaese are commanly
referred to as the “current” 13-week, 26-week, and
“year" bills, respectively.

YIELD-BASED OPTIONS

All yisld-based options being traded at the date of
this booklet are cash-settled European-style options.
The underlying vield of these options is the annualized
yigld to' maturity of the most recently issued Treasury
security of a designated maturity—e.g., 30-year, 10-
year, 5-year—based upon quotations or prices deter-
mined in accordance with a method specified by the
options market on which the option is traded. f such
security is a Treasury bill, the underlying yield is the
annualized discount of the Treasury bill. (A discount
represents a percentage of principal amount, rather
than a return on investment, and is therefore not a true
yield) Underlying yield is statad in terms of a yield
ten. Forexample, if the yield is based on a Treasury bill
having an annualized discount of 8.715%, the yield
indicator would be 87.15.

The designated maturity of the Treasury security
from which the underiying vield is determined is a stan-
dardized term of every yield-based option that is
tracled at the date of this booklet. The specific Treasury
sacurity having that maturity is not fixed; rather, the
underlying yield is derived from the outstanding secur-
ity of the designated maturity that has the longest re-
maining life. Newly-auctioned securities having the
longest remaining life will replace old issues on the first
trading day following their auction. Thus, the specific
Treasury security from which the underlying yield is
derived may change during the life of the option. Be-
cause yielc-based options are European-style options,
Investors ordinarily will know prior to the time an option
is exercisable the specific Treasury security from which
Its exercise settlement value will be determined. How-
ever, an option may often be traded for weeks or
months before that specific security is auctioned by
the Treasury. During that time, trading in the option will
be based upon the yield for the Treasury security of the
designated maturity that then has the longest remain-
ing lifa,

EXAMPLE: Yield-based options whosae yield is
based on 5-year Treasury notes expiring in December
a2

TREASURY SECURITIES

The underlying debt securities of price-based op-
tions and the debt securitias from which the underlying
yields of yield-based options are derived are all Trea-
sury securities—e.g., 30-year Treasury bonds, 10-year
Treasury notes, S-year Treasury notes and Treasury
bllls. -

Treasury bonds and notes are direct obligations of
the United States that pay a fixed rate of interest semi-
annually. Bonds are issued for maturities of more than
ten years (although many issues are callable prior o
maturity). Notes are issued for maturities of one to ten
years, and are non-callable. New issues of bonds and
notas are sold periodically by the Treasury, usually on
an auction basis. The auction price Is establishad by
bidding and may be above or below par value. Occa-
sionally the Treasury will “recpen” an outstanding is-
sue by auctioning additional principal amounts.
Government securities dealers make secondary mar-
kets in virtually all outstanding issues, but market activ-
ity and liquidity tend to center on the most recently
auctioned issues.

Unlike Treasury bonds and notes, Treasury bills do
not pay interest, Instead, the Treasury sells bills at a
discount from their principal amount (par value), The
investment return consists of the difference between
the discounted purchase price and the principal
amount payable at maturity. Treasury bills are issued
in maturities of 13, 26 or 52 weeks.

Return on Treasury bills is commonly expressad in
tarms of a discount rate which represents an annuali-
zation (based on a 360-day year) of the percentage
discount at which the bills are sold.

EXAMPLE: |f a 13-wesk (91-day) Treasury bill
with a prncipal amount of $1,000,000 is sold for
$970,000, the actual discount would be $30,000 or 3%
and the discount rate would be approximately 11.9%
(360/91 times 3%).

Biils are auctioned by the Treasury on a regular ba-
sis, typically at weekly intervals for 13-week and 26-
week bills and every four weeks for 52-week bills.
‘While dealers maintain secondary markets in all out-
standing Treasury bills, activity tends to center in the
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are opaned for trading on the business day following
the September auction of 5-year notes, Trading in the
options will be based upon current yields for the Sep-
tember issue until the October auction of 5-ysar notes.
Beginning on the trading day following the October
auction, trading will be based upon current yields for
the new S-year notes. The same process will occur in
November. Hthe options expire on or after the auction
date for S-year notes in December, their exercise seftle-
ment value will be based upon the then current yield
for the December issue.

Current bid and asked guotations for recently issued
Treasury securities of particular maturities are available
from normal market sources. Current yield indicator
values based upon a sampling of bid and asked quota-
tions from primary dealers are disseminated at fre-
quent intervals during the trading day by an options
reporting source. Exercise settlement values for yield-
based options whosa underlying yields are derived
from Treasury securities are basad upon the spot yield
for the security at a designated time on the last trading
day of the option, as announced by the Federal Re-
serve Bank of New York.

The aggregate cash seftlement amount that the as-
signed writer of a yleld-based option is obligated 1o
pay the exercising option holder is the ditference be-
tween the exercise price of the option and the exercise
settlement valug of the underlying yield on the last
trading day before expiration, as reported by a desig-
nated reporting authority, multiplied by the multiplier
for the option. Different yield-based options may have
different multipliers.

The exercise prices of yield-based options are ex-
pressed in lerms of the yield indicator. For example, an
exercise price of 82.50 would represent a yield of
8.25%.

Each point of premium will correspond to 1% in
yield. The dollar vaiue of the premium for a single
yisld-based option will equal the quoted prermium mul-
tiplied by the collar value of the option multiplier, Thus,
a pramium of 2% would equal a premium of $250 for an
option having a multiplier of 100, or $5000 for an option
having a multiplier of 2000,

The premiums of yield-based options are affected by
the factors discussed under “Premium” in Chapter Il
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Because yleld-based options are European-style op-
tions and the underlying yield is determined from the
most recently auctioned Treasury security with the
longest remaining life, & major factor affecting the pric-
ing of such options is likely to be the estimates of
market participants of the anticipated yield at expira-
:i:(:' and current yield may be a less significant pricing
or.

Sattlement of exercises of yield-based options takes
place on the business day immediately following the
day of exercise. Investors may determine from their
brokerage firms when and how settiement amounts
will be credited or debited to their brokerage accounts.

If the U.S. Department of the Treasury ceases to
Issue. or changes the terms or the schedule of issu-
ance of, Treasury securlties of a designated maturity,
an adjustment panel has discretion to adjust the terms
of the series by substituting other Treasury securities
or to make such other adjustment as the adjustment
panel may determine. If the options market on which a
particular yisld-based option is traded should de-
crease the multiplier for the option, the adjustment
panel has discretion to adjust outstanding options af-
facted by the change by proportionately subdividing
them or by taking other action.

Rules of the options market on which yield-based
options are traded may permit or require suspension
of trading in the options if current guotations for the
last-auctioned Treasury securities of the designated
maturity become unavailable or unreliable. For a dis-
cussion of the risks involved In trading halts, see the
discussion in Chapter X under “Other Risks."

The principal risks of holders and writers of foreign
currency options are discussed in Chapter X, Readers
interested in buying or writing foreign currency options
should not only read this chapter but should also care-
fully read Chapter X, particularly the discussions under
the headings "Risks of Option Holders,” "'Risks of Op-
tion Buyers," “Other Risks," and “Special Risks of For-
eign Currency Options."

MARKET FOR FOREIGN

CURRENCIES
Understanding the risks inherent in foreign currency
options requires familiarity with the characteristics of

the markets for the underlying currencies. Readers will
find extensive literature on the subject, and this chap-
ter can do no more than briefly summarize the most
fund: | characteristics of those as thay
partain to foreign currency options.

Foreign exchange rates can be free fioating or may
be subject to a variety of formal or informal govern-
mental exchange rate control mechanisms. Exchange
rates of most Western nations are permitted to fluctu-
ale in velue relative to the U.S. dollar and to each other,
It must be kept in mind, however, that sovereign gov-
emments rarely voluntarily allow their currencies to
fioat freely in response to economic forces. To the
contrary, sovereign governments use a variety of tech-
niques, such as intervention by a country's central
bank or impaosition of regulatory controls, to affact the
exchange rates of their currencies. Thus, a special risk
in trading options on foreign currencies is that govern-
mental actions might be instituted which could inter-
fere with freely determined currency valuation or even
with movement of currencies across borders. These
risks are specifically addressed under "Special Risks
of Forgign Currency Options” in Chapter X,

~ The market in foreign currencies exists in every large
financial center in the world, and primarily consists of
trading by the world’s international banks. In contrast
1o the stock market, the market for foreign currencies is
decentralized, essentially frea from government regu-
lation designed to protect investors (although, as
noted above, governments may take various actions
that affect their own currencies and the markets on
which they are traded), and extremely large. Trading is
g ly conducted in units equivalent to $1 million to
£5 million, and the market is not structured for trading
or delivery of small amounts of currency. While a “re-
tail market" for foreign currencies is available for tour-
ists and others engaged in smaller transactions, the
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CHAPTER VI

FOREIGN CURRENCY
OPTIONS

Foreign currency options—sometimes referred to
simply as currency options—are options to purchase
or sell one currency at a price denominated in another
currancy. The price of one currency In terms of an-
other currency s known as an exchange rate. The
exarcise price of a currency option thus represants an
axchange rate. The currency in which the premium
and exercise price are denominated is referred to as
the trading cumrency. The currency to be purchased or
sold at the exercise price is the underlying currency.

Certain of the foreign currency options discussed in
this chapter, which are referred to as dollar-denomi-
nated foreign currency options, are options to pur-
chase or sell underlying foreign currencies for U.S.
dollars, and their exercise prices represent the ex-
change rates of the undarlying foreign currencies with
respect to the U.S. dollar. Other options (which are
referred to as cross-rate foreign currency oplions or
cross-rate options) that are discussed below under
“Cross-Rate Foreign Currency Options™ are options 10
purchase or sell an underlying foreign currency at an
exercise price that is denominated in another foreign
currency. The exercise price of a cross-rate option
therefore represents an exchangé rate between two
foreign currencies.

‘While most of the foreign currency options that are
traded at the date of this booklet are physical delivery
options, trading has been introduced in cash-settied
foreign currency options. These options are dis-
cussed below under “Cash-Settled Foreign Currency
Options."

The term “foreign currency” includes nol only the
currencies of individual nations, but also the European
Currency Unit {"ECU"). The ECU, which is composed
of spacified amounts of various European cumencies,
is the official medium of exchange of the European
Economic Community's European Monetary System
and is primarily intended for use in international com-
merce, As used in this booklet, the term "sovereign
government" includes the European Economic
Community.
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prices available in that market are only generally re-
lated to prices in the “wholesale” interbank market,
and it is unlikely that the prices in the retail market will
be as favorable as the prices for transactions in large
amounts of foreign currency.

SPECIAL CHARACTERISTICS OF
FOREIGN CURRENCY OPTIONS

Foreign currency options, like other options, provide
opportunities for investrment and pose risks to inves-
tors as a resutt of fluctuations in the value of the under-
lying interest. Just as certain options on equity
securities are priced in relation to the price of the un-
darlying security, dollar-denominated foreign currency
option prices will generally depend in significant part
on the U.S. dollar value of the underlying fareign cur-
rency. Similarly, the prices of cross-rate options will
tend to depend on the relative values of the underlying
currency and the trading currency.

The relationship between the value of an undertying
foreign currency relative to the trading currency and
the prices of options on that underlying foreign cur-
rency can be summarized as follows:

1. If the value of an'underlying foreign currency rises
in refation 10 the trading currency, call premiums will
normally increase and put premiums decrease,

2. If the value of an underlying foreign currency de-
creasas in relation to the trading currency, call premi-
ums will normally decrease and pul premiums
increase.

EXAMPLE: Assume a dollar-denominated call
opticn gives its holder the right to purchase British
pounds at $1.35 each. At expiration, that option will
have intrinsic value if the price of the British pound is
above $1.35. At the same time, it will have no intrinsic
value if the price of the pound is equal lo or below
$1.35. The change in the price of British pounds may
result from a change in the value of the U.S. dollar
relative to all other currencies (“strong” dollar, "waak"
doliar), from a change peculiar to the British pound
("'strong” pound, "weak" pound), or from a combina-
tion of the two. In any case, the final measure of the
intrinsic value of the option will be the value of the
British pound relative to the U.S. dollar.

EXAMPLE: Assume a cross-rata call option gives
its holder the right to purchase British pounds at 2.50
German marks {“DM") aach. At expiration, that option
will have intrinsic value if the price of the British pound
in German marks is above DM2.50. It will have no
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intrinsic value if the price is equal to or below DM2.50
at that time. Changes in the exchange rate between
German marks and British pounds may result from
changes in the value of German marks relative to other
currencies generally, from changes in the value of the
British pound, or from a combination of the two. In any
case, the intrinsic value of the option will be deter-
mined by the valug of the British pound relative to the
German mark, and not to the U.S. dollar or any other
currency. Howewver, as is noted in the following sec-
tion, fluctuations in the value of the trading currency
relative to other currencies may significantly affect in-
vastors who intend to convert their gains or losses into
one of those other currencies.

Readers should note that the various expiration
dates for foreign currency options are diffsrent from
the expiration dates for options on other underlying
interests. Readars should determine the expiration
date of each foreign currency option they wish to buy
ar write.

SPECIAL FEATURES OF
DOLLAR-DENOMINATED
FOREIGN CURRENCY OPTIONS

The amount of the foreign currency underlying each
torsign currency option (ie., the unit of trading) is
specified by the options market on which the option is
traded. A

Exercise prices for currently available dollar-denomi-
nated options on foreign currencies other than the
Japanese yan are stated in U.S. cents per unit of for-
eign currency. Exercise prices for dollar-denominated
Japanese yen options are expressed in hundredths of
U.S. cents per unit. In order to determine the total
exercise price per confract, It is necessary to multiply
the stated exercise price by the unit of trading of the
particular option.

EXAMPLE: A dollar-denominated put covering
31,250 British pounds with an exercise price of 130
would entitle the holder to sell the underlying pounds
for an aggregate exercise price of $40,625 ($1.30 mul-
tiplied by 31,250).

EXAMPLE: A dollar-denominated call covering
6,250,000 Japanese yen with an exercise price of 94
would entitie the holder to buy the underlying yen for
an aggregate exercise price of $58,750 ($.00894 multi-
plied by 6,250,000).
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Exercises are settled through the facilities of OCGC.
For this purpose, OCC has estabiished banking ar-
rangsments parmitting it to receive and deliver each
underlying forelgn currency in the country of origin in
satistaction of option exercises. (Exarcises and as-
signments of ECU options settle within a country or
countries designated by OCC.) Clearing Members or-
dinarily deliver or receive foreign currency on the
fourth business day after exercise that is also a bank-
ing day for OCC's correspondent bank in the country
of origin. In the case of dollar-denominated options,
cash seftlement between OCC and Clearing Members
{i.e., payment or receipt of the net exercise price for
sach day's exercises) takes place In the United States
or other locations approved by OCC. In some cases, a
wholly-owned subsidlary of OCC—The Intermarket
Clearing Corporation—which has the same settiement
procedures as OCC, may act as OCC's agent in mak-
ing foreign currency settiements with Clearing
Members.

For purposes of satttement batwaen an investor and
his brokerage firm, applicable rules require a holder
exercising & physical delivery put option and an as-
signed writer of a physical delivery call option to ar-
range for the deposit of the requisite units of the
underlying foreign currency into a designated bank
account in the country issuing that currency no later
than the time by which OCC requires dalivery to it of
foreign currency by its Clearing Members. Through
this procedure, investors ordinarily rely upon their bro-
kerage firms to make settement with them. However,
OCC has established procedures whereby Clearing
Members may permit customers 1o make setllement
directly with an OCC correspondent bank. (At the date
of this booklet, such procedures ara not yet available in
the case of cross-rate options.) Investors should con-
sult their brokerage fims with respect to these
procedures.

At the date of this booklet, OCC expects, subject to
regulatory approval, to adop! exercise setilement pro-
cedures whereby OCC's obligation to deliver or pay for
undarlying foreign cumencies in satisfaction of option
exarcises may be discharged by transferring the for-
eign currency to be delivered, or the net exercise price
for forsign currency to be received, to an OCC corre-
spondent bank that is obligated to complete the settle-
ment. Brokerage firms and their customers would then
be ralying on the correspondent bank to deliver or pay
for the underlying foreign currency.
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Because the issuer of a particular foreign currency
may unilaterally issue a new currency to replace its
existing currency or alter the exchange rate or ex-
change characteristics of its existing currency with re-
spect to other currencies, an adjustment panel has the
discretion to adjust the terms of the options on such
foreign cumency. (At the date of this bookiet, the repre-
sentative of OCC on an adjustment panel has the
power to vote on adjustments to all foreign curmency
options whether or not the votes of the other panal
meambers result in a tie.) Ordinarily, the tarms of for-
eign currency options will not be adjusted to reflect a
devaluation or revaluation of a currency, The monetary
authorities of the European Economic Community
may change the weighting and idantity of the curren-
cles comprising the ECU from tme to time. Except in
extraordinary circumstances, the terms of ECU options
will not be adjusted to reflect such changes.

Premiums for currently available dollar-denominated
options on foreign currencies other than the French
franc and the Japanese yen are expressed in U.S.
cents per unit of foreign currency.

EXAMPLE: If a dollar-denominated option cover-
ing 62,500 Swiss francs is purchased at a premium of
.81, the cost of the option will be $506.25 (.81 cents, or
$.0081, times the unit of trading of 62,500).

Premiums for currently ilable dollar-d I d
French franc options are expressed in tenths of U.S.
cants.

EXAMPLE: If a dollar-denominated option cover-
ing 250,000 French francs is purchased at a premium
of .65, the cost of the option will be $162.50 (.065
cents, or $.00065, times the unit of trading of 250,000).

Premiums for currently available dollar-denominated
Japanese yen options are expressad in hundradths of
U.S. cents.

EXAMPLE: I a dollar-denominated option cover-
ing 6,250,000 Japanese yen is purchased at a pre-
mium of .42, the cost of the option will be $262.50
(.0042 cents, or $.000042, timas the unit of trading of
6,250,000},

Settiement of exercises of physical delivery dollar-
denominated and cross-rate options is significantly dif-
ferent from settlement of exercises of other types of
options. The following is a description of the settle-
ment procedures pertaining to such options.
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If QCC should determine that foreign governmental
restrictions or taxes would prevent the or settle-
ment of delivery foreign currency option exercises or
would result in undue burdens on OCC or its Clearing
Mem CC_has the authori im| special
exercise settlement procedures. These could range
from technical changes in delivery procedures 1o the
fixing of U.S. dollar settlement prices. OCC's authority
to fix cash settlement prices for foreign currency op-
tions applies to both calls and puts. Thus, OCC could
authorize exercising foreign currency put holders, as
well as assigned call writers, to pay a U.S. dollar settle- .
ment price in lieu of delivering the underlying foreign
currency. Howsever, OCC also has the authority to
prohibit exercises of foreign curmency puts by holders
who would be unable to dafiver the underlying foreign
currency. The potential effects of such a prohibition
are discussed in paragraph 5 under “Risks of Option
Haolders” in Chapter X. If spacial exercise settlement
procedures are impased, Investors may determine the
nature of such procedures from their brokers.

CROSS-RATE
FOREIGN CURRENCY OPTIONS

As noted at the beginning of this chapter, a cross-
rate foreign currency option is an option to purchase or
sell a foreign currency at an exercise price that is de-
nominated in another foreign currency. An example of
a cross-rate option is an option to purchase British
pounds at an exercise price denominated in Japanese
yen—that is, the trading currency would be the Japa-
nese yen and the underlying currency would be the
British pound. The exercise price would be expressed
as a certain number of yen per pound. Premiums for
cross-rate options are denominated in the trading cur-
rency. Thus, in the above example, premiums would
be in yen.

The cross-rate options that have been approved for
trading as of the date of this booklet are physical deliv-
ery European-style options. It is possible that other
kinds of cross-rate options will be traded in the future.

Investors in cross-rate options should bear in mind
that the magnitude and direction of any change in the
value of the underlying currency in relation to the trad-
ing currency may be quite different from the magnitude
and direction of any contemporaneous change in the
value of efther of those currencies in relation to a third
currency, such as the US. dollar. Thus, for example,
the British pound may appreciate in relation to the
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Japanese yen at the same time that the pound depreci-
ates in retation 1o the U.S. dollar. As discussed in Chap-
tar X under “Special Risks of Crogs-Rate Options,” this
is of particular significance to investors wha intend to
convert their profits or losses on cross-rate options into
U.S. dollars.

All of the previous discussion in this chapter relating
to foreign currency options in general applies equally
to cross-rate options except to the extent that it is spe-
cifically limited to dollar-denominated options. Cartain
special features of cross-rate options are discussed
below.

SPECIAL FEATURES OF
CROSS-RATE OPTIONS

The amount of the foreign currency underying each
cross-rate option (i.e., the unit of trading) is specified
by the options market on which the option Is traded.

The exercise price of a physical delivery cross-rate
aption is the price (denominated in the trading cur-
rency) at which the underlying currency may be pur-
chased or sold upon exercise of the option. Exercise
prices for cross-rate options are generally expressed in
terms of units (or fractions of units) of the trading cur-
rency par unit of the underlying currency. Therefore, in
arder to determine the total exercise price per contract,
it is necessary to multiply the stated exercise price by
the unit of trading of the,particular option.

EXAMPLE: The exercise prices of yen-denomi-
nated optians covering underlying German marks are
expressed In yen per mark, Therefore, a put covering
1,000,000 German marks with an exercise price of 93
Japanese yen ("JY") would entitle the holder to sell the
underlying marks for an aggregate exercise price of
J¥93,000,000 (JYS3 multiplied by 1,000,000).

The discussion in this chapter of adjustments under
the caption " Special Features of Foreign Currency Op-
tions" is applicable also 1o cross-rate oplions, except
thal adjustments in the terms of cross-rate options
might be made to reflact events affecting the trading
currency as well as events affecting the undarlying
currency.

Premiums for currently available cross-rate options
are expressed in units and decimals of the trading
currency per unit of the underlying currency.
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The discussion above in this chapter relating to dol-
lar-denominated foreign currency options generally
applies to cash-settled foreign currency options ex-
cept to the extent that such discussion specifically ap-
plies to physical delivery options.

The contract size of a cash-settled foreign currency
aption, like the siza of other foreign currency options,
is expressed in terms of the amount of the underying
currency covered by the option.

EXAMPLE: If the exercise price of a cash-settied
call option on German marks is 60 (expressed as U.S.
cants per mark), the exercise settlement value of the
underlying currency Is reported as 65, and the unit of
trading is 62,500 marks, then the cash settiement
amount of the option will be ($.65 minus $.60) muiti-
plied by 62,500 = $3,125.

A cash-settled foreign currency option that, based
on its exercise settiement value, is in the money on the
expiration date will be automatically exercised on the
expiration date. In the future, cash-settled foreign cur-
rency options may provide that they will be automati-
cally exercised only If they are in the money by a
specfied amount on the expiration date.

Al the date of this booklet, the exercise seftiernent
value for cash-settled forsign currency options is
based upon bid and offer quotations from a sampling
of participants in the interbank spot market for the
underlying foreign currency at a specified time on the
expiration date. The time as of which the exercise
settiement valua is calculated and the method of calcu-
lation is determined by the options market on which
the options are traded and may be changed by itat any
time. Any such change may be made applicable 1o
options outstanding at the time of the change.

Another special feature of cash-settied foreign cur-
rency options having an expiration date of not more
than two weeks following the Initlation of trading iz that
option writers must deposit required margin with their
brokerage firms within two business days of the trade
date. It should be noted that this is a shorter period
than the normal period required for other options
transactions,

EXAMPLE: If a yan-dencminated option covering
500,000 British pounds is purchased at a premium of
2.63, the cost of the option will be JY1,315,000 (JY2.63
times the unit of trading of 500,000).

Premium settlements of cross-rate options are ef-
fected in a trading currency other than U.S. dollars.
Similarly, in the event of exercise, the exercise price is
paid in the trading currency. OCC has established
banking arrangaments parmitting it to receive and pay
foreign currencies in the country of origin for purposes
of both premium and exercise settlement of cross-rate
options between OCC and its Clearing Membaers. Cus-
tomers ordinarily settle with their brokerage firms, al-
though OCC may establish procedures whersby
Clearing Members may permit customers to make ex-
ercise settlement directly with an OCC correspondent
bank. Each customer should consult his brokerage
firm to determine the procedures and time require-
ments for payment of foreign currencies on settlament
of trar i in, and ises of, cross-rate options,

If OCC should determine that foreign governmental
restrictions or taxes or other events beyond the control
of OCC would prevent the orderly settlement of exer-
cises of, or premium payments with respect to transac-
tions in, cross-rate options or would result in undue
burdens on OCC or its Clearing Members, CCC has
the authority to impose special settlement procedures.
These could range from technical changes in payment
procedures for the trading currency or underlying for-
gign curmency to the fiing of U.S. dollar settlement
prices payable in lieu of either currency. OCC also has
the authority to prohibit exercises of cross-rate options
by holders who would be unable to meet the settle-
ment obligations resulting from the exercise. The po-
tential effects of such a prohibition are discussed in
paragraph 5 under “Risks of Option Holders” in Chap-
ter X. If special exarcise settlement procedures are
imposed, investors may determine the nature of such
procedures from their brokerage firms,

CASH-SETTLED FOREIGN
CURRENCY OPTIONS

At the date of this booklet, cash-settled foreign cur-
rency options are also traded. These options are dol-
lar-denominated, European-style options. Each cash-
settled foreign currency option has an gxpiration date
not more than approximately two weeks following the
initiation of trading in the option. Cash-settled foreign
currency options having ionger expirations may be
traded in the future.
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CHAPTER ViI

FLEXIBLY STRUCTURED
QETIoNS.

Flexibly structured options, like the other options
discussed in this booklet, are traded on the U.S. op-
tions markets and are issued by OCC. However, unlike
other options, the terms of flaxibly structured options
are not all standardized. When a flexibly structured
option is purchased and sold in an opening transac-
tion, the parties to the transaction have the fiexibility,
within limitations set forth in the rules of the options
market on which the transaction occurs, to fix certain of
the option's terms. The terms of a fiexibly structured
option which may be fixed by the parties are called
variablé terms. The figxibility to fix these variable terms
is what makes flexibly structured options different from
other options,

The principal risks of holders and writers of flexibly
structured options are discussed in Chapter X. Read-
ers who are interasted in buying or writing flexibly
structured options should read not only this chapter
but also all of Chapter X.

Because many of the terms of flexibly structured
options are not standardized, it is less likely that there
will be an active secondary market in which holders
and writers of such options will be able to close out
their positions by offsetting sales and purchases. See
paragraph 1 under "Special Risks of Flexibly Struc-
tured Options” in Chapter X.

The trading procedures established by the options
markets for transactions in flexibly structured options
differ from the procedures for transactions in other op-
tions. Aeaders desiring information about the trading
proceduras of an options market for flexibly structured
options may obtain that information from that market.

The options markets may fix minimum size or mini-
mum maonetary values for transactions in flexibly struc-
tured options. Flexibly structured options may be
useful to sophisticated ir king to manage
particular portfolio and trading risks. However, as a
result of these minimums, as well as the special trading
procedures and reduced likelihood of thare being a
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sscondary market, flexibly structured options transac-
tions are not suitable for investors who are not finan-
cially able to bear the risks of maintaining such
minimum positions in flexibly structured options,

SPECIAL FEATURES OF FLEXIBLY
STRUCTURED OPTIONS

DESIGNATION OF TERMS-—The parties to an open-
ing transaction in flexibly structured options may des-
Ignate the option's variable terms in accordance with
the rules of the options market where the transaction
occurs.  Included among the terms that an options
market may identify as variable terms are the specifica-
tion and amount of the undertying interest, whether the
transaction involves a put, call or spread, the style of
fhe option, the exercise price, the cap interval of a
capped option, the axpiration date, the method for
determining the exercise settiement value of a cash-
settied option that is exercised on the expiration date,
the settlement currency of a cash-settied option, the
premium currency, and the trading currency of a for-
eign currency option.

Only those terms identified as variable terms by the
options market whare the opening transaction occurs
may be designated by the parties. All other terms are
standardized in accordance with the rules of OCC and
the options market. The rules of an options market
may impose limitations on the variabie terms which the
parties may designate. For example, an options mar-
ket may require that the expiration date of & flexibly
structured option not fall within a specified period of
tima or that the life of the option not excesed a maxi-
mum permissible term. As another example, if the
exercise settlement value of an index option Is based
on a specified average, an opticns market may require
that the average conform with the averaging parame-
ters established by the market. In addition, the under-
lying interest, the settlement currency, the premium
currency and tha trading currency, may be designated
only from those available for flexibly structured options
on the options market, and an options market may
require that the premium currency be the same as the
settlement currency.

MINIMUM SIZE REQUIREMENTS—Every transac-
tion in flexibly structured options must satisfy the mini-
mum size or monetary value requirements of the
options market where the transaction occurs. The
mirimum requirements may De larger for an opening
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their high and low prices, an average of opening and
closing prices, an average over a stated period of time,
or another average that conforms with the parametars
established by the options market. However, under the
OCC rules in effect at the date of this bookiat, the
method of determining the exercise settlement value
for an exercise that occurs on a day other than the
expiration date is not a variable term. The exercise
setiement valua for such exercises of flexibly struc-
tured index options will be the value derived from the
cloging prices of the constitluent securities on the day
of exercise (as reported by the reporting authority),
and the exercise settlemnent value of other flexibly
structured options will be determined in the same man-
ner as it is determined for other options on the same
underlying intarest that are traded on the options mar-
ket where the opening transaction in the flexibly struc-
tured option occurred,

SETTLEMENT CURRENCY—The setfiement cur-
rency may be a variable term to be fixed by the parties
out of those currencles specified by the options market
on which the transaction occurs as being available for
flexidly structured options. The settlement currency
may be the currency in which the premium is payable.
In addition, brokerage firms may require their custom-
&rs to make margin payments in the settlement
currency.

If the settlement currency and prerium currency are
not U.S. doliars, settlement of premiums and exercises
is generally made through the procedures and ar-
rangements established by OCC for cross-rate foreign
currency options. See "Special Features of Cross-
Rate Options™ in Chapter Vi. If ECUs are the settle-
mant currency, settlements can occur in the country or
countries designated by OCC.
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transaction in a series in which there is no open inter-
est than for other transactions (whether opening or
closing) in that series. An options market may also
impose minimum size or monetary value requirements.
on exercises of flaxibly structured options. Information
as to such minimums may be obtained from the op-
tions market where the options are traded.

POSITION and EXERCISE LIMITS—The options
markets may establish special position and exercise
limits for flaxibly structured options. Such limits may
differ from the limits applicable to other options, al-
though an options market may require that positions in
certain flexibly structured options be aggregated with
positions in certain other options. Information con-
ceming position and exercise limits of particular flexi-
bly structured options may be obtained from the
options market where the options are traded or from
brokerage firms.

TRADING PROCEDURES—The trading hours and
trading procedures for flexibly structured options may
differ from the trading hours and procedures for other
options. These special procedures may mean that the
market-making systems that are applicable to other
options may not be applicable to flexibly structured
options, that there may not be continuous quotations
for flexibly structured options, and that quotations may
be provided only in response to a specific request as
the basis for trading with the party making the request.

EXERCISES and SETTLEMENTS—In general, the
exercise, assignment and settlement of flexibly struc-
tured options occurs in the same manner as, and are
subject to the same time frames and procedures that
are applicable to, other options of the same style and
having the same underlying interest. See Chapter VIIL
However, unlike most other options, flexibly structured
options (other than foreign currency options) that are
in the money on the expiration date may be exercised
automatically. In the future it may be provided that
fiexibly structured options will be exercised automati-
cally only if they are in the money by a specified
amount.

EXERCISE SETTLEMENT VALUE—The methed of
determining the exercise settiement vaiue on the expi-
ration date of a flexioly structured index option is a
variable term that is fixed by the parties in their opening
transaction. For example, the parties may specify that
such exercise settlement value will be determined with
referance to opening prices of the constituent securi-
ties of the index, their closing prices, an average of
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CHAPTER VIl

EXERCISE AND

Although most option holders and writers close out
their options positions by an offsetting closing transac-
tion, investors should nonetheless be familiar with the
rules and procedures applicable 1o exercise. Such an
understanding can help an option holder determine
whether exercise might be more advantageous than
an offsetting sale of the option. An option writer needs
to understand exercise procedures because of the
possibility of being assigned an exercise. Once an
exarcise of an option has been assigned to an option
writer—even though he may not yet have been notified
of the assignment—the writar can no longer effect a
closing transaction in that option but must instead pur-
chase or sall the underlying interest for the exercise
price (or, in the case of a cash-settled option, pay the
cash settlement amount).

HOW TO EXERCISE

The period during which an option is exercisable
depends on the styla of the option. This is discussed
under "Style of Option" in Chapter Il.

In order 1o exercise most options traded at the date
of this booklet, action must be taken by the option
holder prior to the expiration of the option. However,
some options may be subject 10 automatic exercise.
For example, capped options are subject to automatic
exercise if the automatic exercise value of the underty-
ing interest hits the cap price for the option, and certain
other options are subject to automatic exercise at expi-
ration if they are than in the money (or, in the case of
some options, in the money by a specified amount).

To exercise an option that is not subject to automatic
exercisa, the holder must direct his brokerage firm to
give exercise instructions to OCC. In order to ensura
that an option is exercised on a particular day, the
holder must direct his brokerage firm to exercise
before the firm's cut-off time for accepting exercise
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instructions for that day. Different firms may have dif-
ferent cut-off times for accepting exercise instructions
from customars, and those cut-off times may be differ-
ent for different options.

A brokerage firm's cut-off time for accepting exer-
cise instructions becomes critical on the last trading
day before an option expires. An option that expires
unexercised becomes worthless. An_option_holder
who intends to exercise an option before expiration
must give exercise instructions to his brokerage firm
before the firm's cut-off time for accepting exercise

ingtructions on the last trading day before expiration.
Many brokerage firms accept standing instructions to

exarcise, or have procedures for the exercise of, every
option which is in the money by a specified amount at
expiration. These procedures often incorporate by ref-
erence OCC's administrative procedures that provide
for the exercise of every option that is in the money by
a specified amount at expiration unless the Clearing
Firm carrying the option in its accounts instructs OCC
not to exercise the option. Investors should determine
from their brokerage firm the applicable cut-off times,
the firm's procedures for submitting exercise instruc-
tions, and whether any of their options are subject to
automatic exercise. Investors should also determine
whether the exercise of their options is subject to
standing instructions of their brokerage firm, and, if so,
thay should discuss with the firm the potential conse-
quences of such instructions.

In highly unusual circumstances (e.g., where a bro-
kerage firm is unable to receive instructions from its
customers), a firm may be authorized under applicable
rules to make an exception to its regular cut-off time,
However, in order for an option to be exercised, the
brokerage firm must in any event pass on its cus-
tomer's exercise instructions to OCC before expiration.
QCC may allow exercises for a limited time after expira-
tion in the unlikely event that OCC is unable to follow its
normal procedures for receiving exercise instructions
from Clearing Membars on the expiration date. Sub-
ject ta that very limited exception, OCC has no author-
ity to extend the expiration of any option.

Once an exercise instruction is given by a Clearing
Mamber to OCC, it cannot ordinarity be revoked ex-
cept to correct a bona fide error that is specified in a
request filed by the Clearing Member prior to a dead-
line specified in OCC's rules.
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agreements with OCC, settlement is effected pursuant
to the rules of those clearing corporations, and OCC
has no further responsibility to either the exercising
holder or the assigned writer,

In a few cases—which usually occur because an
underlying equity security is no longer eligible for
clearance through a stock clearing corporation—set-
tiements calling for the delivery of that secusity are
made directly between Clearing Members. OGC's
rules provide protect procedures for exercise settie-
ments made directly between Clearing Members that
involve the deiivery of securities which either have
baen called for redemption, are due to expire or with
respect to which a call or expiration date is impending,
or are subject to an offer which will expire, if the expira-
tion time (as defined in OCC's rules) is on or after the
exercise settiement date for the option. Under these
protect procedures, the Clearing Member entitied to
receive the securities may give a liabillty notice to the
delivering Clearing Member by a speciied cut-off time
prior to the expiration time, If a Nability notice is so
given and the securities are not delivered sufficiently in
advanice of the expiration time to permit the receiving
Clearing Member to obtain their benefit, the dalivering
Clearing Member will be liable for any resulting dam-
ages. If the failure to deliver was the fault of the Clear-
ing Member's customer, the Clearing Member may
(depending on its own procedures) pass that liability
on to the customer, Investors should be aware that
correspondent clearing corporations may have protect
procedures in respect of the settlements made
thraugh them.

At the date of this booklat, the regular exercise set-
tlement date for physical delivery stock options is the
fiith business day after exercise, but the SEC has
adopted a rule that requires the regular settlement
date to be the third business day after an exercise that
takes place on or after June 1, 1995. The regular
exercise settlement dates for all other types of physical
delivery options traded at the date of this booklet are
described in the separate chaplers of the booklet dis-
cussing those options.

At the date of this booklet, settlemnents of exercises
of cash-settled options and foreign currency options
are effected by Clearing Members through OCG. Set-
tlement of exercises of cash-settled options—through
the payment in cash of the cash settlement amount—
ordinarily takes place on the business day immediataly
foliowing the day of exercise. However, cash-sattled
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ASSIGNMENT

OCC assigns exercises in standardized |ots to Clear-
ing Member accounts that reflect the writing of options
identical to the exercised options. A description of
OCC's assignment procedures is available from OCC
on request at the address set forth in paragraph 1 of
Chapter X1 of this booklet. Assignments are ordinarily
made prior to the commencement of trading on the
business day following receipt by OCC of the exercise
instruction, In the case of options traded in evening
sessions, exercise instructions recelved by OCCona
business day are ordinarily assigned prior to the open-
ing of trading in that day's evening sassion.

If exercises are assigned by OCC to a Clearing Mem-
ber's customers’ account, the Clearing Member must
then assign them to customers maintaining positions
as writers of the exercised options series. The rules of
the options markets require their member firms to allo-
cate assignments to customers either on a random
gelaction basis or on a "first-in, first-out"’ basis and to
infarm their customers which method is used and how
it works. Regardless of the method used, option writ-
ers are subject to the risk each day their options are
exercisable that some or all of them may be assigned.
(See the discussion in Chapter X under “Risks of Op-
tion Writers.")

It is possible that an option writer will not receive
notification from its brokerage firm that an exercise has
been assigned to him until one or more days following
the date of the initial assignment to the Clearing Mem-
ber by OCC. This creates a special risk for uncovered
writers of physical delivery cal stock options. This is
discussed in paragraph 8 under “Risks of Options
Writers" in Chapter X and under “Settlement” in this
chapter.

SETTLEMENT

Settlements betwean brokerage firms or their agents
on virtually all exercised physical delivery stock op-
tions are routinely handied through stock clearing cor-
porations in much the same way as ordinary
purchases and sales of the underlying equity security.
Promptly after the exercise and assignment of a physk
cal delivery stock option, OCC reports it to the desig-
nated stock clearing corporations of the Clearing
Members representing the exercising holder and the
assigned writer. If neither stock clearing corporation
rejects the transaction by a time specified in their
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capped options that have been automatically exer-
cised on any trading day other than the one immedi-
ately prior to expiration are settied on the second
business day after the automatic exercise is tri

The settlement of exercises of cash-settled options
that have a settlerment currency that is not U.S. dollars
is di d under Cumency" in Chapter
Vil

OCC has authority to postpone settlement of any
option on any type of underlying interast when OCC
considers such action to be necessary in the public
interest or to meet unusual conditions.

Each brokerage firm involved In an exercise or as-
signment settles with its own customer. Naither OCC
nor any options market has any responsibility to cus-
tomers with respect to funds or securities that have
been received by brokerage firms for their customers.
Investors may determine from their brokerage firms
whan and how settlement amounts will be credited or
debited to their brokerage accounts, -

In cartain unusual clrcumstances, it might not ba
possible for uncovered call writers of physical delivery
stock and stock index options to obtain the underlying
equity securities in order to meet their settlement obli-
gations following exercise. This could happen, for ex-
ample, in the event of a successful tender offer for all or
substantially all of the outstanding shares of an under-
lying security or if trading in an underlying security
weare enjoined or suspended. In situations of that type,
OCC may Impose special exercise settlement proce-
dures. These special procedures, applicable only to
calls and only when an assigned writer is unable to
obtaln the underlying security, may involve the suspen-
sion of the settlement obligations of the holder and
writer andjor the fixing of cash settlement prices in lieu
of delivery of the underlying security. In such circum-
stances, OCC might also prohibit the exercise of puts
by holders wha would be unable to defiver the underly-
ing security on the exercise settlement date. When
special exercise settiement procedures are imposed,
OCC will announce to its Clearing Members how set-
tiements are to be handled. Investors may obtain that
information from their brokerage firms.




CHAPTER IX

TAX CONSIDERATIONS,
TRANSACTION COSTS AND
MARGIN REQUIREMENTS

Options investing, like other forms of Investing, In-
volves tax considerations, transaction costs and mar-
gin requirements that can significantly affect the profit
or loss results of buying and writing options. These are
only briefly mentioned in this chapter, but should be
understood and taken into account by everyone con-
sidering transactions in options.

MNotwithstanding the importance of tax considera-
tions, transaction costs and margin requirements, for
the sake of simplicity, the examples in this booklet do
not take these matters into account. Nevertheless, it
should be remembered that their impact may signifi-
cantly reduce the opportunity for profit and the rate of
return obtainable from particular options trading strate-
gles; indeed, their effect may in some instances turn an
apparent profit into & loss.

TAX CONSIDERATIONS

The tax consequences of an options transaction de-
pend, in part, on the tax status of the investor and also
may differ depanding upon the type of underlying in-
tergst involved—since the tax ruies are not the same
for each type of underlying interest—and upon such
factors as whether an option is exercised or is the
subject of a closing transaction or is allowed to expire
or whether an option that is written is covered or un-
covered. Some options markets have publications
that dsal specifically with the tax treatment of various
options transactions. These may be obtained from
brokerage firms as well as the markets themselves.
Readars should also be aware that options transac-
tions effected in foreign markets could subject the par-
ties to tax liability under the laws of the country in which
the foreign market is located. Because of the impor-
tance of tax considerations to all options transactions,
it cannot be emphasized too strongly that the reader
considaring options should consult with his tax advisar
as to how taxes may affact the outcoma of contem-
plated options transactions.
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If a holder of a physical delivery call option exercises
and wishes to purchase the underlying interest on
credit, the holder may be required to deposit margin
with the holder's brokerage firm. Hoiders of physical
delivery options on a foreign cumency should be aware
that, at the date of this booklet, foreign cumency has no
value for margin purposes except to the extent that
credit has been extended on the same foreign
currency.

Margin requirements are complex and are not the
same for writers of options on different types of under-
lying interests. Margin requirements are subject to
change, and may vary from brokerage firm to broker-
age firm. Consequently, the examples in this booklet
do not take margin requirements into account. How-
ever, margin requirements can have an important ef-
fect on an option writer's risks and opportunities,

Persons considering writing options (whether alone
or as part of options combinations, such as spreads or
straddles) should determine the applicable margin re-
quirements from their brokerage firms and be sure that
they have sufficient iquid assets to meet those require-
ments in the event of adverse market movements,

TRANSACTION COSTS

The transaction costs of options investing consist
primarily of commissions (which are imposed in open-
ing, closing, exercise and assignment transactions),
but may also include margin and interest costs in par-
ticular transactions. The impact of transaction costs
on profitability is often greater for options transactions
than for transactions in the underlying interests be-
cause these costs are often greater in relation to op-
tions premiums than in relation to the prices of
underlying interasts. Transaction costs are especially
significant in option strategles calling for multiple
purchases and sales of optlons, such as spreads and
straddles. Transaction costs may be different for trans-
actions effected in foreign options markets than for
transactions effected in U.S. markets. Readers should
aiways discuss transaction costs with their brokerage
firms before engaging in options transactions,

MARGIN REQUIREMENTS

Writers of options, other than certain covered call
option writers and certain writers of cash secured puts
(discussed below), must comply with applficable mar-
gin requirements.

In the stock market, margin refers to buying stock or
selling stock short on credit. Margin customers are
required to keep securities on deposit with their bro-
kerage firms as collateral for their borrowings. But
options, unlike stock, cannot ba bought on credit
under current regulations. In the options market, mar-
gin means the cash or securities required 1o be depos-
ited by an option writer with his brokerage firm as
collateral for the writer's obligation to buy or sell the
underlying interest, or in the case of cash-settiad op-
tions o pay the cash settiement amount, if assigned an
exercise. Minimum margin requirements are currently
imposed by the Board of Govemnors of the Federal
Reserve Systern, the options markets and other seif-
regulatory organizations, and higher margin require-
ments may be imposed—either generally or in individ-
ual cases—by the various brokerage firms.

Uncovered writers may have to meet calls for sub-
stantial additional margin in the event of adverse mar-
ket movements, Even if a writer has enough equity in
his account to avoid a margin call, increased margin
requirements on his option positions will make that
aquity unavailable for other purposes,
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CHAPTER X

PRINCIPAL RISKS OF
OPTIONS POSITIONS

This chapter discusses the principal risks of holders
and writers of options. The risks discussed are those
that are unigue 10 being an option holder or writer.
Risks that relate to such matters as the trading of secu-
rities generally; the state of the economy; the supply
and demand factors in the options markets and in
other related markets; the factors affecting the values
of the various underlying interests; the factors affecting
the volatility, liquidity and efficiency of the options mar-
kets or of other markets or other factors that may affect
the pricing of particular options; the quality or opera-
tions of the various oplions markets at any particular
time; and the procedures of the various options mar-
kets and of brokers in transmitting orders and effecting
executions are not within the scope of this booklet and
are not discussed. (See the discussion in Chapter Xi
as to the scope and limitations of this booklat.)

It should also be noted that new types of options and
new options strategies are constantly being developed
and that some of the risks of new options products and
new options strategies do not become apparant until
there has been significant experience in trading and
using the new options and strategies. Accordingly,
readers should be aware that there is a risk in new-
ness, particularly if the new option or strategy is com-
plicated or complex, that cannot always be identified
or described.

Readers should also be aware that not all options
strategies will necessarily be suitable for theml anld_ that
certain strategies may expose them to very 5|gl‘|l‘fllcaﬂl
potential losses. For example, the risks associated
with the writing of puts or uncovered calls expose in-
vestors to such potential losses, and this type of strat-
egy s therefore not suitable for all investors.

Mary of the risks are the same for options on all
types of underlying interests, aithough some special
risks may apply only to options on particular types of
underlying interests, The first threa sections of this
chapter describe risks that apply generally 1o options
on all types of underlying interests. They ara followed
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by sections discussing the special risks associated
with options on the particular types of underlying
intarests,

RISKS OF OPTION HOLDERS

1, An option holder runs the risk of losing the entire
amount paid for the option in a relatively short period of
time. This risk reflacts the nature of an option as a
wasting asset which becomes worthless when it ex-
pires. An option holder who neither sells his option in
the secondary market nor exercises it prior to its expi-
ration will necessarily lose his entire investment in the
option.  {As noted in Chapter Vill, many brokerage
firms have procedures for the exercise of options at
axpiration that are then in the money by a specified
amount.}

The tact that options bacome valueless upon expira-
tion means that an option holder must not only be right
about the direction of an anticipated price change in
the underlying interest, but he must also be right about
when the price change will occur. [f the price of the
underlying interest does not change in the anticipated
diraction before the option expires to an extent suffi-
cient to cover the cost of the option, the investor may
lose all or a significant part of his investment in the
option. This contrasts with an investor who purchases
the undertying interest directly and may continue to
hold his investment, notwithstanding Its failure to
change in price as anticipated, in the hope of waiting
ogﬁan adverse price move and eventually realizing a
profit.

Tha significance of this risk to an option hoider de-
pends in large part upon the extent to which he utilizes
the leverage of options to control a larger quantity of
the underlying interest than he could have purchased
directly with the same investment amount, This is illus-
trated in the following example, which compares the
consagquences of three different approaches to invest-
ing the same amount of money in stock or options,
with each approach involving a different degree of
leverage.

EXAMPLE: Assume that Investors A, B and C
each have $5,000 to invest and that each anticipates
an increase in the market price of XYZ stock, which is
currently $50 a share. Investor A invests his $5,000 in
100 shares of XYZ. Investor B invests $500 in the
purchase of an XYZ 50 call (covering 100 shares of
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for more than its original cost even though the option
never becomes worthwhile to exercise. (The shorter
the time remaining until expiration the less likely it is
that this will be possible.)

3. Prior to the perigd when a European-style option

of option is exercigable, the only means
through which the holder can realize value from the

option (unless the capped option is automatically exer-
cised) is to sell it at its then market price in an available
secondary market. |f a secondary market for such an
option is not available during the time the option is not
exercisabie, it will not be possible for its holder to real-
ize any value from the option at that time.

4. The exercise provisions of an option may create
gertain risks for the option holders, If the option doaes
not have an automatic feature, a holder who wishes to
exarcise must assure that action is taken in a timely
manner. See the discussion of “How to Exercise” in
Chapter VI

On the other hand, if the option has an automatic
axercise feature—such as one that will cause the op-
tion to be automatically exercised at the expiration if it
is in the money by a specified amount—the option may
be exercised at a price at which the holder would not
voluntarily choose to exercise in view of the transac-
tions costs of exercise or other factors. The transac-
tion costs associated with the exercise could even
exceead the cash settlement amount of the option, with
the result that the holder would realize a net loss from
the exercisa. Conversely, an option that has a cash
settlement amount that is less than the threshold
amount cannot be exercised even though the option
holder's transaction costs may be low enough to per-
mit the option to be exercised profitably. In such a
case, the option may expire unexercisad.

The automatic exercise feature of capped options
imposes a maximum value that & halder of these op-
tions can receive. Even # the option holder expects the
value of the underlying interes! to continue to moveina
favorable direction prior to its expiration, the automatic
exercise feature will prevent the holder from realizing
any gain from the option in excess of the cap interval
times the multiplier for the option.

5. The courts, the SEC, another requlatory agency,

OCC or the options m: may im
strictions. While an American-style option can nor-
mally be exercised at any time prior to its expiration,
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XYZ at a premium of §5 a share) and invests the re-
maining $4,500 in a relatively risk-free investment such
as Treasury bills. (For purposes of this example, it is
assumed that all of the calls are purchased when they
have six months remaining until expiration, and that
the risk-free investment bears interest at an annual rate
of, say, 3.25% —which means that a $4,500 investment
will earn approximately $73 in interest over six
momi?s.} Investor C invests his entire $5,000 in 10 XYZ
50 calls.

if sach option is held for six months and, if it is
profitable, is either sold or exercised Immediately
before it expires, the following table illustrates the dol-
lar and percentage profit or loss that each investor
would realize on his $5,000 investment, depending
upon the price of XYZ stock when the option expires,

Price of lavastor A lavestor B drmvaater C

X¥Z wtock Prafit Proft Proft

#t axpirstion or * o L3 o ~

ol aption Loz Aelum  Loss  Aefum Lazs Retum
’ #1200+ 24% 4 TTE ¢ 155% + T000 + 140%
BB . ..+ BDD +16% +373 + 75% +3000 + BO%
54 Lo+ 400 + B% - 27 - 05% -1000 - 20%
50 . ] 0 -427 - BE% -5000 - 100%
4% 400 - B% -427 - B5% - 5000 - 100%
a2 . oo o= BOD -16% -427 - B5% ~-5000 -100%
38 . L= 1200 -24% -427 - BS% - 5000 -100%

The table demonstrates how increased levarage re-
sults in greater profit potential on the upside and
greater risk of loss on the downside. Investor C, as the
most leveraged investor, would realize the highest par-
centage return if the price of XYZ increased to 82, but
would incur a 20% loss even it the price of XYZ in-
creased to 54 (assuming he did not sell his options
while they had significant remaining time value), and
would lose all of his investment if the price of XYZ
stayed at or below 50.

2. The more an option is out of the money and the
shorter the remaining time to expiration rthe
risk that an option holder will lose all or part of his
investment in the option. The greater the price move-
mant of the underlying interest necessary for the op-
tion to become profitabie (that is, the more the option
is out of the money when purchased and the greater
the cost of the option) and the shorter the time within
which this price movement rmust occur, the greater the
likalihood that the option holder will realize a loss. This
doss not necessarily mean that an option must be
worthwhile to exercise in order for a holder to realize a
prefit. Instead, it may be possible for the holder to
realize a profit by selling an option prior to its expiration
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OGCC and the options markets have authority to restrict
the exgrcise of options at certain times in specified
circumstances. -The options markets often exercise
such authority with respect to an option in which trad-
ing has been halted. If a restriction on exercise is
imposed at a time when trading in the option has also
been halted, holders of that option will be locked into
their positions until either the exarcise restriction or the
trading halt has been lifted.

Exercise restrictions imposed by OCC and the op-
tions markets affecting cash-settied options generally
cannot be continued in effect beyond the opening of
business on the last trading day before thair expiration.
Such exercise restrictions affecting physical delivery
oplions generally cannot be continued beyond the
opening of business on the tenth business aay bafore
their expiration, but with one important exception. If
OCC determines that the available supply of a security
underlying a physical delivery option appears to be
insufficient to permit delivery of the security by the
writers of all outstanding calls in the event of exercise,
or that foreign government restrictions would prevent
or unduly burden the orderly settlernent of exercises of
foreign currency options, OCC may indefinitsly pro-
fhibit the exercise of puts by holders who would be
unable to deliver the underlying security. The holder of
such a put could lose his entire investment in the op-
tion if the prohibition remained in effect until the put's
expiration and the holder was unable either to acquire
the underlying interest or to sell his put in the market.
The put holder might be unable to do either because
the vary event that caused OCC to impose the exercise
prohibition—e.g., a suspension of trading in an under-
lying stock—might not only make it difficult or impossi-
ble to obtain the underlying interest, but might also
impair the market in options on that interest.

1 is also possible that a court, the SEC or another
regulatory agency having jurisdiction would impose &
restriction which would have the effect of restricting the
exercise of an option, In such a case the option would
not be exercisable until the restriction was terminated.
In the remote possibility that the restriction were to
remain in effect until the expiration of the option—
which has never yet occurred—the option would ex-
pire worthless, and the holder would lose the entire
amount that he paid for the option.
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RISKS OF OPTION WRITERS
1. An option writer may be assigned an ex8rcise at

time during the pariod the option i asable.
Starting with the day it is purchased, an American-style
option is subject to being exercised by the option
holder at any time until the option expires. This means
that the option writer is subject to being assigned an
exercise at any lime after he has written the option until
the option expires or until he has closed out his posi-
tion in a closing transaction. By contrast, the writer of a
European-style or capped option is subject to assign-
mant only when the option is exercisable or, in the case
of a capped option, when the automatic exercise vaiue
of the underlying interest hits the cap price.

An assigned writer may not raceive notice of the
assignment until one or more days after the assign-
mant has been made by OCC. Once an exercise has
been assigned to a writer, the writer may no longer
close out the assigned position in a closing purchase
transaction, whether or not he has received notice of
the assignment. In that circumstance, an attempted
closing purchase would be treated as an opening pur-
chase transaction.

it an option that is exercisable is in the money, the
option writer can anticipate that the option will be exer-
cised, especially as expiration approaches. Once he is
assigned an exercise, the assignad writer must deliver
(in the case of a call) or purchasa (in the case of a put)
the underlying interest (or pay the cash settlement
amount in the case of an in the money cash-settled
option). The consequences of being assigned an ex-
ercisa depend upon whather the writer of a call is cov-
ered or uncoverad, as discussed below.

2. The writer of a covered call f the of

nity to benefit from an increase in_tha valus of the

underlying interest above the option price, but contin-
ues to bear the risk of a dacline In the value of the
underlying interest. Unlike a holder of the underlying
interest who has not written a call against it, the cov-
ered call writer has (in exchange for the premium)
given up the opportunity to profit from an increase in
the value of the underlying interest above the exarcise
price. If he is assigned an exarcise, the net proceeds
that he realizes from the sale of the underlying interest
pursuant to the exercise could be substantially below
its prevailing market price.
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writer's position). Uncovered call option writing is thus
suitabie only for the knowledgeable investor who un-
derstands the risks, has the financial capacity and will-
ingness to incur potentially substantial losses, and has
sufficient liguid assets to meet applicable margin
requirements.

4. As with writing uncovered calls, the risk of writing

put options is substantial. The writer of a put option
bears a risk of loss if the value of the underlying interast
declines below the exercise price, and such loss could
be substantial if the decline is significant. The writer of
2 put bears the risk of a decline in the price of the
underlying interest—potentially to zero. A put writer of
a physical delivery option who s assigned an exercise
must purchase the underlying interest at the exercize
price-—which could be substantially greater than the
current market price of the underlying interest—and a
Fut writer of a cash-settled option must pay a cash
settlerment amount which reflects the decline in the
value of the underlying interest below the exercise
price. Unless the put is a cash-secured put (discussed
below], its writer is required to maintain margin with his
brokerage firm. Moreover, the writer's purchase of the
underlying interest upon being assigned an exercise of
a physical delivery option may result in an additional
margin call.

A requisita for writing puts is an understanding of the
risks, the financial capacity and willingness to incur
potentially substantial losses, and the liquidity to meet
margin requirements and to buy the underlying inter-
ast, or to pay the cash settlement amount, in the event
the option is exercised. A writer of an American-style
put can be assigned an exercise at any time during the
life of the option until such time as he enters into a
closing transaction with respect 1o the option. Since
exercise will ordinarily occur only if the market price of
the underlying interest is balow the exercise price of
the option, the put writer of a physical delivery option
can expect to pay more for the underlying interest
upon exercise than its then market value.

~ EXAMPLE: At atime when XYZ stock is $50, an
investor receives a 300 premium ($3 a share) by writ-
ing an XYZ 50 put. Subsequently the stock price de-
clines to 40 and he is assigned an exercise. The
investor must purchase the stock at $50. Even though
the $3 a share premium reduces his effective cost 1o
$47, that is still substantially higher than the $40 mar-
ket prica of the stock,
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EXAMPLE: When XYZ stock was $50, the inves-
tor callected a $4 a share premium by writing an XYZ
50 delivary call. As expiration approaches, the stock
has risen to $58 and he Is assigned an exercise. His
total return, in addition to any dividends received, will
be the $50 exercise price he Is paid for the stock plus
the $4 premium collected when the option was writ-
ten—=&§4 a share less than the $58 he could have soid
the stock for if he had not written the option. .

On the other hand, if the value of the underlying
interest declines substantially below the exercise
price, the call is not likely to be exercised and, depend-
ing upon the price paid for the underying interest, the
covered call writer could have an unrealized loss on
the underlying interest. However, that loss will be
wholly or partially offset by the premium he received
when he wrote the option.

3. The writer of an uncovered call is in an extramely
risky position and may incur largs losses if the value of
the underlying interest | th i
price. The potential loss is unlimited for the writer of an
uncovered call. When a physical delivery uncovered
call is assigned an exercise, the writer will have to
purchase the underlying interest in order to satisty his
obligation on the call, and his ioss will be the excess of
the purchase price over the exercise price of the call
reduced by the premium received for writing the call.
(In the case of a cash-settled option, the loss will be the
cash settlement amount reduced by the premium.)
Anything that may cause the price of the underlying
interest to rise dramatically, such as a strong market
rally or the announcement of a tender offer for an un-
derlying stock at a price that is substantially above the
prevailing market prica, can cause large losses for an
uncovered call writer.

EXAMPLE: An investor receives a premium of $4
a share for writing an uncovered XYZ 50 call option and
the stock price jumps to $69 as the option approaches
expiration. If the investor liquidates his option position
at, say, $19, in an offsetting closing purchase transac-
tion, he will incur a loss of $1,500 (the $1,900 paid in
the offsetting purchase transaction less the $400 op-
tion premium received when the option was written).

The writer of an uncovered call is in an extremely
risky position and may incur large losses. Moreover, as
discussed in Chapter [X, a writer of uncovered calis
must meet applicable margin requirements (which can
rise substantially if the market moves adversely to the
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The put writer's exposure to margin requirements
can be eliminated if the put writer elects to deposit
cash egual to the option exercise price with his broker-
age firm. Undar this strategy, known as cash-secured
put writing, the option writér is not subject to any addi-
tional margin requirements regardiess of what hap-
pens to the market vaiue of the underlying interast. In
the meantime, the option writer might eam interest by
having the cash invested in a short-term dabt instru-
ment—for axample, in a Treasury bill. However, a cash-
secured put writer is still subject to a risk of loss if the
value of the underlying interest declines.

EXAMPLE: An investor receives a $500 premium
for writing an XYZ 50 put option with six months re-
maining until expiration and deposits with his broker
$5,000 invested in Treasury bills which, over the six
month option life, will earn interest of $250. If he has
not been assigned an exercise by expiration, the inves-
tor wili have a total return of $750 (option premium of
$500 and interest of $250). On the other hand, H the
price of XYZ stock were to fall befow $42-1/2 and the
investor is then assigned an exercise, he would have a
net loss—that is, the market price of the XYZ stock he
would be required o purchase would be below the
axercise price by more than the combined premium
income and interest earned.

5. The risk of being an option writer may be reduced
by the purchase of other options on the same underly-
ing interest—and thereby assuming a spread posi-
tion—or by acquiring other types of hedging positions
in tha options markets or other marksts. However,
aven whare the writer has assumed a spread or other
hedging position, the risks may still be significant. See
paragraph 1 under "Other Risks" below.

6. The obligation of a writer of an uncovered call or of
a put that is not cash-secured to mest applicable mar-

gin requirements creales additional risks, If the value
of the undertying interest moves against the writer's

position, or if there is a significant change in the volatil-
ity or liquidity of the underlying interast, related inter-
ests, or the option, or if the writer's brokerage firm
otherwise requires, the firm may request significant
additional margin payments. If those payments are
not made, the firm may have the right to liquidate the
options positions and other securities positions in the
writer's account with fittle or no prior noticea.

7. Since the leverage inherent in an option can

cal the im of price in_th
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interast 1o ified in rice of the option,
writer of an option that is uncover: unhed:
may have & significantly greater risk than a shor seller
of the underlying interest. This is illustrated by the
table set forth in paragraph 2 under “Risks of Option
Holders” above. |If an investor had sold short 100
shares of XYZ to Investor A in that table in order to
receive $5,000 in proceeds, the investor would have
lost $1,200 if the market price of XYZ had increased to
€2, On the other hand, if, in order to receive $5,000 in
proceeds, the investor had written 10 XYZ 50 uncov-
ered calls, he would have lost $7,000 if the market
price of XYZ had increased to 62.

8. The fact that an option writer may not receive
Immediate notification of an assignment creatss a spe-
cial risk for uncovered writers of physical delivery call
stock options that are exercisable when the unde:
securlty is the subject of a tender offer, exchange offer,
or similar event. A writer who fails to purchase the
underlying security on or before the expiration date for
the offer may learn after the expiration date that he has
been assigned an exercise filed with OCC on or befora
that date. At that point, neither the purchase of tha
underlying security for regular settiement nor the exer-
cise of another option (e.g., the long leg of a spread)
will anable the assigned writer to deliver the sacurity on
the settiement date for the option exercise (see “Settla-
ment” in Chapter VIll). I the assigned writer fails to
maka timely settiement, he may be liable for, among
other things, the value of the offer (because his non-
delivery may have prevented the exercising holder
from making timely delivery of the sacurity to the of-
feror). This risk can be avoided only by purchasing the
underlying security on or before the expiration date for
the offer. Occasionally, an offer will require that ten-
dered securities be delivered in less than the normal

{ time for exchange trar ions after the of-
fer's expiration date. In those cases, call writars wil
need 1o purchase the underlying equity security at an
earlier point—i.e., at least the number of days equal to
the normal settlerment time before the offeror's delivery
deadline—in order 1o protect themselves.

9. Although the rules of the options markets estab-
lish exarcise cut-off times by which exercise instruc-
tions of expiring options must be received by
brokerage firms from their customers, OCC must ac-
cept all exercises which It receives before expiration—
even if thoss exercises are filed with OCC in violation of
an options market's rules. Accordingly, there is a risk
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both sides of a combination transaction, and the in-
creased risk exposure that would result from the exer-
cise or closing out of one side of the trade while the
other side of the trade remains cutstanding. Also, the
transaction costs of combination transactions can be
especially significant, since separate costs are In-
curred on each componant of the combination, This
can have the effect of requiring a substantial favorable
price movement in the underlying interest before a
profit can be realized.

Where a combination transaction invoives the writ-
ing of an in the money American-style option, an inves-
tor must keep in mind the possibility of being assigned
an exercise, which would eliminate that component of
the transaction and could materially change the inves-
tor's risk position.

In the case of straddle_writing, whera the investor
writes both a put and a call on the same underiying
interest at the same exerciss price in exchange for 8
combined premium on _the two writing transactions
the potential risk is unlimited (except in the case of
capp jons). To the extent that the price of the
underfying interest is either below the exercise prica by

more than the combined premium, or above the exer-
cise price by more than the combined premium, the
writer of a straddle will incur a loss when one of the
options is exercised. Indeed, if the writer is assigned
an exercise on one oplion position in the straddle and
fails to close out the other position, subsequent fluctu-
ations in the price of the underlying interest could
cause the other option to be exercised as well, causing
a loss on both writing positions,

Combinations involving different styles of aptions
prasent added complexities. For example, the as-
signed writer of an American-style option would be
unable to cover by exercising a European-style or
capped-style option that he holds unless the assign-
ment happened to cccur during the exercise period of
that option.

Combination transactions involving all cash-sattled
options also pose the same risks that are discussed for
Index options under “Special Risks of Index Options”
below.

2. if a trading market in_particular options were to
become unavailable, investors in those options could
no langer engage in closing transactions. Moreover
even If the market ware to remain available, there may
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that an option writer will be assigned an exercise that is
made based on news that is published after the estab-
lished exercise cut-off time and that the writer may not
have an effective remedy to compensate for the vigla-
tion of the options market's rules.

10. If a trading market in an option should become

unavall or if the wri the option are otherwis:
unable to @ in closing transactions, the wri

that option would remain obligated untll expiration or
assignment. See the discussions in paragraphs 2 and
3 under “Other Risks" balow.

11. A sudden development may cause a sharp up-
ward or downward spike in the valug of the interest
underlying a capped option. Such a spike could cause

the capped option to be automatically exercised, and
writers of the option to become obiligated to pay the
cash settiement amount, even if the effect of the deval-
opment on the value of the underlying interest com-
pletely disappears on the day after the automatic
exercise is triggered.

OTHER RISKS

1. Transactions that involve buying and writing multi-
ple options in_combination, or buying or writing op-
tions in combination with buying or selling short the
underiying interests, present additional risks to inves-
tors. Combination transactions, such as option
spreads, are more complex than buying or writing a
single option. And it should be further noted that, as in
any area of investing, 8 complexity not well understood
is, in itseM, a risk factor. While this is not to sugges! that
combination strategies should not be considered, it is
advisable, as is the case with ail investments in op-
tions, to consult with someone who is experienced a::nnl
knowledgeable with respect to the risks and potential
rewards of combination transactions under various
market circumstances.

The investor considering strategies involving combi-
nation transactions should recognize several other
risk-related considerations in addition 10 those already
mentioned: the fact that it may at times be impossible
simultanecusly to execute wansactions in all of the
options involved in the combination, the difficulty that
may be involved in attempting to execute simultane-
ously two or more buy or sell orders at the desired
prices, the possibility that & loss could be incurred on
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be times when options pricas will not maintain their

customary or anticipated relationships to the prices of
the underlying interests and related interests. The op-
tions markats attempl to provide secondary markets in
which holders and writers of options can ciose out their
positions at any time prior to expiration—by making
offsetting sales or purchases—but there is no guaran-
tee that such a market will at all times exist for every
option. Lack of investor interest, changes in volatility,
or other factors or conditions might adversely affect
the fiquidity, efficlency, continuity or even the orderli-
ness of the market for particular options. Or an options
market might permanently discontinue trading of a
particular option or of options generally (although it
has ordinarily been the practice, when an options mar-
ket decides to discontinue trading of options on a par-
ticufar underlying interest, to do so only after all
outstanding series of those options have expired if the
options are not traded on another options market). A
market could bacome temporarily unavailable if unu-
sual events—such as volume in excess of trading or
clearing capability, computer malfunction, fire or natu-
ral disaster—were 0 interrupt normal market opera-
tions. As discussed in paragraph 3 below, an options
market may also become unavailabls in the event trad-
ing in the underlying interest is formally suspended or
halted. It is also possible that an options market will
not open, or will delay cpening, trading In certain op-
tions even though trading is taking placa in the under-
lying security for in the constituent securities of an
underlying index).

In addition, an options market may at times deter-
mine o impose restrictions on particular types of op-
tions transactions, such as opening transaclions or
uncovered writing transactions. For example, if an
underlying interest ceases to meet qualifications im-
posed by the options market or OCC, new series of
options on that interest may no longer be opened to
replace expiring series, and opening transactions in
existing series may be prohibited.

The accounts of options market makers and special-
ists are carried and guaranteed by a relatively few
firms. If one of these firms were to fail, be suspended
by OCC, be restricted in its operations, determine or
be required to discontinue or reduce its operations, or
have a significant reduction in its capital, the markets
for particular options, or even for all options, could be
disrupted or possibly forced to i trading.
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Similarty, in the event an options specialist or a signifi-
cant group of options market makers should fail or
have a significant reduction in capital, the markets in
the particular options in which the specialist or market
makers traded could be adversely affected. The sus-
pansion by OCC of any Ciearing Member that main-
tains significant positions in a panticular options series
in its accounts could also disrupt the market for that
options series.

An opticns market could also become unavailable
because of its own financial problems. For example, if
an options market were to be declared bankrupt or if
creditors were to take possession of its principal trad-
ing systems, it might be unable to continue to operate
&s an options market,

If a secondary market in a particular option were to
become unavallable, a holder of that option would be
able to realize his profits or limit his losses only by
exarcising at a time when the option is exercisable,
and a writer of that option would remain subject to
assignmant until expiration. However, as noted above
in paragraph 5 under "“Risks of Options Holdérs,” an
cptions market may also restrict exercises of that
option,

3. Disruptions in the markets for underlying interests
could result in losses for options Investars. Each ofthe
options markets has discretion to halt trading in an
option in certain circumstances—such_as when the
market determines that the halt would be advisable in
maintaining a fair and orderly market in the option. H
trading is halted or suspended In cne or more of the
markets for an underlying interest, the trading of op-
tions on that interest may also be halted. Similarly, if
dissemination of the current level of an underlying in-
dex is Interrupted, or i trading Is Interrupted in stocks
accounting for a substantial portion of the value of an
index, the trading of options on that index may be
hatted. In addition, the rules of the options markets
may require them to halt trading in particular types of
options in cerain circumstances. At the date of this
booklet, the U.S. options markets are required (1) to
halt tradiing in all stock options and stock index optlons
when trading in all stocks on the New York Stock Ex-
change ("NYSE") has been halted by the activation of
“gircult breakers" by the NYSE, and (2) to halt trading
in all stock options and stock index options for a spaci-
fiad period of time if the Dow Jones Industrial Average
("Average") is calculated at a value of 250 or more
points below fts closing value on the previous trading
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erroneously by the official reporting source. As a con-
sequence of the error, the options market on which the
aption is traded may not determine on a timely basis
that the automatic exercise feature has been triggered.
In that event, the option will not be automatically exer-
cised uniess the options market determines on a sub-
sequent trading day that the automatic exercise value
for the option has hit the cap prica. Alternatively, the
options market may determine on the basis of an erro-
neous report that the awtomatic exercise feature has
bean triggered. If the options market makes such a
determination and does not correct it on a timely basls,
the option will be automatically exercised and the short
positions of all writers will be assigned based on the
erronecus report.

6. The insolvency of a brokerage ﬁrm couid Erml
risks for that firm”

tors in options of in other securities. r! a bmrsgs ﬁn'n
or the OCC Clearing Mamber that carries the fim's
accounts at OCC were to becoms Insolvent, the firm's
customers could have some or all of their options posi-
tions closed out without their consent. Customers
whose options positions ware not closed out under
these circumstances might experience delays or other
difficulties in atternpting to close out or exercise af-
fected options positions. Similarly, the insolvency of
an associate clearing house could present risks for the
customers of brokerage firms whose accounts are car-
ried through that associate clearing house,

4 ial _risks are ented internationally-
rraded options. Because of time differences between
the United States and various foreign countries, and
because different holidays are observed in different
countrias, foreign options markets may be open for
trading during hours or on days when U.S. markets are
closed. Investors buying or writing opticns in foreign
markets at such times should understand that options
premiums may not reflect current prices of the underly-
ing interests in the United States. For a discussion of
risks pertaining to index options traded in foreign mar-
kets, see paragraph 13 under "Special Risks of Index
Options" below.

8. Although OCC's rules and procedures have been
designed for the purpose, among others, of faciiitating
the prompt settlement of options transactions and ex-
ercises, there Is a risk that OCC and its b tem
will fail. For example, if Clearing Member insolvencies
are substantial or widespread, OCC's ability to honor
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day, or for at least two hours if the Average is subse-
quently calculated on the same day at a value of 400 or
mare points below such closing value. These require-
ments may be changed from time to time.

When trading in an option is halted or suspended,
holders and writers of that option will be unable to
close out their positions until trading resumes, and
they may be faced with substantial losses if the vaiue of
the underlying interest moves adversely during that
time. For example, if a trading haht in an underlying
stock is followed by the announcement of a tender
offer at a substantial premium, and the stock reopens
at a price reflecting the offer, uncovered call writers
may sustain large losses.

Even If options trading is halted, holders of Ameri-
can-style options would still be able to exercise unless
exercises were restricted. (However, OCC or an op-
tions markel may restrict the exercise of an option
while trading in the option has been halted, and the
restriction may remain in effect until shortly before ex-
piration. See paragraph 5 under “Risks of Option
Holders” above.,) If the option is exercisable while
trading has been halted in the underlying interest, op-
tion holders may have to decide whather 1o exarcise
without knawing the current market value of the under-
lying interest. This risk can become especially impor-
tant if an option is close to expiration, and failure to
exercise will mean that the option will expire worthiess.
If exercises do occur when trading of the underlying
interest is halted, the party required to deliver the un-
derlying interest may be unable to obtain it, which may
necessitats a postponed settlement and/or the fixing of
cash settlement prices (see Chapter VIll).

4. All cash-settled options have certain special risks.
These risks, as they apply to cash-settied index op-
tions, are discussed under "Special Risks of Index Op-
tions” below. That discussion is also applicable to
other types of cash-settled options,

f a cash-settled option has a settiement currency
ather than U.5, dollars, holders and writers will be sub-
ject to the same kinds of risks with respect o the for-
eign currancy and the settlement of an exercise as are
discussed in paragraphs 1 through 9 under "Special
Risks of Foreign Currency Options” below.

5. Holders and writers of a capped option bear the
risk that an automatic exercise valua will be
1

all exercises could be impaired. As noted in Chap-
ter X|, the prospectus of OCC relating to options Is
avallable from OCC or any of the U.S. options markets,
and the registration statemant of OCC, which includes
QCC's financial statements, is available for inspection
at OCC's office and may be obtained from the SEC.

SPECIAL RISKS OF INDEX OPTIONS

1. Writers of cash-settled index call options cannot
provide in advance for theil m li-

atiol irin holding Ih underlying intar-
st A call writer can offset some of the risk of his
writing position by holding a diversified portfolio of
securities similar to those on which the underlying in-
dex Is based. However, except where the underlying
index is a specialized one based on relatively few secu-
rities, most investors cannot, as a practical matter, ac-
quire and hold a portfolio containing exactly the same
securiies in the same proportions as the underlying
index. Most writers of cash-settied index calls who
also hold positions in securities will therefore bear the
risk that the market prices of those securities wiil not
increase as much as the index.

2. Even ifthe wrmeroiaqashﬂ@d lndeug gﬁ_h_q

w4rner stlil would not be fully coverad from a risk stand-
point because of tha “timing risk” inharent in_ writing
cash-settled options. When a cash-sattled index op-
tion is exercised, the amount of cash that the holder is
entitled to receive is determined by the difference be-
tween the exarcise price and the exercise settlement
value, which is based on the prices of the constituent
securities at a particular time on or in relation to the
date on which the option is exercised. As with most
other kinds of options, the writer will not leam that he
has been assigned until the next business day, at the
earliest. The time lag between exercise and notice of
assignment poses no risk for the writer of a covered
physical delivery call, because that writer's obligation
is to deliver the underlying interest and not lo pay its
value as of a fixed time in the past. So long as the
writer of a physical delivery call already owns the un-
derlying interest, he can satisfy his settliement obliga-
tions simply by delivaring it, and the risk that its value
may decline after the exercise date is bome by the

ing holder. In trast, even if the writer of a
cash-settled index call holds securities that exactly
match the composition of the underlying index, he will
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not be able to satisty his assignment obligations by
detivering those securities against payment of the ax-
ercise price. Instead, he will be required to pay cash in
an amount based on the exercise settiement value on
the exercise date; and by the time he learns that he has
been assigned, the index may have declined, with a
corresponding deciing in the value of the securities
pertfolio. This “timing risk" is an inharent limitation on
the ability of writers of cash-settled calls to cover their
risk exposure by holding positions in the underlying
interest. This risk applies only to American-style op-
tions. The writer of a European-style capped call that is
exercisable only on the expiration date runs the risk of
assignment only with réspect to exercises filed on that
day. If the call Is more than marginally In the money on
the preceding trading day, the writer can ordinarily
assume that it will be exercised and take market action
to protect himself against a subsequent decling in the
value of his position in the underlying interest.

3. The timing risk discussed in the preceding para-
graph makes spread positions and certain other multi-
ple option strategies involving cash-settled American-
style index_options substantially riskisr_than similar
strategies_involving physical delivery options. With
physical delivery options, a person in a spread position
can ordinarily satisty his settlement obligations on the
short lag of the spread merely by exercising the long
leg if it is in the money. That is, the cash or underlying
intarest that he obtains by exercising the long leg will
ordinarily be sufficient to enable him to meet his settle-
ment obligations on the short leg. With cash-settied
index options, however, an investor in a spread posi-
tion runs the risk that by the time he receives notice of
an exercise assignment on the option he has written,
the index value will have changed such that exercising
the long leg of the spread will not yield sufiicient cash
to satisty his obligation on the exercise assignment.
Thus, an investor who holds a spread position in cash-
seftied index options and is assigned an exercise |s a
risk_for Vel in ris
constituent securities of the index after the time the

xBrcise sel nt value of the assign hort |
termined unless the investor is able 1o exercise the
lon of the in_time t i
exercise setlement value, Other muitiple options strat-
egies involving cash-setiled options can present simi-
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5. Just as holders and writers of stock options bear
the rigk that transactions in the und security maj
be erronsously reported, holders and writers of index

options bear the risk that the reported current index
level may be in error. A person who buys or salls an
index option at a premium based on an ermonaously
reported index level is bound by the trade and has no
remedy under the rules of the options markets. Simi-
larly, persons who exercisa cash-settled index options
or are assigned exercises based on erroneously re-
ported index levals will ordinarily be required to make
setilement based on the exercise settlement value as
initially reported by the official source of the index,
even if a d value is subseq y announced.
References herein to index values * as initially re-
ported” refer to the values initially reporied by the
source of the index as definitive, and not to any tenta-
tive or preliminary values that may be announced at an
earlier time subject to adjustment. In extraordinary
circumstances (e.g., where an exercise settlement
valua as initially reported is obviously wrong and in-
consistent with values previously reported, and a cor-
rected value is promptly announced), OCC has
discretion to direct that exercise settlements be based
on a corrected exercise settiement value. Qrdinarily,
however, the exercise settiemant value as initially re-
ported by the official source of the index will be conciu-
sive for exercise settlement purposes,

6. M&I&E&&M&w
cisas it befora the exercise settlernent value of the in-
dex for that day is available runs the risk that the level
of the underlying index may subsaguently change. If
such a change causes the exercised option to fall out
of tha money, the exercising holdar will be requlred to
pay the difference 1 the
value and the exercise price of the option (times the
applicable multiplier) 1o the assigned writer.

EXAMPLE: A hotder of an index put option that
settles based on the closing prices of the constituent
securities and that has an exercise price of 30 directs
his broker to exercise at 10:00 AM., when the level of
the underlying Index is 28. K the underlying index
stays at that level until the close of trading that day, the
holder will be entitled to receive $200 in settement
(assuming a multiplier of 100). K, however, the index
level rises to 32 based on the closing prices of the
constituent securities, the holder will be required 1o
pay $200 to the assigned writer, thereby sustaining a
$200 loss on the exercise.
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4. Readers intending to use index options to hedge
against the market risk entailed in investing in individ-
ual securities should recognize the corngle;ir.les of
utilizing index options in this manner. Market risk is the
risk that factors affecting the stock market as a whole
may have a similar effect on the price of a panticular
equity security. Historically, some securities have
tanded to be highly sensitive to factors influencing the
market generally; others less so. As a result, different
securities may be viewed as involving different levels of
market risk. In addition, a security's sensitivity to
broad market influences may change over time, so that
the same security may involve different levels of market
rigk at different times.

Investors using index options in this manner should
also understand that they remain subject to company
risk——that is, the risk that factors affecting a particular
comparty, such as its market position or the quality of
its management, may cause its securities to perform
differently than the market as a whole.

In addition, readers intending to utilize index options
to hedge a diversified securities portfolio agalnst mar-
ket risk should understand that unless the securities in
the portfolio exactly mirror the securities in an underly-
ing index, the portfolio and the index may respond
differently to a given market influence. For this reason,
the use of index options for hedging purposes involves
special risks that are not prasent with “true'’ hedges—
i.e., hedges composed of options on the specific secu-
ritigs in the hedged position. These risks are greatest
when options on broad-based indexes are used to
hedge a nondiversified securities position, Except
where the compaosition of the position to be hedged is
very similar to that of an underlying index, index op-
tions may best be understood as a means of reducing
some but not all of the risks of a securities porttolio
position.

Readers should also be aware that it may not be
possible to purchase or liquidate a portfolio of securi-
ties at prices that exactly converge with the prices used
in determining the exercise settlement values of some
index options. For example, if the underlying index is
comprised in whole or part of securities whose primary
market is the NASDAQ stock market, an investor can-
not be certain that he will be able to effect transactions
in those securitias at the opening or closing prices (as
the case may be) used in cdetermining the exercise
settlement value.
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A holder who plans to exercise a cash-settled index
option that settles based on closing prices can mini-
mize this risk by withholding exercise instructions until
just before the dally exercise cut-off time fixed by his
brokerage firm. However, he may not be able to elimi-
nate it entirely. Daily exercisa cut-off imes for index
options may be earlier than those fixed for other types
of options and may occur before definitive exercise
settlement values have been determined. In the case
of the exercise of a cash-settled index option that set-
ties based on opening prices of the constituent secun-
ties, this risk applies if the holder submits axercisa
instructions before the definitive exercise settlement
index value has been announced, which may be differ-
ent from index levels that are initially disseminated at
the time of the opening and which may not be available
in some cases until several hours after the opening.

7. Cash-settled index options whose exercise settia-
ment values are based on the opening prices of the
constiluent securities are not traded on the last sched-
uled trading day for those securities prior to the option
expiration date. An option holder will be able to realize
value from his option on that day only if the option is in
the money and he exercises It. A writer of this type of
option who has not previously closed out his position
will be unable to do so on that last trading day for the
constituent securities and will be at risk of being as-
signed an exercise.

8. Current index levels will ordinarily continue to ba
reported even when trading is delayed or interrupted in
some or all of the constituent securities of the index gr
when the reporting of transactions in those securiti
has been delayed. In that event, the repored lndsx
ievels will be based on the most recent reported prices
of the constituent securities—whather or not those se-
curities are being currently traded. As a result, re-
ported index levels may at times be based on non-
current price information with respect to some or even
all of the constituent securities of an index, If this
condition existed at the time of determining the exer-
cise settlament value of an exercised option, that exer-
cise would be settiad on the basis of an index level that
might not reflect current price information with respect
to constituent securities accounting for & significant
portion of the value of the index. (Indeed, as noted in
Chapter IV, an exercise seftiement value that is based
on the opening prices of the constituent securities may
not coincide with, and may diverge substantially from,
the index values that are reported at the time of the
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opening.) Moreover, if the index underlay a capped
index option, that option would or would not be auto-
matically exercised based on an index level that might
not reflect the true state of the market at the time.

4. OCC has no authority, and the options markets on
which capped index options are traded do not intend
as of the date of this booklet, to restrict the automatic
exercise of capped index options. It is therefore possi-
ble that automatic exercise of a capped index option
could occur on a day when OCC or an options market
has imposed restrictions on the exercise of other styles
of options on the same underlying index. It is also
possible that automatic exercise of a capped index
option could occur on a day when the options market
has suspended trading in the option. Either of these
possibilities could limit the ability of a writer to take
action to limit the cost of being assigned an automatic
axercise.

10. The purchase and sale of index options in for-
eign markets at times when U.8. markets are closed
may present special risks. Although an underlying
index may be based on securities primarily traded in
.8, markets, the index levels reported in foreign op-
tions markets at such times may be based on the trad-
ing of some or all of the constituent securities in foreign
markets, and, in any case, option premiums in the
toreign market will not reflect current prices of the con-
stituent securities in U.S. markets. In addftion, if a cash-
seitled index option is exercised through the foreign
office of a brokerage firm on a day when U.S. markets
ara closed, the axarcise sattlement value of the option
will not be known until the time fixed for determining
exercise settlement values on the next day on which
U.S. markets are open. The corresponding risks would
apply to the trading in U.S. markets of options based
on indexes of securities primarily traded in foreign
markets.

SPECIAL RISKS OF DEBT OPTIONS

1. Many of the special risks associated with debt
options result from the character of the markets in
which the underlying debt securities are issued and
traded and the distinctive characteristics of debt secu-
rities. The vast majority of the trading activity in bonds
and money market instruments takes place in a dealer
market. Dealers typically maintain markets in all out-
standing issues of Treasury securities, but most of the
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option that is associated with any given change in the
price of the underlying security will tend to be larger for
many such debt options.

It it_of trading for a sical delive ice-
based debt option is smaller than $1,000,000, inves-
tors_who_buy or write ions _coverin inci
amounts other than a multiple of $1,000,000 may be
disadvantaged by having to deal in an odd-lot market
for the underlying debt security at pricas th !
M@:M@%—

t of a shortage of the undert debt
g;g @h\aambaa on exercise of a physical delivery
price-based debt option, OCC has the authority to per-
mit other generally comparable securities to be deliv-
gred in fulfilment of the delivery obligation. f OCC
axercises its authority 1o allow such other securities to
be delivered, it may also adjust the exercise prices of
the affected options by setting different prices at which
otherwise non-eligible securities may be deliverad. As
an altermative 1o permitting such substitute deliveries,
OCC may impose special exercise settiemant proce-
dures similar o those applicable to stock options, in-
cluding the fixing of a cash settiement price payable by
writers who would otherwise be unable to meet their
delivary obligations (see in Chapter Vill),
and/or prohibit the exercise of puts by holders who
would be unable to meet the resulting settlement obli-
gations (see paragraph 5 under “Risks of Option Hold-
ers” above).

4. The hours of trading for debt options may not

conform to the hours during which the debt securities
are traded. To the extent that the options markets
markets for the underlying or other
related instruments, significant price and rate move-
ments can take place in the underlying markets that
may not be refiscted In the options markets, The pos-
sibility of such movements should be taken into ac-
count in relating closing prices in the options markets
to thosa in the underlying markets. In addition, there is
a risk that debt options may be exercised on the basis
of price movemants in the undarlying security after the
close of trading in the options markets when writers
arg no longer able to close out their short positions

5. Beuuse ises of yield-based o
il n writers cannot full ide in
vangg for_their_potential settlement obligations t_:n;

aequiring and holding the Treasury security from which
the underlying yield is detarmined. A writer of a yield-
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activity tends to center on recently issued securities.
Liguidity is generally greater and quotations are gener-
ally tighter on recent issues than on clder issues.

Thare are numerous dealers in all of the Treasury
securities from which the yield on the options now
traded is delermlnsd but at the date of this booklet
there i5 no corm ive cor ion of bids and
offers or public repomnq of transaction prices in those
securities such as exists in the markets for stocks.
While there is some dissemination of representative
bids and offers, at the date of this booklet anyone
interested in buying or selling a Treasury security usu-
ally must have his brokerage firm or bank contact one
or more dealers individually to learn their current
quotations.

The absence of last sale information and the limited
availability of quotations for debt instruments can
make it difficult for many investors to obtain timely,
accyrate data-about the state of the market for the
underlying debt secunties. At the same time, dealers
in the undertying securities have access to private quo-
tation networks that give actual current bids and offers
of other dealers. This information is not available to
most investors. As a result, thase dealers may have a
significant advantage over other participants in the
debt options marksts.

2. Another impaortant difference between the stock
markel and the market for Treasury securities is that
stock quotations are generally keyed to a 100-share
round lot while tha basic unit of trading in the debt
securities market typically involves much larger dollar
amounts. A round lot for most dealers in Treasury
securities is, at a minimum, $1,000,000 of principal
amount; and on Treasury bills it can be larger. Most
dealers are oriented toward doing business with large
Institutional customars or other dealers. As a result,
investors buying or selling debt securities in amounts
smaller than round lots can expect to pay more and
raceive less than dealer quotations for round lot
transactions.

The unit of trading for price- d debt options is
likely to invalve larger dollar amounts of the und
debt security than is the case with stock options. In
general, this means that: (a) premiums for such an
option will tend 1o be higher than for a stock option,
and (b) the increase or decrease in the price of an
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based option can theoretically offset most of the risk of
his writing position by acquiring Treasury securities of
the designated maturity period on which the underly-
ing yield is basad. Offsetting risk in this way may be
difficult to do in practice, however. While it is possible
at any given time to calculate the principal amount of
Treasury securities needed to assure that the risk of the
option position Is offset, such calculations are based
upon complex mathematical relationships. Moreover,
the principal amount of Treasury securities needed to
assure that the risk of an options position is fully offset
will generally not remain constant throughout the fife of
the option, but instead will fluctuate as a result of
changes in yields and remaining time to maturity. For a
given percentage change in yield, this fluctuation will
be greater for securities of longer maiurity periods than
for securities of shorter i

there can be no assurance that an opﬂon writar will be
able 1o sell the Treasury securities that he holds at the
option’s expiration at the same average yield that is
used in calculating the exercise setilement value of the
option. Prices, and theretore ylelds, could differ from
dealer to dealer. Moreover, when dealer quotations are
averaged in obtaining a yield, they may result in a
value which varies from the value that would be ob-
tained by ging yields rep ing actual transac-
tions for the same securities during the same time
period.

6. Investors in vield-based dett options run the risk
that reported yields may be in error. The values dis-
seminated by the designated reporting authority of the
options markets during trading and for exarcise settle-
ment purposas will ordinarily be averages or madians
of dealer quotations or prices, and it is possible that
emors could be made In the gathering or averaging of
these values. A person who buys or sells anoption ata
premium based on an emonecus reported yield value
is bound by the trade and has no remedy under the
rules of the options markets. Similarly, persons who
exercise oplions or are assigned exercises based on
erroneous reported yislds will ordinarily be required to
make settlement based on the value as initially re-
ported by the reporting authority, even if a corrected
value is subsequently announced. In extraordinary cir-
cumstances (e.g., where a value as initially reported is
obviously wrong and inconsistent with values previ-
ously reported, and a corrected value is promptly an-
nounced), OCC may direct that exercise settlements
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be based on a corrected value. Ordinarily, however,
the value as initially reported by the official scurce will
be conclusive for exercise settlement purposes.

7. A holder of a yield-based option who exercises it
before the exercise settiemant valus of the underlying
yield is_available runs the risk that the level of the
sndarlying yield may subsequently change. If sucha

change causes the exercised option to fall out of the
money, the exercising holder will be required to pay
the differance between the exercise settiement value
and the exercise price of the option (times the applica-
bla muttiplier) to the assigned writer. A holder who
pians to exercise an option may be able to minimize
this risk by withholding exercise instructions until just
bafore the exercise cut-off time fixed by his brokerage
firm. However, he may not be able 1o eliminate the risk
entirely. Exercise cut-off times for yield-based options
may occur before definitive exarcise settlement values
are announced. Because exercise cut-off times may
vary from brokerage firm to brokerage firm, and there
may be different exercise cut-off times for different
yisld-based options, option holders who anticipate ex-
arcising shouid determine the applicable cut-off times
from their brokers.

8. If for any reason there are no quotations available
for the Treasury security from which underlying ylelds
of a yield-based option are determined, trading in the
option may be halted. if trading is not halted, reported
yields may be based on non-current price information
for the Treasury security.

8. If OCC determines that the exercise settlerment
value of the underlying yield for any series of yield-
based options is unreported or otherwise unavailable
for purposes of calculating the cash-settlement
amount of such series, OCC has the authority to sus-
pend the settlement obligations of the exercising and
assigned Clearing Members of options of such series
or to fix the cash settlement amount for exercised op-
tions of such series based on the best information
available to OCC, or to do both. Accordingly, there isa
rigk 10 both holders and writers of such options that the
setilement of exercised options may be postponed
and may be based on a determination by OCC rather

than by the pricing actions of the market for the Trea-
sury_security from which the underlying yield is
determinad.
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yen at the current exchange rate. If the amount of that
gain exceeds the premium that the investor paid for the
option, the investor will realize a gain in yen on his
investment in the option. However, if the yen has de-
preciated relative to the dollar since the investor pur-
chased the option, the gain may be reduced or even
converted 1o a loss when the yen are converted back
to dollars. This is so bacause, although the yen re-
ceived upon the sale of the pounds may exceed the
exarcise price pius the premium paid in yen, there is no
guarantes that, when the yen are converted back to
dollars at the current rate, the dollars received will ex-
cead the exercise price plus the premium paid in daoi-
lars. If the investor converts the pounds directly into
dollars rather than to yen and then to dofiars, the result
would be the same since the amount of the dollars
received would be d to be approxi y the
same, ignoring any differance in transaction costs and
any timing differences in the two-step process.

Similar considerations will apply if the investor liqui-
dates his investment in a cross-rate option by selling it
rather than by exarcising it.

EXAMPLE: Assume in the previous example that
the premium value of the call option has increased
permitting the invastor to liquidate his investment in the
option by selling it for more yen than he paid for it. If
the exchange rate between the U.S. dollar and the
Japanese yen has not changed, the investor should be
able to convert the yen received on the sale of the
option 1o a U.S. dollar amount greater than his original
investment. If, on the other hand, the yen has declined
in value relative to the U.S. dollar, the investor's gain in
yen may be reduced or converted to a loss when the
premium received on the sale of the option ks con-
verled to dollars,

3. The exchange rates of foreign currencies (and
therefore the prices of foreign currency options) could
be significantly affected, fixed or supported di? or

0

indirectly by government actions. Governmant agtions
could increase risks to investors in both dollar-dgnomi-
nated and cross-rale options if exchange rated were
not free to fluctuate in response to other marketforces.
Investors in options involving currencies of countries
that participate in the European Monetary: System
("EMS") should note that, as of the date of this book-
let, exchange rates among EMS currencies are subject
to exchange rate agreements and intervention mecha-
nisms of the EMS, The monetary authorities of ather
countries may also intervene, either independently or
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SPECIAL RISKS OF FOREIGN CUR-
RENCY OPTIONS

1. The vaiue of any currency, including LS. doliars
as well as foreign currencies, may be affected by com-
piax political and economic factors applicable to the
country issuing that currency. The price of a foreign
currency option |s dependent upon the value of the
undartying foreign currency relative to the trading cur-
rency as well as the value of both currencies relative to
other currencies generally. Fluctuations in the value of
the trading currency—whether # is the U.S. dollar (in
the case of a dollar-denominated option) or a foraign
currency (in the case of a cross-rate option)—will affact
exchange rates and the prices of foreign cumrency op-
tions, even [n the case of an otherwise stable undery-
ing loreign cumency. Conversely, fluctuations in the
value of an undertying foreign currency will affect ex-
change rates and the prices of foreign currency op-
tions even if the value of the rading CUrrancy remains
relatively constant. Investors should consider factors
affecting the sconomies and currency values of both
the country of origin for the trading currency and the
country of origin for the underlying currency. Although
these same considerations apply to doilar-denomi-
neted options and cross-rate oplions, cross-rate op-
tions involve factors affecting the economies of at least
two foreign countries and may involve consideration
by U.S. investors of factors affecting the U.S. economy
&s well. Accordingly, a U.S. investor in cross-rate op-
tions may need to consider a broader range of aco-
nomic developments than a U.S. investor in dollar-
denominated foreign y options.

2. Even though the intrinsic value of an option is
determined by the value of the underlying currency
relativa 1o the trading currency, investors who intend 1o
convert gains or losses into U.S, dollars or other cur-
rancies may be paricularly affected by changes in the
exchange rates between their “home” curency and
elther the trading or the underlying curmency.

EXAMPLE: Assume that an investor purchases a
yen-denominated, at-the-money cali option on British
pounds by converting U.S. dollars to Japanese yan.
Tha British pound then appreciates relative to the yen,
and at expiration the exercise price is more favorable
than the then current exchange rate betwsen yen and
pouncs. The investor could realize a gain in yen by
converting dollars 1o yen in order to purchase pounds
at the axeroise price and then reselling the pounds for
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in concert with others, to attempt to affect the ex-
change rates between their currencies and other
currencies.

4. Because foreign currency transactions occurring
in the interbank market involve substantially larger
amounts than those likely to be involved in the exercise
of individual foreign currency option contracts, inves-
tors who buy or write foreign cumency options may be
disadvantaged by having to deal in an odd lot market
for the undertying foreign currencies at prices that are
less favorable than for round lots. Because this price
differantial may be considerable, it should be taken
into account when assessing the profitability of a for-
sign currency option transaction that will involve the
axchange of one currency for another.

5. There is no systematic reporting of last sale infor-
mation for foreign currencies. There is reasonably cur-
rent, representative bid and offer information available
on any market where foreign currency options are
traded, in certain brokers' offices, in bank foreign cur-
rency trading offices, and to others who wish to sub-
scribe for this information. There is, however, no
regulatory requirement that those quotations be firm or
be revised on a timely basis. The absence of last sale
information and the limited availability of quotations to
individual investors may make it difficult for many in-
vestors to obtain timely, accurate data about the state
of the underlying market. In addition, the quotation
information that is available is representative of very
large round lot transactions in the interbank market
and does not reflect exchange rates for smaller odd lot
transactions. Since the relatively small amount of cur-
rency underlying a single foreign curency option
would be treated as an odd lot in the interbank market,
available pricing information from that market may not
necessarily reflect prices pertinent to a single foreign
currency option contract.

The quotation information available to investors may
ba from sources that are different from those used to
calculate the exercise settiemant value of cash-settled
forelgn currency options, An investor who attempts to
realize the intrinsic value of such an option through an
exercise rather than by seliing the option in a closing
trangaction runs the risk that the exercise settlement
value may be less than appears from the information
then available to him.

6. Foreign governmental restrictions or taxes could
result in adverse changes in the cost of acquiring or
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disposing of foreign currencies. If OCC determines
that such restrictions or taxes would prevent the or-
derly settiement of delivery foreign currency option ex-
ercises or would impose undue burdens on parties to
exarcise setlements, it has authority to impose special
exercise settfement procedures, which could ad-
versely affect some investors,

7. The interbank market in foreign currencies is a
global, around-the-clock market. Therefore, the hours
of trading for foreign currency options do not conform
to the hours during which the underlying currencies
are traded. To the extent that the options markets are
closed while the market for the underlying currencies
remains open, significant price and rate movements
may take place in the underlying markets that cannot
be reflected in the options markets. The possibility of
such movements should be taken into account in relat-
ing closing prices in the options markets to those in the
underlying markets. In addition, this creates a risk that
foreign currency options may be exarcised on the ba-
sis of price movements in the underlying currency after
the: close of trading in the options markets, when writ-
ers are no longer able to close out their shor positions.

8. Since exercise settlernent of physical delivery for-
eign currency options—whether they are dollar-de-
nominated or cross-rate options—occurs within the
country issuing the underlying foreign currency, inves-
tors must accept or make delivery of the trading and
underlying foreign currencies through their brokerage
firms in conformity with any U.S. or foreign restrictions
or regulations regarding the maintenance of foreign
banking arrangements by U.S. residents, and may be
required to pay any fees, taxes or charges associated
with such dellveries.

9. Exercise settlement of physical delivery foreign
currency options—whether they are dollar-denomi-
nated or cross-rate options—is mada through OCC's
correspondent banks in the country of origin. Investors
may be exposed to losses in the event that a corre-
spondent bank should fail during the settlement
-process,

10. As in the case of other cash-settied options, writ-
ers of cash-settled foreign currency call options cannot
fully provide in advance for their potential setdament
obligations by acquiring and holding the underlying
intarest. Although a call writer may held the quantity of
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astablished series of flexibly structured options.
Rather, many different series of flexibly structured op-
tions may be created and outstanding at any given
time as a result of the various designations of variable
terms that are made in different transactions. Second-
ary trading interest in flexibly structured options may
therefore be spread over a larger number of series
than the trading interest in other options, the trading
intarest in any particular series of flexibly structured
options may be very limited, the secondary markets in
flexibly structured options may be less deep, liquid
and continuous than the markets in other options on
the same underlying interests, and the premiums for
flexibly structured options may not correlate with pre-
miums for such other options,

2. OCC may base its calculations of the margin re-
quirements of OCC's Clearing Members for positions
in a series of flexibly structured options on an estimate
derived from data and factors OCC deems pertinent in
respect of quotations and transactions in that options
serigs and in other options series. Alternatively, OCC
may fix such margin requirements at a lavel it deams
necessary to protact the respective interests of OCC,
the Clearing Members and the public, As a result, the
Clearing Member's margin requirements for positions
in flexibly structured options may differ from—and may
be significantly greater than—the margin requirements
applicable to similar positions in other options on the
same underlying Interest. Such differences may cause
Clearing Members to require customers that maintain
positions in flexibly structured options to deposit more
margin for flexibly structured options positions than for
positions in other options. To the extent OCC's esti-
mate of the current value of a flexibly structured option
is used in the determinations of the margin require-
ments of the Board of Governors of the Federal Re-
serve System, the options markets and other self-
regulatory organizations, it may also cause such mar-
gin requirements to be greater than they would be for
other options.

the currency underlying the option, there Is no assur-
ance that if he is assigned an exercise he will be able to
sell such currency at the exercise settlement value.

11, if a cash-settled foreign currency option Is exer-
cised based upon a reported exercise settiement value
that is in error, the holder and the writer will ordinarily
ba obligated to maka settlement based on the exercise
settlement value as originally reported, even if the
value is subsequently revised or determined to have
been inaccurate. In extracrdinary circumstances (e.g.,
where the value as initially reported is obviously wrong
and inconsistent with other available price Information
and a corrected value is promptly announced), OCC
has discretion to direct that the exercise settiement be
based on the comected value.

12, if cash-settied foreign currency options expire on
a trading day—as is the case with the cash-settled
options traded at the date of this booklet—there will
ordinarily be an abbreviated trading session in those
options on the morning of their expiration date. If the
opening of the options market should be delayed for
any reason on that day, there may be no trading at.all
that day in those options. Accordingly, holders and
writers who walt until the last trading day to close out
their positions in closing transactions in those options
run a risk that they may be unable to do so.

13. f OCG determines thal the exercise settiement
value for any cash-gettied foreign currency option is
unavailable for purposes of calculating the cash settle-
ment amount, OCC has the authority to suspend the
settlement obligations of the exercising holder and as-
signed writer of such option or to fix the cash seftie-
ment amount based on tha best information available
to OCC, or to do both, Accordingly, there is a risk to
both holders and writers that the setthement of exer-
cised cash-settled foreign currency options may be
postponed and may be based on a determination by
OCC rather than by the procedures specified by the
options market on which the options are traded.

SPECIAL RISKS OF FLEXIBLY
STRUCTURED OPTIONS
In addition to the risks discussed above, the follow-
ing special risks are applicable to flexibly structured
options,
1. Because flexibly structured options have variable
terms that are fixed by the parties, there are no pre-
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CHAPTER X1

SCOPE AND LIMITATIONS
OF THIS BOOKLET

Readers should be aware of the scope and limita-
tions of this booklet set forth below:

1. This booklet has been prepared by the U.S. op-
tions markets for distribution pursuant to the reguire-
ments of SEC Rule 8b-1 under the Securities
Exchange Act of 1934 and the rules of the U.S, options
markets. This booklet is not intended to meet other

uirements which may be in effect in any jurisdiction
and should net be relied r_that purpose.

Under the applicable SEC regulatory scheme for op-
tions, this booklet is not 8 prospectus. Nothing in this
bocklet should be construed as furnishing investment
advice or as being a recommendation, sclicitation or
offer to buy or sell any option or any other security. A
prospectus of OCC relating to options is available with-
out charge upon request addressed to OCC, One Fi-
nancial Place, 440 S. LaSalle Street, 24th Floor,
Chicage, lllinois 60605, or any of the U.S. options mar-
kets. The OCC registration statement relating to op-
tions, which Includes the OCC prospectus and the
financial statements of OCC, is available for inspection
at the offices of OCC, and copies may be obtained
from the SEC, Room 1024, 450 5th Street, N.W., Wash-
ington, D.C. 20549, upon payment of the fees pre-
scribed by the SEC. Additional  information
concemning OCC-—but not the options markets—is in-
cluded in the OCC prospectus and registration
statement.

2. Only the .S, options markets on which an option
is authorized to be traded are responsible for the state-
ments in this booklet concerning that option.

3. The options markets do not intend this booklet to
be incorporated by reference into the I S
or into any other publication that may be prepared or
distributed by OCC, an options market or any other
person [other than a document that has been specifi-
cally designated to be a supplement to this booklet
and that has been filed with the SEC pursuant to Rule
9b-1). The fact that another document states that this
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bookiet is available, or states from whom this booklet
may be obtained, or recommends that this booklet be
read and understood, does not mean that this booklet
has been incorporated by reference into that other
document.

4. No other lication is incorporated by referan
into this booklet. The fact that this booklet refers to
information that may be available in other publicati
does not mean that any of those other publications has
been incorporated into this booklet,

5. This boaklet does not attempt to present a com-
plete description of all of the provisions goveming op-
tions. These are set forth in applicabls laws, in the
rules and regulations of the SEC and other regulatory
agencies, and in the rules, interpretations, policies and
procedures (collectively called “rules”} of OCC, the
options markets and the foreign clearing houses that
act as “associate clearing houses™ of OCC that may
be in force from time to time.

This bocklet also does not attempt to describe sithe

r
the rules that the stru or cond) f op-
tions trading or the forms and procedures for trading in
the various options markets. These mattars differ from
one options market to another, and they may changé
from time to time. As examples, the various options
markets may utilize different market-making systems
(with some markets using a specialist system, others a
competing market-maker system, and others a combi-
nation of the twa), order routing systems, and auto-
matic order execution systems. Morsover, as
advances are made in computer technology, the trad-
ing and market-making systems and the other trading
procedures of the options markets are likely to evolve
and change—or even be radically different from what
they now are.

At particular times—sugh_as when unusual condi-
tions or circumstances exist, which for example may
occur on and atter days on which there have been
substantial or volatile price movements in the securi-
lies marksts g y or in the for underlying
or related interests—the options markets may have
authority under their rules to modify the application of
some of all of their trading rules and procedures or fo
take such actions as they may deem appropriate in the
circumstances. Such actions could include, amang
other things, changing the manner in which trading in
particular options is conducled, extending trading
hours for particular options, halting trading In particular
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of buy and sell orders that impose special require-
ments with respect to approval of custormer accounts
for options trading and recommendations of particular
option transactions. This booklet does not attempt to
describe those reguirements, the laws and rules gov-
eming brokerage firms and other securities profes-
sionals, or the agreements, procedures and internal
rules of brokerage firms that are applicable to the ap-
proval and opening of customer accounts, the han-
diing and execution of orders, the transmission to
brokerage firms of instructions to exercise or not to
exercise options, the manner or time in which writers of
oplions are notified by their brokerage firms that op-
tions have been assigned an exercise, the handling of
customers' funds, securities and accounts, the safe-
guarding of customers' positions in options, or other
matters relating to the handling of options transactions
by brokerage firms. Readers should consult with thair
own brokerage firms for information conceming such
matlers,

7. This booklet does not attempt to_describe the
risk i tors that ma associated with the wa
trading is conducted in rticular options market
or in any market for an underying or related interest.
The reader should not assume that either the options
markets or the markets for underlying or related inter-
ests will be efficient, liquid, continuous and orderly in
all circumstances or that they will be or remain open at
all times. Even on relatively normal days, there will be
variances in the market-making performance of spe-
cialists and market makers in the various markets
which derive primarily from differences in Individual
skills, capital, willingness to accept risk, ability to
hedge risk, trading strategies, and market-making obli-
gations, and these variances are likely to be exacer-
bated during times of greatly increased volume or
volatility, Although specialists and market makers in
some markels have cerain obligations to assist in the
maintenance, so far as is practicable, of a fair and
orderly market, traditional indicators of orderliness are
difficult to apply to the trading of derivative products.
such as options and there is a risk thal the market-
making system of a particular market will not aperate
sffectively, efficiently or in an orderty manner at particu-
lar times.  The nature and scope of that risk are not
among the types of risk discussed further in this
bockiet.

It i5 also possible that the systems of an options
market, or of a market for an underlying or related
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options, restricting the types of orders that may be
employed, and modifying or eliminating the bid/asked
differential at which market-makers or specialists may
quote. The taking of such actions by an options mar-
ket often is promptly disclosed to the trading crowd in
that options market, to representatives of brokerage
firms that are membaers of the options market, and/or to
price vendors, but the actions may be taken without
public notice, and there can be no assurance that dis-
closure will ba made in a manner that will permit inves-
tors to learn of the actions in a timely way.

OCC and the options markets have broad discretion
under their rules to take a variety of actions in particular
circumstances, and readers should not assume that
any crganization will exercise its discretion in a particu-
lar way in any particular circumstance. A statement in
this booklet to the effect that OCC or an options market
has authority or discretion to take a particular action
does not mean that it will necessarily take that action.
To the contrary, it should be understood from such a
statemant that the organization also has authority not
to take that action. Moreover, it should be understood
that OCC and the options markets have broad discre-
tion in the manner in which they interpret their own
rules.

OCC and the options markets have no duty to en-
farce, or to overses tha anforcement of, each other's
rules. OCC and sach U.S. options market has a gen-
eral statutory obligation to enforce ct i with its
own rules by its own members, However, there can be
no assurance that all such rules will always be com-
plied with by members, since frequently the only
means of enforcing compliance with rules is to impose
disciplinary sanctions after the fact on those who have
violated them,

Readers desiring information concerning the rules of
OCC or any of the options markets as 10 the tarms of
options, the manner in which options are traded or in
which a market functions, the trading hours of a partic-
ular options market, or other related matters, or infor-
mation concerning any of the other matters referred to
herein, may obtain the information from the relevant
organization. Information concerning a foraign op-
tions market or associate Clearing house is generally
available from that organization.

6. The U.5. options markets have rules applicabile to
the handling of customer accounts and the execution

21

interest, may fall or may not work effectively or effi-
clently at times. During the past few years, for exam-
ple, the operations of various U.S. markets have been
disrupted by earthquake, flood, fire, electriclty out-
ages, and computer failure. Moreover, no system can
be expected to work perfectly at all times. The options
markets may rely on manual methods to record trade
information, and errors or omissions can occur in their
reports of price, volume and other information, and
these can be expected 10 be exacerbated on days of
1t volume or volatili

Itis also beyond the scope of this booklet to discuss
the risks that may result to investors from the use by
market participants of options pricing theories. There
are a number of publicati that are com ially
available which discuss such theories.

8. This booklet does not attempt to describe risks

t mi inherant in an investment in the underlyin
Interast. It is obvious that the investment potential of
an option can be dependent on tha performance of the
underlying interest and that investors in options are
therefore subject to the risks that may affect the value
of that interest. For exampls, one of the risks under-
taken by a purchaser of a call option {or a writer of a
put option) on XYZ stock is that XYZ may decline in
price during the fife of the option. The rsk of this
decline is dependent on the risks that may affect the
economy or the stock market generally or XYZ specifi-
cally. Similarly, the holder of a dollar-denominated
option on a foreign currency is subject to the risk fac-
tors affecting the relative values of the U.S. dollar and
tha foreign currency. A discussion of these types of
risks Is beyond the scope of this booklet.

8. This booklst does not attempl to_describe sys-
temic risks that could affect the options markets ang
the investors in those markets. The options markets,
like all securities markets, are interrelated with, and
frequently interdependent upon, other aspects of na-
tional and international financial and capital systems
and upon the national and world economy. Any distur-
bance or crisis of one part of these interrelated sys-
tems could severely disrupt or even threaten the
performance of the options markets or of OCC. Bank
failures, payments breakdowns, large and sudden ec-
onomic shocks, the failure of a large securities firm,
market or clearing organization, or other such events
could cause other failures on a widespread basis and
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could affect the liquidity and solvency of the partici-

pants in the options markets. The specific causes of

systemic failure or disruption are not easy to predict,

g.ndkal discussion of them is beyond the scops of this
ooklet.

10. All examples in this booklet are based on hypo-
Ihetical values that are nol necessarily indicative of the
prices in an actual transaction. Readers should not
assume that options will necessarily be priced in ac-
cordance with any example in this booklet or in accor-
dance with any pricing formula or model. As noted in
the discussion of “Fremium” in Chapter I, option pre-
miums are not fixed by OCC or any of the options
markets.

11. The examples in this booklet do not include tax
CONSeguences, Commissions or other transaction
costs, nor do_they include the impact licable
margin_requirements. As discussed in Chapter IX,
these iterms can be very significant and should be
taken into account by all investors,

SUPPLEMENTS
appear on the following pages

MARCH 2000
SUPPLEMENT

The February 1994 edition of the booklet enti-
tled Characteristics and Risks of Standardized
Options (the “"options booklet") is amended ‘as
follows:

1. The second full paragraph after the exam-
ple on page 21 of the options booklet is amended
to read:

When an underlying security is converted into
a right to receive a fixed amount of cash, options on
that security will generally be adjusted to require
the delivery upon exercise of a fixed amount of
cash, and trading in the options will ordinarily
cease when the conversion becomes effective. As
a result, after such an adjustment is made all
options on that security that are not in the money
will become worthless and all that are in the money
will have no time value. If the option is European-
style (as may be the case for a flexibly structured
stock option designated as a European-style
option), the expiration date of the option will ordina-
rily be accelerated o fall on or shortly after the date
on which the conversion of the underlying security
to a right to receive cash occurs. Holders of an in
the money option whose expiration date is acceler-
ated must be prepared to exercise that option prior
to the accelerated exercise cut off time in order to
prevent the option from expiring unexercised. Writ-
ers of European-style options whose expiration
date is subject to being accelerated bear the risk
that, in the event of such an acceleration, they may
be assigned an exercise notice and be required to
perform their obligations as writers prior to the orig-
inal expiration date. When the expiration date of a
European-style option is accelerated, no adjust-
ment will be made to reflect the accelerated expira-
tion date. There is no assurance that the exercise
settlement date for an accelerated option will coin-
cide with the date that the cash payment to the
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DECEMBER 1997
SUPPLEMENT

To accommodate the introduction of trading in
cash-settied options on indexes of mutual funds, the
February 1994 edition of the booklet entitied Char
acteristics and Risks of Standardized Options is
amended by adding the following disclosure to
Chapter IV, Index Options, following the third full
paragraph on p. 26:

Index options may be traded on underlying
indexes designed to reflect the net asset values of
selected mutual funds in specified categories. For
example, an underiying index may be designed to
reflect the net asset value of a selected group of
growth funds, or a selected group of growth and
income funds. These indexes are calculated and
disseminated based on the reported net asset val-
ues of the mutual funds included in the index.
Mutual funds typically report their net asset values
only once per day following the close of trading in
the primary markets for the securities held in the
funds' investment portfolios. Mutual fund indexes
are based on these closing values and arg not
updated during the trading day. Mutual fund
indexes as reported during the trading day will thus
be based on non-current information, not only
because the funds' porifolios may have changed
since the previous day's close, but also because the
values of the funds' portfolio securities during the
trading day may vary from their values at the previ-
ous day's close. Therefore, reported fund index val-
ues should not be relied upon as indicative of the
current values of the mutual funds inciuded in the
indexes. In this respect, mutual fund indexes are
comparabie to other indexes that are not updated
during the trading day, including certain foreign
stock indexes. These other indexes are not updated
because their component stocks may not be traded
in their primary home country markets during all or
part of the options trading day.
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holders of the underlying security becomes avail-
able from the issuer of the underlying sacurity. Cov-
ered writers of an accelerated option may therafors
be required to pay the cash amount in respect of
the option before they receive the cash payment on
the underlying security.

2. The third and fourth sentences of the par-
agraph under “Exercises and Settlements” on
page 47 of the options booklet are amended to
read: )

However, unlike most other options, flexibly
structured index options that are in the money on
the expiration date may be exercised automatically,
In the future it may be prowided that flexibly struc-
tured index options will be exercised automatically
only if they are in the money by a specified amount,

This supplement supersedes the October
1996 supplement to the options booklet.

a7



JANUARY 2004
SUPPLEMENT

This supph sUp fes and repi; the
November 1995 Supplement to, and amends specified
portions of, Characteristics and Risks of Standardized
Options (the “Booklat™).

To permit greater flexibility in the methods used for
assigning options exercises, the Booklet is amended
by replacing the first two paragraphs following the cap-
tion “Assignment" in Chapter VIIl of the Booklet with the
following:

QCC  foliows established procedures for
assigning exercises to Clearing Member accounts that
contain short option positions identical to the exer-
cised options. These procedures may be different for
different classes of options. A description of OCC's
assignment procedures and the options classes to
which they apply is available on request from OCC at
One Morth Wacker Drive, Suite 500, Chicago,
Illingis BOG06.

Assignments are ordinarily made prior to the com-
mencement of trading on the business day following
receipt by OCC of the exercise instruction. In the case
of aptions traded in evening sessions, exercise instruc-
tions received by OCC on a business day are ordinarily
assigned prior 1o the opening of trading in that day's
evening session.

Exercises may be assigned by OCC to a Clearing
Member's customers' account. In that event, the Clear-
ing Member must in turn assign those exercises to iis
customers maintaining positions as writers of the exer-
cised options series. The rules of the options markets
require their member firms to establish fixed proce-
dures for allocating assignments to customers (e.g..
random salection or “first-in, first-out") and to inform
their customers of the method used and how it works.

Regardiess of the method used, an option writer is
subject to the risk each day the oplion is exercisable
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APRIL 2007
SUPPLEMENT
The February 1994 edition of the booklet entitied
teristics and Risks of S Options (the

“bookiet"} is ded as provided below. The g
pertain to non-rate modified cash-settied foreign cur-
rency optiens and rate-modified cash-settied foreign cur-
rency options. This supplement supersedes and
replaces the January 2007 supplement.

g On page 38, the second paragraph under the head-
ing "Special Features of Dollar-Denominated Forsign Cur
NON-RATE-MODIFIED CASH-SETTLED
FOREIGN CURRENCY OPTIONS

Exercise prices for currently available dollar-denom-
inated options on foreign cumencies (other than
rate-modified currency options, as described below) are
stated in units of U.S. currency (e.g., cents or hundredths
of a cent) per unit of foreign currency. In arder to deter-
mine the total exercise price per contract, it is necessary
to know the unit of U.S. currency used for options on the
particular foreign curency, and to multiply the stated
exercise price by the unit of trading for such options. For
exampls, at the data of this booklet, dollar-denominated
Eri}ish pound options are expressed in U.S. cents per
unit, and dollar-denominated Jfapaness yen options are
expressed in hundredths of U.S. cents per unit.

On page 38, the following is Inserted
following the second “"EXAMPLE" af the end of the page:

Readers should note, howsever, that certain
exchanges may express exercise prices in other uncon-
tional ways. For an ise price stated as
$100.50 may in reality mean $1.0050. Readers need to
be sure they fully understand the varlous conventions
used by the exchanges on which they trade in quoting
exercise prices.

On page 39, the second paragraph is deleted and
raplaced with the following:

Premiums for currently available dolar-denominated
options on foreign cumencies {other than rate-modified cur-
rency options, as descri bealow) are in units
of US. cumency per unit of foreign curency. In order to
caloulate the cost of the option, it is necessary to know the
unit of US. cumency used for options on the particular
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that some or all of his short position may be assigned.
(See the discussion in Chapter X under “Risks of
Option Writers.") However, if less than all of the open
interest in an options series is exercised, OCC's proce-
dures for assigning exercises to Clearing Members
and brokers' procedures for allocating assignments to
customers may affect the likelihood that a customer's
position will be assignaed and the potential size of the
assignment.

To address special considerations with respect to
the deadlines for the exercise of certain options that
expire on a day on which an options market is open for
trading, the fourth paragraph under the caption “How
to Exercise' in Chapter VIl of the Booklet is amended
to read as follows:

A brokerage firm's cut-off time for accepting exer-
cise instructions becomes critical on the last trading
day before an option expires. An option that expires
unexercised becomes worthless. An option_hoidar
who intends to exercise an cption before_expiration
must give exercise instructions 1o his brokerage firm
before_the firm's cyt-off time for i
ingtructions on the last trading day before expiration. If
the expiration date of an option falls on a day on which
an options market is open for trading in that option, a
brokerage firm's last cut-off time for accepting exercise
instructions prior to the option's expiration may be on
the expiration date. Investors should be aware of their
brokerage firm's policies in this regard, Many broker-
age firms accept standing instructions to exercise, or
have proceduras for the exercise of, every option
which is in the money by a specified amount at expira-
tion. These procedures often incorporate by reference
QOCC's administrative proceduras that provide for the
exercise of every option that is in the money by a
specified amount at expiration unless the Clearing
Firm carrying the option in its accounts instructs QCC
notto ise the option. Ir should determine
from their brokerage firm the applicable cut-off times,
the firm's procedures for submitting exercise instruc-
tions, and whather any of their options are subject to
automnatic exercise. Investors should also determine
whether the exercise of their options is subject to
standing instructions of their brokerage firm, and, if so,
they should discuss with the firm the potential conse-
quences of such instructions,

foreign curmency. For exampis, at the date of this booklet,
rominated Swiss

: for crently availabie dol
franc options are expressad in U.S. cents, and premiums
for % e yen

doiar Japanese
options are expressed in hundradths of U.S. cents.

On page 39, the following are deleted: (a) the sen-
tance Immediately following the first “EXAMPLE,” (b) the
second “EXAMPLE," and (c) the sentence [mmediately
following the second "EXAMPLE."

On page 39, the following is inserfed immediately
bafore the fast paragraph:

Readers shouid note, however, that cerain
axchanges may express premiums in other unconven-
tiona! ways. Readers need 1o be sure they fully under-
stand the various conventions used by the exchanges on
which they trade in quoting premiums.

The first paragraph under the heading "Cash-Settled
Foreign Currency Options,"” which is the last paragraph
on page 43, is deleted and the following sentence is
added at the beginning of the first paragraph on page 44:

At the date of this booklet, dollar-denominaled
cash-settled foreign currency options have also been
approved for trading.

The fast four paragraphs on page 44 are deleted and
replaced with the following:

EXAMPLE: If the exercise price of a cash-settied,
dollar-denominated call option on euras Is $1.2500 per
euro, the exercise settlement value of the euro is deter-
mined to be $1.2607 and the option covers 10,000 euros,
then the cash settiement amount for the option wili be
($1.2607 — $1.2500) = 10,000 = $107.00.

Cash-sattled foreign currency options may be auto-
matically exgrcised on the expiration date if in the monay
or it in the money by & certain amount, See the discus-
slon In Chapter VIl under "How to Exercise.”

The exercise settlement value for cash-sattled foreign
currency options will be based on an exchange rate for
the underlying foreign currency from a source selected
by the market an which the aptions trade as set_fort‘n in
exchange rules. In the case of rate-modified foreign cur-
rency options, the options market on which the options
are traded would calculate and disseminate the underty-
ing rate. In either case this rate may be based on a rate
announced by the Federal Reserve Bank of New York, bid

mdaﬁarqmﬁmmawnpﬁngotpamnhe
Interbank spot market for the underlying foreign currency,
the rate reporiad by a recognized pricing senvice, of some
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other widely-available rate. The tme as of which the exer-
cise settlement value is calculated and the method of
calculation are determined by the options market on
which the options are traded and may be changed by it at
any time. Any such change may be made applicable to
options outstanding at the time of the change.

i 0CC ings that the ise settisment
value of the ur ing foreign y for any series of
cash-settled foreign currency options is unreported,
inaccurate, unreliable, unavailable, or inappropriate for
purposes of calculating the cash settlement amount of
such serles, OCC has the authority to suspend the settle-
ment obligations of the exercising and assigned Clearing
Members of options of such seres or to fix the cash
seftlement amount for exercised options of such serias or
to do both. In the event of such a suspension, OCC will fix
& new settiement date after OCC determines that the

i I velue is available or after OCC fixes
the cash settlement amount.

If OCC determines to fix the cash seftiement
amount, it will act through an adjustment panel that will
use its judgment as ta what is appropriate for the protec-
tion of investors and the public interest. For a description
of adjustment panals, see "Adjustment and Adjustment
Panels” in Chapter |l. The panel may fix the cash settle-
ment amount using the reported price or value of the
underlying foreign currency at such time, or representing
a nqminmlon or average of prices or valuas at such time
or times, and reported in such manner, as the panel
deems appropriate,

If an adjustment panel delays fixing a cash seftie-
mant amount for a series of cash-settied foreign currency
options past the last trading day before expiration of that
series, normal expiration exercise procedures will not
apply to the affected series. Instead, exercise settamant
will ba postponed until the next business day following
the day when the adjustment panel fixes the cash settle-
ment amount, and each long position in the affected
series will be treated as having been exercised if the cash
sattlement amount per contract for that series is $1.00 or
more. i the cash settlement amount per contract is less
than $1.00, the option will be Ireated as having expired
unexercised. As a result of these procedures, holders of
expiring cash-settled foreign currency options may not
know whether their options have been exercised, and
writers of such options may not know whether they have
baan assigned an ise, until after the expiration date.
An adjustment panel's determinations shall be conclu-
sive, binding cn all investors, and not subject to review.
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underlying rate-modfiad value Is (1.27 x 100) = 127, The
option is in the money. The exercise settfement value of
the option is (127 - 125) x $100 = $200.

Do not confuse tha rate-modifier with the multiplier.
They serve different purposes and may or may not have
the same numeric value.

EXAMPLE: Assume that the exchange rate underly-
ing a rate-modified call option on the exchange rate
between the U.S. dollar and the Mexican peso is stated
as Mexican pesos per U.S. dollar {USD/MXN). The
rate-modifier could be 10 and the multiplier could be
$100. If the exercise price of the option Is 11 Mexican
pesos per U.S. dollar, it is stated as 11 % 10 = 110. If the
underlying exchange rate s 11.2 at the time the option is

i the i valee is (112 -~

110) = $100 = $200.

Mote that, as in the case of index options, the mult-
plier determines the cash value of an option that is in the
money by a specified amount. Like index options, and
unlike other cash-settied currency options, a
rate-modified currency option has no unit of trading—it
does not relate to a specified quantity of an underlying
currency.

The multipiier is also used in determining the total
premium for a rate-modified currency option. For exam-
ple, if a premium Is quoted as .50 and the multiplier is
$100, the total premium for a single option is $50,

The paragraph numberad 12 on page 87 is deleted.

RATE-MODIFIED CASH-SETTLED
FOREIGN CURRENCY OPTIONS

A rate-modified currency option is a type of foreign
currency option that may be thought of as an opfion on
an underlying exchange rate between two currencies.
The holder of a rate-modified currency option receives in
U.S. dollars the difference between the modified rate and
the exercise price multipied by a multiplier (e.g.,
USD $100). In this respect, rate-modified currency
options resembie cash-settled index options where the
index is an hange rate b wo i
Exchanga rates in the spot markst are expressad as the
number of units of one currency (“currency 1") required
to purchase a single unit of a second currency (“cur-
rancy 2"), and for each pairing of the world's major cur-
rencies, there is a convention as to which currency is
currency 1 and which is currency 2. You should be aware
that the exchange rates underlying rate-modified cur-
rancy options may or may not be stated in the same way
that they are conventionally quoted in the spot market.
Far example, exchange rates between the U.S. doliar and
the eurc are generally quoted as the number of dollars
required to purchase a single euro; but the rate underly-
ing a rate-modified currency option could be stated as
the number of euros required to purchase a single dolar,
You should therelore be cerain that you understand the
meaning of an underlying exchange rate.

In tha case of rate-modified cumency options, the
underlying exchange rate may be muitiplied by a
“rate-modifier,” such as 1, 10 or 100, to create an under-
lying valug that more closely resembles a conventional
index value. Exercise prices would, of course, also be
expressed in terms of the rate-modified values.

EXAMPLE: A rate-modifier of 100 may be applied o
the exchange rate between U.S. dollars (“USD") and
Swiss francs (“CHF") in order to obtain the underlying
exchange rate for USD/CHF rate-modified currency
options, If the current exchange rate in the USD/CHF
spot market is 1.24 Swiss francs per dollar, the current
rate-modified exchange rate would be stated as
(1.24 = 100) = 124. For example, an exercise price of
1.25 Swiss francs per dollar would be expressed as 125.

As in the case of an index option, the premiums and
exercise seflement values of rate-modified cumency
options are determined using a multiplier, s.g., USD $100.

EXAMPLE: A rate-modified USD/CHF call option has
an exercize price of 125, The USD/CHF exchange rate in
the spot markel al the time the exercise settiernent value is
fixed is 1.27 Swiss francs per dollar, meaning that the
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MAY 2007
SUPPLEMENT

The February 1994 edition of the booklet entitled
Characteristics and Risks of Standardized Options (the
“Booklet”) is amended as follows to reflect cedain
changes in OCC's rules as well as the rules of cerain
options markels.

The changes in Part | reflect modifications made to
the definition of “ordinary cash dividend or distribution”
(.e., cash dividends and distributions for which no
adjustment is made). The changes In Part [l reflect
changes made to eliminate the need to round adjusted
exercise prices in certain circumstances and to provide
mare precise compensation for fractional shares elimi-
nated by rounding. '

Parts IV of this Supplement supersede and
replace the February 2003 Supplement to the Booklel.
Part |l pertains to options on interests in investment com-
panies and similar entities. Part IV perains to special
axercise settlemant procedures or restrictions that may
beimposed upon the ce of certain dinary
events. Part V that a reg 1t and
prospectus for the options coverad by the Booklet are no
longer avallabla.

Part VI pertains to an expansion of OCC's authority
1o adjust the multiplier for yisld-based Treasury options
and to fix the cash settlemant amount for such options In
certain circumstances. Part Vil reflects the adoption of
rules by certain options markets that permit, in very lim-
ited circumstances, the canceliation or adjustment of a
fransaction entered into at a premium based on an ero-
neously reported value for the underying Interest.
Part VI, which supersedes paragraph 1 of the
March 2000 Supplement 1o the Bookiet, pertains to the
acceleration of the expiration date of options on equity

rities in certain circl

Part I. Definition of Ordinary Cash
Dividend or Distribution.

The fourth paragraph on page 18 is amended to
read as follows:!

2| ruste, no adiustment is made A
cash divigends or cash distributions. A cash dividend or
distribution announced prior to February 1, 2009, will ganer-
ally b considered "ordinary” unless it exceeds 10% of the
aggr market value of the underying securlty out-
standing as of the close of trading on the declaration
dats, The same rule will continue to apply on and after that
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date with respect to options series designated by OCC
as "granu‘l‘gmered" for purposes of this rule {Loﬁysaﬂes
opened prior to publication of this Supplement that
rerain outstanding on February 1, 2009). In the case of
all other options series, a cash dividend or distribution
announced on or after February 1, 2009, will generally be
considered “ordinary,” regardless of size, #f OCC
believes that it was declared pursuant to a policy or prac-
tice of paying such dividends or distributions on a quar-
terly or other regular basis {and no adjustment will nor-
mally be made for any cash dividend or distribution that
amounts 1o less than $12.50 per contract). As an excep-
tion 1o the general rule, options on fund shares will gener-
ally ba adjusted for capital gains distributions even if
made on a regular basis, and adjustments may be made
for certain other distributions in respect of fund shares in
special circumstances described in OCC’s rules, pro-
vided in sach case that the amount of the adjustment
would be $.125 or more per fund share. Determinations
whether to adjust for cash dividends or distributions not
coverad by the preceding rules, or when other special
circumstances apply, are made on a case-by-case basis.

Part Il. Adjustment of Exercise Prices.

The first seven paragraphs on page 20 of the Booklst
are defetad in thelr entirety, and the following matenial is
f.

inserted in lisu thereof.

Stogk dividends, stock distibutions and stock splits
may resull In an adjustment of the number of options
held or written or the number of underlying shares, and in
Epme ric:ases may also result in an adjustment of the axer-

se price.

Stock Options with_Exercise Prices Stated In
Fractions -

As of the date of this Supplement, exercise prices
for stock options are stated in points and fractions of a
point {a.g., 20% or 30'). The smallest fraction is . The
following adjustment rules apply to any series of stock
options whose exercise price is stated in points and frac-
tions of a point:

As a general rule, a 2 for 1 or a 4 for 1 stock split,
ﬁck d‘isuib;ttlon;r stock dividend will result in the :flml
ber of culstanding options being proportionately
increased and the exercise price bein rti
decreased. B Y propeTioneing

EXAMPLE: Bafore a 2 for 1 stock split, an investor
holds an option on 100 shares of XYZ stock with an
exarcise price of $60. After adjustment for the split, he will
hold two XYZ options, each on 100 shares and each with
an exercise price of $30.

A stock dividend, stock distribution or stock split
other than a 2 for 1 or a 4 for 1 distribution or split va‘III
normally result in an adjustment in the number of shares
dall ble upon , while the aggreg i
price for the contract remains unchanged.
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Note that In the precading example where the axer-
cise price of the adjusted XYZ option was rounded down,
the exerclsing put holder or assigned call writer would
lose $.50 as a result of the rounding. Rounding up could
result in losses to exercising call holders and assigned
put writers.

A reverse stock split, combination of shares, or simi-
iar evant will generally resull in an adjustment in the
number of shares deliverable upon exercise, whila the
aggregate ise price hanged

EXAMPLE: An investor holds a call option oauerirsbg
100 shares of XYZ stock with an exercise price of
msulﬁg&inanaw ate exercise price for the contract
of $5, (Ssolégo ,Afuary for 10 reversa spiit, the

i i

while the nom-
inal exercise price remained $50. In that case, upon exer-
cisa of tha adjusted option, the investor would still pay
$5,000 ($50 x 100, not $50 x 10), but would receive
10 shares of XYZ stock instead of 100.

-] Sirioutions,
distribution will generally ba considered “ordinary” if
{i) the number of shares distributed does not exceed 10%
of the number of shares outstanding on the declaration
date and (i) it is declared pursuant to a policy or practice
of paying such dividends or distributions on a quarterly
basls.

w?gﬂmm_mm other than the underlying
ty may result in the adjustment of outstanding
options 1o include the distributed property.
Part lil. Options on Fund Shares.

To reflect a broadening of the definition of “fund
shares,” the Booklat is amended as follows:

mmwmwmmzmmammm
amanded o .

Each options market selects the gngr_m% inter-
@sts on which options are traded on that market, Options
are currently available covering four types of under| Ll::g
mhletes(s‘:dggy%eﬁ%gs [\ ini)Ch I.armnigmdes B
shares” described in prer ), stock int , govern-
ment debt securities, and for ’%nnons on
other types of underlying interests may becoma available
in the future. :

The first paragraph of Chapter iil, appeaning on
page 18 of the Booklat, is amaended to read:

The term “stock options” is used broadly in this
Booklet to Include not only options on common stocks
but also options on all other types of equity securities,
such as limited partnership interests, "American Deposi-
tary Receipts” and “American Depositary Shares” repre-
senting interests in foreign entities, preferred stocks, and
tund shares. The term “fund shares" includes interests in
axchange-traded funds and other entities holding or trad-
ing in one or more types of invastments, and as used in
Ihlh: Booklet the term "equity securities” includes fund
shares.
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EXAMPLE: An investor holds a call option covering
100 shares of XYZ stock with an exercise price of $50
resulting in an aggregate exercise price for the contract
of $5,000 ($50 = 100). After a 3 for 2 spiit, the deliverable
could be increased to 150 shares while the nominal exer-
cise price remained $50. In that case, upon exercise of
the adjusted option, the investor would still pay $5,000
(850 = 100, not $50 x 150), bul would receive
150 shares of XYZ stock instaad of 100.

Note in the preceding example that, although the
number of shares delivarable was adjusted to be 150, the
numbar by which the unadjusted exercise price of $50
was multiplied to ine the total ise price con-
tinued to be 100 rather than 150, Similarly, premium quo-
tations would continue to be multiplied by 100 to obtain
the total premium to ba paid for a single option.

Stock Options with Exercise Prices Stated in
Decimals

in the future, the exchanges may introduce stock
options with exercise prices stated in points and
decimals (8.g., 20.15 or 30.80). The following adjustment
rules would apply to any serles of stock options whose
axercise price s stated In points and decimals:

‘When a stock distribution, stock split or stock divi-
dend results in the issuance of one or more whole shares
of stock for each outstanding share—such as a 2 for 1 or
a 3 for 1 stock split—as a general rule the number of
undertying shares will not be adjusted. Instead, the num-
ber of cutstanding options will be proportionately
increased and the exercise price will be proportionately
decreased. (See the exampie of a 2 for 1 stock split under
“Stock Options with Exercise Prices Stated in Fractions”
above.) . F

Other stock dividends, stock distributions and stock
splits may result in an adjustmant in the number of under-
lying shares and the exercise price.

EXAMPLE: An investor bought an XYZ 50 option—
either a call or a put--and XYZ Corporation subsequently
effected a 3 for 2 stock distribution. Instead of covering
100 shares of stock at an exercise price of $50 a share,
sach outstanding option could be adjusted to cover
150 shares at an exercise price of $33.33 per srt\:ra The

agate { rice i b itially the same
gglg;'u and aftar Ih: adjustment ($50 x 100 = $5,000
and $33.33 x 150 = $4,960.50).

All Stock Options
As a general rule, adjustments in exercise prices are
to the nearest isa price {4 or one

cert, as the case may be), and adjustments in the number
of underying shares are rounded down 1o eliminate frac-
fional shares. In the latter casa, the property deliverable
PO BXBICiSe mybcadmedmimmmofm
eliminated ractional share, as determined by OCC.
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The first paragraph under the caption “"FEATURES
OF STOCK OPTIONS" on page 18 of the Booklet is
amended to read;

As a general rule, a single stock option covers
100 shares of the underlying security, although in the
case of options covering fund shares, options covering
100 or 1000 shares may be available. Other stock
aptions departing from the general rule may be intro-
duted In-the future. The number of underying shares
covered by any stock option may be adjusted after the
option s issued if certain events occur, as described
bedow.

The fourth paragraph on page 19 of the Booklet is
amended as sel forth in Part | of this Supplement.

Part IV. Special Exercise Settlement
Procedures/Restrictions.

Three new paragraphs are added on page 78 of the
Booklet at the end of the section headed “8." The new
paragraphs read:

If OCC determines that the primary market(s) for
one or more component securities of an underlying index
did not open or remaln apen for trading, or thal the com-
ponent security or securities did not open of remain open
for trading on the primary market(s), on a trading day at
or before the time when the exercise settlement value for
that trading day would ordinarily be determined, or thata
current index value or other price or value needed to
calculate the exercise settlement value for an index
option is otherwise unroportlaa‘ ineowram:; unraliable,
unavailable or inappropriate for lating
the cash settiement amount, then OCC may suspend
settlement obligations for exercised and assigned con-
tracts of the affected series. In the event of such a sus-
pension, OCC will fix a new settlement date after OCC
L that the 1 value is availabi
or after OCC fixes the exarcise settlement valus.

If OCC determines to fix the exercise settlemant
value, it will act through an adjustment panel that will use
its Judgment as to what is appropriate for the protection
of investors and the public interest. For a description of
adjustment panels, see "Adjustment and Adjustment
Panals” in Chapter Il The panel may fix the exercise
settlement value using the reponted price or value of the
relevant security or securities or index (j) at the close of
regular trading hours (as determined by OCC) on the last
preceding trading day for which a price or value was
reported by the reporting authority, or (i} at the opening
of regular trading hours (as determined by OCC) on the
next trading day for which a price or value was reported
by the reporting authority. Altarnatively, the panel may fix
the exercise settlement value using a price or value for
the relevant security or securities or Index, or using a
combination or average of such prices or values, at or
during such tirme or times that the panel sees fit.
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If an adjustment panel delays fixing an exergise set-
tlement value for a series of index options past the last
trading day before expiration of that series, normal expi-
ration exercise procedures will not apply to the affected
series. Instead, exercise settlement will be postponed
until the next business day following the day when the
adjustment panel fixes the exercise settliemnent value, and
aach long position in the affected series will be treated as
having been exarcised if the exercise settiement amount
per contract for that series is $1.00 or more. If the exer-
cise settlement amount per contract is less than $1.00,
the option will be treated as having expired unexercised.
As aresult of these procedures, holders of expiring index
options may not know whether their options have been
exercised, and writers of such options may not know
whether they have been assigned an exercise notice,
until after the expiration date. An adjustment pansl's
determinations shall be conclusive, binding on all inves-
tors, and not subject to review.

The first paragraph on page 47 of the Booklet is

to read:

1 QCC should determine that foreign governmental
i i I nit the orderly settlement
of defivery foreign curency option exercises or would
result in undue burdens on OCC or its Clearing Mem-

..L 2 o) i ise

saltiement procedures, ge from techni-
cal changes. in delivary procedures to the fixing of U.S.
dollar settlement prices. If special exercise setiement
procedures are imposed, Investors may determine the
nature of such procedures from their brokers.

The last paragraph on page 53 of the Booklet is
to reat:

In cerain unusual circumstances, an event may
threaten o reduce the available supply of an underlying
sacurity to a level insufficiant to allow sattlamant if all of
the outstanding option contracts for the affected security
were exercised. This could happen, for example, in the
event of a successful tender offer for all or substantially
all of the outstanding shares of an underlying security or
if trading in an underlying security were enjoined or sus-
pended. If OCC in its discretion determines that a situa-
tion of that type exists, OCC may impose special exercise
settlement procedures. These special procedures, appli-
cable only when an assigned call writer or an exercising
put holder is unable to obtain the underlying security,
may nvolve the ion of the ions
of the holder and writer and/or the fixing of cash settle-
mant prices in lieu of delivery of the underlying security,
When special exercise settlement procedures are
imposed, OCC will announce to its Clearing Membears
how settlerments are to be handied, Investors may obtain
that information from their brokerage firms,
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will fix & new setilement date after OCC determines that
the exercise settiement value is available or ater OCC
fixes the cash setlement amount,

It OCC determines to fix the cash setiement
amount, it will act through an adjustment panel that will
use its judg as to what is appropi for the protec-
tion of investors and the public interest. For a description
of adjustment panels, see “Adjustment and Adjustment

" in Chapter |I. The panel may fix the cash settle-
ment amount using the reported value of the underlying
yield (i) &t the close of regular trading hours (as deter-
mined by OCC) on the last preceding trading day for
which such a value was reported by the reporting author-
iryo;éil} at the opening of regular trading hours (as deter-
mined by OCC) on the next trading day for which such a
valug was reported by the reporting authority. Alterna-
tively, the panel may fix the cash settlement amount
using the value for the underlying yield, or using a combi-
nation or average of such values, al or during such time
or times that the panel sees fit,

H an adjustment panel d fixing a cash settle-
ment amount for a series of yiel options past the
last trading day before expiration of that series, normal
expiration exercise procedures will not apply to the
affectad series, Instead, exercise settiement will be post-
poned until the next business day following the day when
the adjustment panel fixes the cash setiernent amount,
and each long position in the affected series will be
treated as having been exercised if the cash setlernant
amount per contract for that series is $1.00 or more. If the
cash settlement amount per contract is less than $1.00,
the option will be treated as having expired unaxercised.
As a result of these procadures, holders of expiring yield-
based options may not know whether their options have
been exercised, and writers of such options may not
know whether they have been assigned an exercise
notice, until after the expiration date. An adjustment
panel’s determinations shall be conclusive, binding on all
investors, and not subject to review.

Part Vil. Erronecusly Reported Index Levels.

The paragraph numbered 5. on page 76 is replaced
with the following paragraph, which omits a statement
that & person who buys or sells an index option at &
P based on an ly reported index level is
bound by the trade and has no remedy. The omission
raflects the adoption of rules by cerain options markets
that parmnit, in very limited circumstances, the cancella-
tion or adjustment of a transaction entered info at a pre-
mium based on an eronecusly reported value for the
undarfying inferest:

5. Holders and writers of index options generally
bear the risk that the reportad current Index level may ba
In error, Parsons who exercise cash-settled index options
or are assigned exercises based on emoneously
index levels will ordinarity be required to make settlernent
based on the exercise setflement value as initially
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On page &1 of the Boaklel, the second paragraph of
the section headed “5." is amended to read:

Exercise restrictions Imposed by OCC and the
options markets atfecting cash-settled options generally
cannot be continued in effect bayond the opening of
business on the last trading day before their expiration.
Such exercise restrictions affecting physical delivery
options generally cannot be continued beyond the open-
ing of business on the tenth business day befora their
expiration.

Part V. Exemption of Standardized Options from
1933 Act Reglstration.

Effective January 2, 2003, the SEC exempted stan-
dardized options issued by a registered clearing agency
and traded on a registerad national securities exchange
or association from the Securities Act of 1933, except for
the antifraud provisions of Section 17 of that Act, Effec-
tive January 10, 2003, the SEC approved an amendment
1o DCC's most recent registration statement under that
Act terminating the registration of all unsold put and call
options. As a result of these actions, the standardized
options covered by this Bookiet are no longer required to
be ragistered under that Act; an OCC registration state-
mar will no longer be available for inspection at OCC's
office; and copies of an OCC prospectus for standard-
izad options will no langer be available from OCC or the
LS. options markets.

Part V. Yield-Based Treasury Options.

The second fuil paragraph on page 34 is replaced
with the following paragraph:

If the U.S. Department of the Treasury ceases to
issue, or changes the terms or the schedute of issuance
of, Treasury ities on which underlying yields are
based, an adjustment panel has discretion to adjust the
terms of the series by substituting other Treasury sacuri-
ties or to make such other adjustment as the adjustment
pangl may determine. i the options market on which a
particular yield-based option is traded should Increase or
decrease the multiplier for the option, the adjustment
panel has discretion to adjust outstanding options
affected by the change by proportionately consolidating
or subdividing them or by taking other action.

The paragraph numbered 9. on page 82 is replaced
with the following:

9. HOCC 1es that the exercise t
value of the underlying yield for any series ofyﬂg-tz?so;

ity i
inappropriate for purposes of calculating the cash setle-
ment amount of such series, OCC has the authority to sus-
assigned Clearing Members of options of such series or 1o
fix the cash settlement amount for exercised options of such
saries or 1o do both. In the event of such a suspension, OCC
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reported by the official source of the index, even ifa
comected value is subsequently announced. References
herein to Index values “as initially reported” refer to the
values initially reported by the source of the index as
definitive, and not to any tentative or preliminary values
that may be announced at an earlier time subject 1o
adjustment, In extraordinary circumstances (e.g., whare
an exercise settlement value as initlally reported is obwvi-
ously wrong and inconsistent with values previously
d,anda nced,

0CC has d 1 to direct that s be
based on a comected exercise settlement value. Ordina-
rily, h the i th value as initiaily

reported by the official source of the index will be conclu-
sive for exercise settlement purposes.
Part Vill. Amhrﬂodomlraﬂm of Certaln Equity
8.

The second paragreph after the "EXAMPLE" on
page 21 of the Booklet, as amended by paragraph 1 of
the March 2000 Supplement fo the Booklet, is further
amended to read:

When an underlying security Is converted into a
right to receive a tixed amount of cash, options on that
security will generally be adjusted to require the delivery
upon exercise of a fixed amount of cash, and trading in
the options will ordinarily cease when the conversion
becomas etfective, As a result, after such an adjustment
is made all options on that security that are not in the
money will become worthless and all that are in the
money will have no time value. If the option is European-
style, the expiration date of the option will ordinarnly be
accelerated to fall on or shortly after the date on which
the underlying security is converted into a right to receive
cash. After January 1, 2008, the same treatment will be
extended to American-style oplions. Holders of an
inthe-money option whose expiration date lslacceler-
ated must be prepared to exercise that option prier to the
accelerated exercise cut-off time in order to prevent the
option from expiring unexercised. See the discussion in
Chapter VIl under “How to Exercise.” Writers of options
whose expiration date is subject 1o being accelerated
bear the risk that, in the event of such an acceleration,
they may be assigned an exercise notice and be required
to periorm thair abligations as writers prior to the original
expiration date. When the expiration date of an option is
accelerated, no adjustment will be made to compensate
for the accelerated expiration date. There is no assur-
ance that the exercise settiement date for an accelerated
option will coincide with the date on which the cash pay-
ment to the holders of the underlying security becomes
available from the issuer. Covered writers of an acceler-
ated option may therefors be required to pay the cash
amounit in respect of the option before they receive the
cash payment on the underlying security.




JUNE 2007
SUPPLEMENT

The February 1894 edition of the booklet entitled Char-
acteristics and Risks of Stendardized Options, as amended
{the “booklet"), is further amended as provided below. The
changes panain o the trading of credit defauft options.

description of credit defsult options in this

supersades material In the booklet applicable to other
standardized options to the axtent such material is incon-
sistent with statements in this Supplement. Credit defauit
options are described by amendment to Chapter V of the
booklet as follows:

The title of Chapter V (on page 29 of the bookist) is
changed to “DEBT OPTIONS AND CREDIT DEFAULT
ORTIONS™,

On page 29, the second and third peragrephs are
deleted and repiaced with the following h

A third kind of options, called credit defauli oplicns. are
cash-seftled options that are related 1o the creditworth:ness
of issuers or guarantors of debt sacurities, and are exercised
upon confirmation of a credit event affecting an underlying
debt security or securities.

The principal risks of holders and writers of debt
options and credit defauit options are discussed in Chap-
ter X, Readers interested in buying or writing debit options or
credit default options should not only read this chapter but
should also carefully read Chapter X, particularly the discus-
slons under the headings “Risks of Option Holders,” “Risks
of Option Writers,” "Other Risks,” "Special Risks of Debt
Cptions” and “Special Risks of Credit Defaul Options.”

On 34, the following is inserted i ly foi-
rowinpm?g;pnwm:
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occurrad within the covered period. If an event ctherwise
meeting the definition of a credit event occurs after the end
of the covered perlod but before the option expires, the
option will not be exercised and will expire worthless.

If the listing options market determines that a credit
avent has occurmed within the covered period for a class of
credit default options, It will provide a credit event confirma:
fign to OCG, and the options will be automatically exercised.
Holders of the exercised options will recaiva, and writers will
be obfigated to pay, the fixed cash setfement amount.
OCC coes not recelve a credit event confirmation from the
listing options market before expiration of a series of credit
default options, the options will expire worthless.

Credit default options are binary pptions in that they
have a specified, a-or-nothing cash settlement amount.
Credit default options, however, have additional uniqua
characteristics. For example, credit default options have no
arercise price and cannot be in the money and have no

i lyg. The discusslon of thess terms in Chapter |
and/or Chapter |l of the bookiet ks therefors Inapplicable o
credit defaull oplions. In addition, a credit default option is
aulomaticall i a credit avent occurs
within the covered period. Credit default options are thus a

i and are neither Amarcan-style nor

unique
European-style,

A credit de gt option is similar 10 an aggrega-
tion of individual credit default options, each based on one
or more reference obligations of a different refergnce enfity.
All of the outstanding debt securities constituting general
obligations of each reference entity or direct claims on refer-
ence entiies (excluding nen-recourse debt) in the basket
may be included in the relerence obligations.

There are two different kinds of cradit default basket
options. A single payout credit default basket option is auto-
matically exercised and pays a specified cash settlement
amount upon the confirmation of the first credit event o
occur with respect 1o a reference obligation of any one of the
basket's ref entities. It is i only once. Once
axercised, the expiration of the option will be accelerated o
correspond to the exercise date. A multiple payout credit
default_basket option automatically pays a specified cash
sattlemant amount each time a credit event is confirmed with
respect to a reference uhllagaﬂon of any ana of the reforence
entities during the covered period. in the case of either sin-
gle payout or multiple payout credit default basket options,
the listing options market specity a different cash settie-
ment amount for ditfarent referance entities or may specity
the same cash settiernent amount for sach reference entity
in the basket. The percantage of the total cash sattlement
amount that |s attributable to any indivi antity
is raferred to as its weight in the basket. Investors should
note that the options markets on which credit default basket
options trade may determine “weight” according to their
own spacified rules, and investors should contact the listing
options market for information about how it determines
weight. In the case of a multiple payout credit default basket
opftion, a cash seternent amount will be paid only once with
respect to any particular reference entity, after which time
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Credit Defaull Options and
Credit Default Basket Options

Credit default options are based on debt securities of
one Or More issuers of guarantors other than the U.5. Trea-
sury. A signifi difference such debt iti
and Treasury securitiss Is the non-negligible risk that an
issuer or guarantor of debt securities other than Treasury
securities may detault on its obligations. For axample, the
issuer might not pay the full interest and face amount of the
sacurities when due or might file for bankruploy, thereby
making it nearly certain that it will not make timely payment
of the full interest and face amount. Financial market partici-
pants call this credit risk. Credit risk is an important compo-
nent of the value of most dabt securities.

Credit default options relate to the credit risk presented
by one or more specified debt securities, called reference
obligation(s), of one or more specified issuars or guarantors,
pach of which is called a reference emity. The reference

li X and each ref entity for a class of credit
default options are selected by the listing options market.
When a credit default option is based on reference obliga-
tion(g) of more than one issuer of guarantor, it is referred 10
as & cregit default basket option. There are further variations
on credit default basket options as described balow.

A credit default option Is automatically exercised and
pays a fixed gash seftlement amount if 3 credit event is
confirmed for one or more reference obligations of a refer-
ence entity pricr 1o expiration of the option. The reference
obligations of a reference entity may include all of the out-
ding debt H ituti igati
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the reference entity or direct claims on the reference entities
(excluding any non-recourse debt), A credit event includes a
failure to make a p ona o as well
a5 certain other events that the listing options market may
specify at the time a class of credit detault options is listed.
The specified credit events will be defined in accordance
with the terms: of the reference obligation(s). Howaver, not
avary event thal might constitute an event of default by the
refarance entity under the terms of the reference cbligations
will necessarily be speciied by the listing options market as
a credit event. Investors should be certain that they under-
stand the various possible events that will or will not cansti-
tute credit events. The determination of whether a particular
event meets the criteria of a credit event, however defined,
for a specific credit default option is within the sole discretion
of the listing options market.

In order to resuit in automatic exercise of the option, a
cradit event must be conflrmaed to have occurred during the
covered period (f.e., the period between the initial listing of
the serles of options and the time specified by the options
markst as the last day of trading of the option serles prior to
the expiration date). An event that would otherwise be
deemed a credht event will not result in an exercise of the
optien ii it cecurs elther before or after this period. A series of
credit default options ordinarily does not explre until a speci-
fied number of business days following the end of the cov-
arad period In order 1o provide the listing options market an
opportunity to confirm whether or not a credit event
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the affected reference entity will ba removed from the credit
default basket

Premiums for both credit default options and credit
defaull baske! options are expressed in points and
decimals. In order to obtain the aggregate premium for a
single option, the quoted premium is muitiplied by a pre-
mium multiplier specified by the listing options market.

ADJUSTMENT OF CREDIT DEFAULT OPTIONS

Adjusiments may be made to the standardized terms
of outstanding credit default options whan certain events
pecur, such as a SUCCesSIon event of a rademplion event,
both of which will be defined by the listing options market in
accordance with the terms of the refersnce cbiigations.
Adjustments of credit default options will be within the sole
discration of the listing options markel. Investors should
famifiarize themselves with the listing options market's rules
and procedures govemning credit default option adjust-
ments. The fisting option market's rules goveming adjust-
ments of outstanding options may be changed with regula-
tory approval, and the listing options market may have

rity to make such as it deemns appropriate
to its general adjustment rules.
ion E\ i A rademplion event

1s.

oeours when reference obligations of a reference entity are
reclaemad (or paid In full) by, or on behalf of, the issuer. In the
case of all types of credit default options, if only some of the
reference obligations are 1, the eption is ordi
adjusted such that the remaining reference obligations are
the reference obligations for the option and no other adjust-
ment will ordinarily be made. If all of the refersnce obliga-
tiens of a reference entity are redesmed and thare are othar
debt obligations of the reference entity that the lisling
options market deems appropriate to specify as successor
reference obligations, then they will be substituted as the
refarence obligations. i, however, all of the reference obliga-
tions of a refarence entity are redeemed and thera are no
other debt obligations of the refarence entity that the listing
options market geems appropriate 10 specify as successor
refarence obligations for the reference entity (a complete
re; , then the adjustrment will depend upon whether
of not there are other reference entities for the options.

Adjustment of credit default options for 8 complate
rademption. If there is a compigte redemption affecting a
cradit default option, the option will cease trading on the
date that the redemption event is confirmed by the listing
options market. Expiration of the option will be accelerated
to & specified number of days following the confirmation
date of the redemption, and the option will expire unexer-
cised if, priof 1o such expiration, no credit event is confirmed
to have prior to the effective date of the p
event.

EXAMPLE: Company XYZ is tha reference entity for &
credit detauit option contract and its 8% May 15, 2022 bond
issue Is the only reference obligation. During the life of the
option, Company XYZ redeams the 8% May 15, 2022 bond
issue and there are no other obligations of Company XYZ
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that the listing options market deams to be suitable for spec-
#tying as si option will
cease tading on the confirmation date, and its expiration
data will be accelerated. i no credit event is confimed to
have occurred within the coversd period, the option will
oxpire worthless, '

Adfustment of credit default basket options for a com-
plete rdemption. In the case of a single or multiple payout
credit default basket option, f a complete redermption event
occurs with respect 1o one of the reference entities in the
basket and no cradit event is confirmed, pursuant to the
rules of the listing options market, to have occurred prior to
the effective date of such redemption event, the options will
be adjusted by removing the affected reference entity from
the basket of reference entities. When a reference eatity is

réfara

i _of the
deletad ref in ket. The relative weights of
the other componants in the basket will remain unchanged,
although sach will represent a proportionally larger percent-
age of the adjusted cash settiement amount.

EXAMPLE: Company XYZ Is one of ten reference enti-
ties for a class of multiple payout credit default option con-
tracts and its 8% May 15, 2022 bond issue is specified as its
only reference obligation. Company XYZ was assigned a
weight of 15% when the credit default option was opened for
trading. During the iite of the option, Company XYZ redeems
the 8% May 15, 2022 bond issue. No reference obligations
remaln and tha listing options market daterminas that there
are no other outstanding debt cbligations of the issuer suita-
bia for jion as ref I basket
component will be removed from the credit default basket,
and tha cash settlement amount will be reduced by 15%.

Succession Event Adiustments. A succession event
occurs when one or more new entities assume one or More

] of a antity or become the
obligor with respect to any obligation that is substituted for
the original miumobiﬁeﬂcn&mismayoecmmfem-
ple, when a reference entity is merged into a new entity ar
sping off a part of its business into a new entity, If, as the
result of a succession event, more than one enlity is the
obligor of the ariginal reference obligations, or obligations
that were substituted for the criginal reference obligations,
&l of those obligors, including, as the case may be, the
original reference antity, are referred to as successor rafar-

Adjustment of cradit default options after 8 succession
event, Where a succession event results in assumption of all
raference obligations by a single entity, the listing options
markst will ordinarily adjust the option by substituting the

ity that the ig: 1(s) as the new
refarence entity. Where a succession event results in more
than one successor reference entity, the credit default option
may be adjusted by dividing it into two or more options,

EXAMPLE: Company XYZ s the reference entity for a
credit dafault option contract, and its 8% May 15, 2022 bond
issue is tha only reference obligation. During the life of the
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The sources of price information used o price

2
cradit default options are subject 1o a lack of transparency
and, at times, illiquid markets. This is attributable o, among

other things: (1} the absence of last sale information and the

limited avellabiltty of quotations for the reference obligs-
tion(s), (2) lack of ready availability of information on retated
products traded primarily in the over-the-counter market,

and {3) the fact that related over-the-counter market credit
darivati

ive transactions are privately negotiated and may not
bae made public in a timely fashion or at all,

3. Dealers In the underlying debt securities and in
tha over-the-counter cradit darivatives markels have access
to private guotation networks that give actual curant bids
and offers of other dealers, This information 1s not available
1o most invesiors. As a result, these dealers may have an
advantage over paricipants with regard 1o credit default
opticns.

4. i the listing options market determines that a
credit default option is subject to & redemption event [ie.,
1he issuer of guarantor pays off the reference obligation), the
option will expire worthless unless a credit event has been
confirmed to have ocourred prior to the effective date of the
redemption evenl. As & rasult, purchasars of such options
will lose their premium since there is no chance of occur-
rence of a credit event for the referance entity, On the other
hand, i a_redemption event occurs but a credit event is
confirmed to have occurred prior 1o the effective date of the
redemplion event, a seller would be obligated 10 pay the
cash seftlemant amount even though a holder of the refer-
ance obligation may nat incur a loss.

5. Since succession evenis are determined by the
listing options markel, credit default aptions may be modi-
fled to specity a different reference entity or several different
reference entitiss. As 8 result, there may be new reference
obligations that have higher or lower cradit guality than the
original reference obligation, In addition, other factors may
exist that could atfect the likelinood of the eccurrence of a
credit avent. As B result, tha occurrence of a succession
event could atfect the price of these options. Moreover, since
the listing options market i whather a
event occurred and the adjustment resulting from such an
evanl, the adjustment made to these options may be at
varianca with the treatment given 1o the same succession
evanl with respact 1o related credit derivative products.

6. The occurmence of & credit event must be con-
firmed by the listing eptions market. This means that there
will be a lag time between the actual occurrence of a credit
event and the listing options market's confirmation of the
credit event. Aules of the cptions markat may provide a
spocified time period (g.g., four business days) betwean the
end of the covered period and the expiration date for a series
of credit default options to allow the options market to con-
firm whether a credit event occurmed during the coverad
peariod. Thers is a risk, howewer, that the sources used o
manitor & credit event may nol identify and repon a credit
avent in a timely fashion. For axample, it I3 possible that a
eredit event could occur on the last day of trading, but the
sources which repor the occurrence of a credit event do not
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option, Company XYZ spins off Company LMN. Company
XYZ remains the obligor with respect to 70% of the principal
amount of the original reference obligation. Comparry LMN
becomes the obiligor of 8 new reference obligation that is
issued to holders of the remaining 30% of the original rafar-
ence obligation, Company XYZ and LMN are idantified by
1he listing options market as the successor entities, Foliow-
ing the succession evant, the credit default option based on
Company XYZ is adjusted Into two separale credit default
option contracts that specify Company XYZ and Company
LMN as reference entities. The cash settlement amount of
the original credit default option and the premium multiplier
are alocated between the new credit default options in
accordance with the 70/30 division of tha reference obliga-
tion as specified by the Esting options market
Adjustment of credit defaull basket options affer a suc-
cession event. Whan a succession event occurs with respect
1o & reference entity that is included in a single payout or
multiple payout credit default basket option, the listing
options market will ordinarily adjust the option by replacing
the affected reference enfity with the successor entity or
entities, and, if one or more new obligations are issuad to
raplace some or all of the existing refarence abligations. the
new obligations will be substituted as the reference obliga-
tions. The listing options market will specify the weight of
each new reference entity, and the sum of the weights will
equal the weight of the original reference entity.
EXAMPLE: Company XYZ is one of ten equally
welghted reference entities for a multiple payout default bas-
ket option and its B% May 15, 2022 bond issue and its 8.5%
September 1, 2030 bond issue are specified as its only
reference obligations, During the life of the option, Company
XYZ spins off Company LMN. Company XYZ remains the
obligor for the 2022 bond issus and LMN bacomes the ooli-
por of a debt security issued to hoider of the 2030 bond
issue. The listing options market adjusts the option by speci-
fying XYZ and LMN as the successor reference entities. The
tatarance obigations are the original 2022 bond issue and
the replacement for the 2030 bond issue. The listing options
market determines the appropriate basket weight for the
successor reference entities is 7.5% and 2.5%. The sum of
the newly specifisd weights equals the 10% weight of the
basket entity (Cs

p ity
replaced by the succassor reference entities (Company XYZ
and Company LMN),

On page B8, the following is insertad foi-
lowing the last paragraph:

SPECIAL RISKS OF CREDIT DEFAULT OPTIONS

1. Pricing of credit default options is complax. As
stated elsewhere in this document, complexity not wall
understood is, in itself, a risk factor. In order to price these
options, investors must astimate the probabiity of cefault
from available security or other prices, primarily bond and
credit detault swap (CDS") prices. Models typecally used by
market professionals to infer the p ity of default from
prices may be more complex than the average inveslor is
used to.
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make this information publicly avallable until aftsr the expira-
tion date. In this case, the cash settiemant valua of a credit
daefault option would be zero. There is also a rigk that the
listing options market may dstermine that a credit avent has

based on inf i dable to it when in fact no
cradit evant has occurred. This could happen, for example, if
tha sources used 1o confirm the credit event are eroneous.
The rules of OCC andfor the listing options market may
provida that a confirmation of a credit event or other contract
adjustment may be revoked up to & specified time prior o

i s based on a listng options
market's confirmation of a cradit avent are irrevocable even if
no credit event has occurred,

7. Every determination by the listing options market
of a redempticn svent, succession avent or credit event will
be within the listing options market's sole discretion and will
be conclusive and binding on ail holders and sellers and not
subject to review. OCC shall have no authority 1o make such
determinations and shall have no respansibility therafor.

8. Prior to the period when a credit default option
has bean automatically exercised, the only means through
which the holder can realize valus from the opticn is to sell it
at its then market price in an available secondary market. if a
sacondary market for such an option is not availabie, it will
not be possible for its holder to realize any value from the
option a1 that time.

9. There is no underlying interest for credit default
options that is quated in the marketplace. Because of this,
there are no underying interest prices to provide a referenca
to investors for pricing credit default oplions.

10. As discussed above under the caption “Other
Risks,” options markets have discretion to hah trading in an
option in cerain circumstances — such as whan the I:nancet
detarmines that the halt would be advisable in maintaining a
fair and orderly market in the option. In the casa of credit
default options, options markets may take into considera-
tion, among other factors, that current quotes for dabi secu-
rities or other securities of the reference entity are unaveila-
ble or have become unreliable.

11. The risk that a wading market for particular
options may jlable and the p ial conse-
quences are also discussed above under the caption “Other
fisks.” The SEC has approved certain credit default options
for listing and trading on a national securities exchange as
securities. OCC filed its rules for clearing credit default
options with the CFTC, and the CFTC issued an sxgmption
permitting OCC to clear such options when wraded on a
national securities sxchange whether or not they ase within
the GFTC's jurisdiction. By its terms, the exemption s revo-
cable, and its revocation would be one of the events that
could lead to the unavallability of a trading market for credit
detault options.
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JUNE 2008
SUPPLEMENT

This supplement suparsades and replaces the April
2008 Supplement to the booklet entitied Characteristics
and Risks of Standardized Oplions (the “Booklet™). This
supplement adds information regarding the following
new options products: delayed start options, binary
stock options, binary Index options, and range options.

The third paragraph on page 1 of the Booklst is

ol with the h

g paregraph:

‘What is an option? An oplion ks the right to buy or
sell a specified amount or value of a particular underlying
interest at a fixed exercise price by axercising the option
before its specified expiration date. An option which
givas the right to buy is a call option, and an option which
gives a right to sell is a put option. Calls and puts are
distinct types of options, and buying or sslling of one
type does not involve the other. Certain special kinds of
oplions may give a right to receive a cash payment if
certain nia are

The last paragraph on page 1 of the Bookiet, which
continues on the lop of page 2, Is replaced with the fol-
lowing paragraph:

There are two different kinds of options — physical
delivery options and gash settied options. A physical
delivery option gives its ownar the right to receaive physi-
cal delivery (if it is a call}, or to make physical detivery (if it
is @ put), of the underlying interest when the option is
exercisad. A cash-settled option other than a binary
mmaw gives its owner the right 1o
receive a cash payment based on the difference between
a determined value of the underlying intsrest at the time
the option is exercised and the fixed exercise price of the
option. A gash-settled call conveys the right to receive a
cash payment if the determined value of the underlying
interest at exercise — this value is known as the gxercise
setilement value — exceeds the -exercise price of the
option, and a cash-seftled put conveys the right o
receive a cash payment if the exercise settlement value is
Iess than the exercise price of the option. Binary options
and range options are special kinds of cash-settled
options descrived in Chapter (1. The examples in this
booklet generally refer to options other than binary
options or range options except as otherwisa stated.
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are established by the options market on which each
sefies is traded before the time trading commences in
each such series. Those exercise price setting formulas
provide that on the exercise price setting date the exer-
cise price for the series will be fixed al the money, in the
money by a certain amount, or out of the money by a
certain amount.

The first graph i ing the titled
Sfyfe of Qption" on page 7 of the Booklet is replaced
with the following paragraph:

Each American-style option ather than a delayed
start option may be exercised at any time prior o its
expiration. An American-style delayed start option may
be exercised at any time after its exercise price is set and
before its expiration date.

The following paragraphs are i cllated)
p ding the paragraph capli “Unit of Trading;
Contract Size” on page 8 of the Booklat:

BINARY OPTION — A binary option is a
cash-settled option having only two possible payoff out-
comes; either a fixed amount or nothing at all. Some
binary options are referred to as “fixed retum options.”
As of the date of this Supplement, the only binary options
approved for trading (other than credit default options, as
defined below) are binary stock options, which are binary
options on individual equity securities, including fund
shares; and binary Index options, which are binary
options on broad-based securities indexes (including
wvolatility indexes). The binary options currently traded
are all subject to automatic exercise. The holder of a
binary option other than a credit default option has the
right 1o receive (and the writer of a binary option has the
obligation to pay) the exercise settlemant amount for the
option if the value of the underlying interest as of the time
specified by the applicable listing options market (lLe.,
the axarcl I nt valye) meets the criteria for auto-
matic exercise of the option, as specified in the rules of
the listing options market. If those criteria are not met, the
opticn will expire worthless. Gredit default options are a
specific kind of binary option discussed at the end of
Chapter V. Except for credit default options, binary
options are European-style options.

RANGE OPTION — A range option is a European-
style, cash-settled option that has a payout if the value of
the underlying Interest falls within a specilic range of
valuas (the rangs langth) at expiration. As the underlying
interest value increases throughout the range length, the
amount of the payout (i.e., the I
of the range option increases linearly to a maximum
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The second full paragraph on page 2 of the Booklet
is with the following paragraph.

Most options have standardized terms — such as
the nature and amount of the underlying interest, the
expiration date, the exercise price, whether the option is
a call or a put, whether the option is a physical delivery
option or a cash-settied option, the manner in which the
cash payment and the exercise setlement value of a
cash-settiad option are determined, the multiplier of a
cash-settied option, the exercise price setting date and
axercise price setting formula of a delayed start option,
the style of the option, whether the option has automatic
exercise provisions, and adjustment provisions. These
standardized terms are genarally described in Chapter II.
Each U.S. options market publishes specification sheets
setting forth the particular standardized terms of the
options traded on that aptions market. (The options mar-
kets may also provide for trading in options whose terms
are not all fixed in advance. Rather, subject to certain
limitations, the parties to ransactions n these options

may designate cerain of the terms. These flaxibly struc-
tured options are discussed in Chapter VIl of this
booklet.)

The first twio paragraphs on page 7 of the Booklat
are replaced with the following paragraphs:

The exercise price of a cash-settled option (other
than a binary option or a range option) is the base for the
determination of the amount of cash, if any, that the
option holder is entitled to receive upon exercise (see the
i ion of “Cash 5 Amount and Exercise
Settlement Value™ below). The exercise price of a binary
option is the value or level of the underlying interest
above, balow, of, in some cases, at which the option will
be in the money at expiration, thereby causing the fixed
cash setilement amount to become payable (see the
“Binary Option" definition below). In the case of a range
option, the exsrcise price is the option's range length
(see the “Range Option" definiticn below).

Exercise prices for each options series (except for
series of delayed start options) are established by the
options market on which that series is traded at the time
trading in the saries is introduced, and are generally set
at levels above and below the then market value of the
underlying interest. The options markets generally have
authority to introduce additional series of options with
differant exercise pricas based on changes in the value of
the underlying intarest, or in rasponse to investor inter-
est, or in unusual market conditions, or in other circum-
stances. For series of delayed start options, exercise
price setting formulas — rather than exercise prices —
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value, remains constant at that value through the middle
of the range length and then decreases linearly to zero as
the value of the underlying continues to increase to the
top of the range length. A more detalled description of
this feature of range options is set forth below under the
caption “Cash Settlement Amount and Exercise Settle-
ment Value." Range options are of a single type rather
than consisting of puts and calls.

The second paragraph under the caption “Unit of
Trading; Contract Size” on page 8 of the Bookfet is

placed with the following paragraph

The gontract size of a cash-sattied option other than
a binary option or a range option is determined by the
multiplier that is fixed by the options market on which the
options series is traded. The multiplier determines the
aggregate value of each point of the differance between
the exercise price of the option and the exercise seltle-
ment value of the underlying interest. For example, a
multiplier of 100 means that for each point by which a
cash-settied option is in the monay upon exercise, there
is @ $100 increase in the cash settlement amount, Simi-
larly, if an option with & multiplier of 100 is trading at a
premium of, say, $4, then the aggregate pramium fora
single option contract would be $400. The contract size
of a range option is determinad by the option's multiplier
and its maximum range exercise value. The contract size
of a binary option is its cash settlement amount, which is
fixed by the options market for any series of binary
aptions &l or betore the opening of trading in that series.
Some oplions markets define the cash settlement
amount for binary options as being the multiplier timas a
fixed settiement value. Other options markets define the
cash settlement amount for binary options without refer-
ence to a multiplier.

The penultimate paragraph on page 2 of the Booklat
is replaced with the ing parag

CASH SETTLEMENT AMOUNT, SETTLEMENT
CURRENCY and EXERCISE SETTLEMENT VALUE —
The gash settiement amount is the amount of cash that
the holder of a cash-settled option is entitled to receive
upon exercise. In the case of a cash-settled option other
than a binary aption or a range option, it is the amount by
which the exercise setflement value of the underlying
interest of a cash-settied call exceads the exercise price,
or the amount by which the exercise price of a
cash-settled put exceeds the exercise settiement valua of
the underlying interest, multiplied by the multiplier for the
option,
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The followi following the

g parsgraphs are i
carry-ovar paragraph at the top of page 10 of the Booklal:

In the case of a binary oplion, the cash settlernent
amount is determined by the relevant listing optionaﬂrl‘far-
ket and, whether or not established through use of a
multiplier, is fixed and does not vary (except in the case of
certain adjustments described below) regardiess of the
amounl by which the exercize sefilemant value excesds
{in the cese of a binary call option) or is less than (in the
case of a binary put opticn) the exercise price.

EXAMPLE: Aninvestar holds a binary call option
on XYZ sacurity that has an axercise price of $80 and a
fixed cash settiement amount of $100. If the exercise
settlement value of XYZ is $81 at expiration, the investor
will receive $100. If the exercise settlement value is $90,
the investor will still receive $100. K, on the other hand,
the exercise settlement value of XYZ at expiration is
below $80, the investor will receive nothing, and the
aption will expire worthless.

It is very important to note that the conditions under
which a binary option returns a cash settlament amount
may vary depending upon the rules of the listing options
market. Specifically, the listing options market may list
binary options that return a cash settlement amount if:
(1) the exercise setlement value of the underlying is
above the exercise price (a bimary call); or (2) the exer-
cise seitlement value of the underlying is befow the exar-
cise price (a binary put). In addition, certain binary call
options retum a cash settliement amount if the exercise
seffiement value of the underlying is exactly equal to the
exarclse prica.

EXAMPLE: Assume XYZ stock is the underying
security for a binary stock option with an exercise price of
$80, and the exercise setdement value of XYZ at expira-
tion is exactly $80. If the listing options market specified
that the option would return a cash settlement amount if
the exercise seftlement value was above the exercise
price, the option will expire unexercised. If, however, the
listing options market specified that the option would
return a cash settlement amount if the exercise sattie-
ment value was at or above the exercise price, the option
would be automatically exercised at expiration.

In the case of a range option, the cash settiement
amount varies depending on where the exercise settie-
ment value of the underlying index falls within the range
length at expiration. At the time a series of range options
is opened for trading, the listing options market will spec-
ity the range length as well as the range intenva!, which is
a value egqual to & certain number of index points that is
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realizing profit or loss on a delayed start option before its
exercise price has been set, or on a European-style or
capped option when the option is not exercisable, is by
seliing the option in a cloging. transaction.

The first full paragraph through the sixth paragraph
on page 74 of the Bocklet are replaced with the following:

AT THE MONEY — This term means that the cur-
rant market value of the underlying interest is the same
as the exercise price of the option. A range option, which
is of a single type rather than being categorized as a call
or a put, is said to be at the money if the current level of
the underlying index is at the 1op or bottom of the range
langth.

IN THE MONEY — A call option is said to be in the
maonay if the current market value of the underlying inter-
est s above the exercise price of the option. A put option
is said to be in the money if the current market value of
the underlying interest is below the exercise price of the
option, A range option, which is of a single type rather
than being categorized as a call or a put, is said to be in
the money f the current level of the undartying index falls
within its range length.

EXAMPLE: i the current market price of XYZ
stock is $43, an XYZ 40 callwould be in the money by $3,

EXAMPLE: Assume a series of XYZ range
options has a maximum cash settlement amount of
$1,000, a low range from 1000 to 1010, a middle range
from 1010 to 1090 and a high ranga from 1020 to 1100. i
the current level of XYZ index is 1003, the option would
be in the money by $300. If the current level of XYZ index
is from 1010 to 1090, the option would be in the money
by $1,000, the maximum cash setilement amount. if the
current level of XYZ index is 1093, the option would be in
the money by $700.

OUT OF THE MONEY — If the exarcize price of a
call is above the curment market value of the underlying
interest, or it the exercise price of a put is below the
current market value of the underfying interest, the call or
put is said to be out of the money. A range option, which
Is of gingle type rather than being categorized as a call or
& put, is said to be out of the money if the current level of
the underlying index falls outside of its range length.

EXAMPLE: with the current market price of XYZ
stock at $40, a call with an exercise price of $45 would be

gut of the monay by $5 — as would a put with an exercise
price of $35.
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used to divide the ranga length into three segments: the
low range, the mididle range and the high range. The low
range begins at the low end of the range length and ends
one range interval higher. The high range begins one
range Interval below the high end of the range length and
ends at the high end of the range length. The high range
and the low range are of equal length. The middie range
is the segment of values batween the end of the low
range and the beginning of the high range. The listing
options market will also set a maximum range exercise
value and a multiplier, the product of which is the max-
ment amount. This maximum cash set-
tlement amount will be payable if the level of the underly-
ing index falls anywhere in the middle ranga at expiration.
Within the low range, the cash settlement amount
increases from zero to the maximum cash settlamant
amount as the level of the underlying index increases.
Within the high range, the cash settiement amount
from the cash amount to
zero as the level of the underlying index continues to
increase.

EXAMPLE: Assume for a series of range index
options that the listing options market has specified a
range length from 1000 to 1100, & range interval of 10, &
maximum range exercise value of 10 and a multiplier of
$100. Tha seres therefore has a maximum cash settle-
ment amount of $1,000 (muttiplier times the maximum
range exercise value), a low range from 1000 to 1010, a
middle range from 1010 to 1080 and a high range from
1090 to 1100. The table below summarizes the variations
in cash settiement amount based on the foregoing
assumptions:
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The last paragraph on page 12 of the Booklat is
placed with the paragraph

Although holders of American-style options {other
than delayed start options for which the exercise price
has not yet been sef) have the right to exercise at any
time before expiration, halders frequentiy elect to realize
their profits or losses by making closing transactions
becausa the transaction costs of the closing transactions
may be lower than the transaction costs associated with
axercises, and because closing transactions may pro-
vide an opporunity for an option holder to realize the
remaining time value (described below) of the option that
would be lost in an exercise, The holder's only means of
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EXAMPLE: Assume a series of XYZ range
options has a specified range length from 1000 to 1100. If
the current level of XYZ index is either below 1000 or
abave 1100, the series of XYZ range options would be
out of the moneay.

INTRINSIC VALUE and TIME VALUE — It is some-
times useful to consider the premium of an option as
consisting of two components: intringic value and ime
value.

In the case of an option other than a binary option,
the intrinsic value reflects the amount, if any, by which the
option is in the meney. An option that is out of the monay
would have an intrinsic value of zero. Delayed start
options, other than series whose axercise prices are to
e set in the money, have no intrinsic value before the
exarcisa price is set. Thereafter, as in the case of any
other option, whether a delayed start opption has intrinsic
value depends on the level of the underlying index &t the
time. A binary option (other than a credit default option)
that is in the money has an intrinsic value equal to the
fixad cash settlement amount of the option. Whera the
listing exchange has specified thata binary call will return
a cash settlement amount if the exercise settienant value
of the underlying is exactly equal to the exercise price,
the call will have an intrinslc value equal to the cash
setilsmant amount if it is either in the money or at the
monay. As is further discussed under the heading "Credit
Defauit Options and Credit Default Basket Options” in
Chapter V, credit default options have no intrinsic value.

Time value is whatever the pramium of the option is
in addition to fts intrinsic value. Time value is that part of
tha premium that reflacts the time remaining before expi-
ration. An American-style option may ordinarly be
expected to trade for no less than Its Intrinsic value prior
to its expiration, although ionally an Amarican-style
option will trade at less than its intrinsic value, Because
European-style options (including binary options and
range options) and capped options are not exarcisable
at all times, they are more likely than American-style
options to trade at less than thair intrinsic value when
they are nol exercisable.

The foliowing new paragraphs are added af the and

of Chapter N, on page 17 of the Booklst:
-— -

A delayed start option is an option that does not
have an exercise price when first introduced for trading
but instead has an exsrcise price setting formula pursu-
ant to which the exercise price will be fixed on a specifiad




future date. The following is a description of the termingl-
ogy applicable to delayed start options:

EXERCISE PRICE SETTING DATE — The exercise
price setting date for a series of delayed start options is
the date on which the options market on which the sedes
is traded will set the exercise price for the series. The
exercise price setting date is specified before the com-
mencemant of trading of each series of delayed start
options. Specific information regarding exercise price
setting dates may ba obtained from the listing options
market.

EXERCISE PRICE SETTING FORMULA — The
exercise price setting formula for a series of delayed start
options is the formula used by the options marke! on
which the series is traded to set the exercise price for the
senes on the exercise price setting date, The exercise
price setting formula is specified before the commance-
ment of trading of each series of delayed start option
The formula for a particular series may provide that the
exercise price will be at the money, in the money by a
specified amount, or out of the money by a specified
amcunt. Exerclse pricas may be rounded as specifiad by
the listing options market.

EXAMPLE: In January, an American-style
delayed start option on the ABC index is opened for
trading with an exercise price setting date of the third
Friday In September and an exercise price selting
formula spacifying that the exercise price will be set at the
closing value of the ABC index on the exercise price
sefting date, rounded to the nearest whola number. The
option may not be exercised at all until atter the third
Friday in Seplember because It will not have an exarcise
price until that time. At the close of trading on the third
Friday in September, the options market on which the
delayed start option is trading will determine the closing
value of the ABC index and set the exercise price based
on that value. For example, if the options market deter-
mines that the ABC index closed at 808.10 on the exer-
cise price setting date, the options market would round
that value to 908, and from that time until its expiration
date the delayed start option would trade as a regular
American-style oplion with an exercise price of 908,

The following peragraph is inserted immediately fol-
lowing the caption “Features of Stock Options™ on
page 18 of the Booklet:

The following discussion relates primarily to stock
options other than binary stock options, A separate
description of the features of binary stock options may be
found at the end of this chapter,
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than a whole number of shares, of the underlying socumy
is issued. The adj 1t panal has di
exceptions to lhe ganetal rules described e.bo\re

EXAMPLE: Before a 2 for 1 stock split, an Inves-
tor holds one ABC binary stock option with an exercise
price of $50 that pays a cash settlement amount of $100 i
the exercise settlement value of ABC at expiration is
above the exercise price. After adjustment for the spiit,
the investor will still hold one ABC binary stock option
that pays a cash settlement amount i the exercise settle-
ment value of ABC al expiration is above the exercise
price, but the exercise price will be $25 (.., $50 divided
by two). Thus, if the exercise settlement value of ABC
stock al expiration, on a post-split basis, is above $25,
the investor will receive $100,

An investor holds an XYZ binary stock option with
an exercise price of $50 that pays a cash settierment
amount of $100 if the exercise settlement value of XYZ
stock is below the exercise price. XYZ announces a 2.5
for 1 stock split. The exercise price will be adjusted to
aqual $20 ($50 divided by 2.5). If the exercise settlement
value of XYZ stock at expiration is below $20, the investor
will receive $100. Exercisa prices of binary stock options
will generally be rounded to the nearest adjustment
increment (or up in the event the adjusted price is equi-
distant between two adjustmant increments),

Conversely, in the event of a reverse stock split or
combination of shares, the exarcise price will be propor-
tonately increased,

Distributions of property other than the underlying
security may result in adjustments to the terms of binary
stock options. For exampie, the exercise sattiement
value might be adjusted to include the value of the dis-
tributed property.

EXAMPLE: XYZ “spins off" its subsidiary ABC by
distributing to its stockholders two shares in ABC for
each share of XYZ. The exercise settiemant value of XYZ
binary stock optlons may be adjusted to inciude the
value of two shares of ABC as well as one share of XYZ,

Alternativaly, the option might be adjusted by reduc-
Ing its exercise price by an amount equal to the value of
the proparty distributed with respect to a single share of
the underlying security (in the example above, the two
shares of ABC).

As inthe case of other stock options, adjustments 1o
the terms of binary stock options may result from events
other than dividends, distributions, and splits. It all out-
standing shares of an underlying security are acquired in

i3z

Tha foliowing language s inserted immediately fol-
m&agmmmrammmpewﬁdmu Booklet.

The following is a dmphun of certain special fea-
tures of binary stock options:

As In the case of other slock options, the exercise
price of a binary stock option is ordinarily stated as a
price per share of the underlying security. Premium val-
ues may be stated in an amount that must be multiplied
by a multiplier to obtain the premium price per option
contract.

The listing exchange specifies the method for deter-

mining the exercise value of the underlying
stock for a binary stock option. This method may be
pased on a volume weighted average price for a speci-
fied time period preceding expiration, such as the last
trading day before expiration. Tha exercise setiement
value for a stock underlving a binary option is lhexa[m.ﬁ

in the terms of binary stock options will
be made to reflect some, but not all, of the same events
that result in adjustments to other stock options, and any
adjustment that is made will not necessarily be the same
as the adjustment made to other options on the same
underlying security. As in the case of other stock options,
adjustments will not normally be made to the terms of
binary stock options to account for ordinary dividends or
distributions. The guidelines stated in Part | of the May
2007 Supplemant to this booklet for determining when a
distribution is considered “ordinary” will generally be
applied to distributions with respect to securiies underly-
ing binary stock options.

Adjustmants in tha tarms of binary stack options will
ordinarily be made for stock dividends, stock distribu-
tions and stock splits, subject to the exception stated
above where an adjustment panel determines to treat a
stock distribution as ordinary.

It an adjustment panal detarmines to make an
adjustment to binary stock options to reflect a stock dlivi-
dend, stack distribution, or stock spiit, the exercise price
of the option will ordinarily be proportionately reduced —
regardiess of whather a whole number of shares, or other
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a merger or consolidation, binary stock options may be
adjusted so hat the cash, securities or other property
recelved by stockholders with respect to a single share of
that undarlying security becormes the underlying interest.
Alternatively, an adjustment panel may determine to fixa
value for some or all of the non-cash property received.
Whera holders of an underlying security receive only
cash or an adjustment panel determines to fix a cash
value for all non-cash property received, the aggregate
per share value receivad, as determined by the adjust-
ment panel, will become the exercise settlement value,
trading in the options will ordinarily cease, options that
are out of the money will bacome worthless, the expira-
tion date will ordinarily be accelerated, and options that
are in the monay will be awnomatically exercised. No
adjustment in the fixed settlenent amaount will be made
1o reflact the accelerated expiration date.

As in the case of other stock options, any adjust-
ment decision with respect 1o binary stock options will be
made by an adjustment panel as described above. The
adjustment panel has discretion to make exceptions to
the general rules described above.

The first paragraph on page 23 of the Booklst under
the caption “About Indexes” is replaced with the foliow-
ing paragraph:

As referred to in this booklet, an index is a measure
of the prices or other atributes of a group of securities*
ar other interests. Although indexes have been devel-
oped to cover a variety of interests, such as stocks and
othar equity securities, debt securities and foreign cur-
rencies, and even o measure the cost of living, the fol-
lowing discussion relates only to indaxas on equity secu-
ritles (which are called stock indexes in this booklet) ang
indexas that are intended to measurs the pradicted vola-
tility of specified stock indexes (which are called volatility
indexgs in this bookiet) and options on such indexes
{including binary index options and range options).

Thesecond full paragraph on page 28 of the Booklat

is ,' i with the g paragraph:

lavel of every index underlying an
;mngn — including the exercise settlament value — is the
valug of the index the reporting autharity

1 38 reported Py |
designated by_the_oplions market whera the option Is
traded as the official source for determining that index’s

* Some indexes reflect values of companies, rather than
securities, by taking into account both the prices of con-
stituant securities and the number of those securities
outstanding.
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The _;hsf two paragraphs i diately the
caption “Festures of Index Options” on pages 26-27
the Bookiet are mmmmmwwmmg
and exampla:

All index options that are traded on the date of this
booklat are cash-settled. Cash-settled index options do
nol relate to a particular number of shares. Rather, the
“size” of a cash-settied index option Is determined by the
muyltiplier of the option. The “size” of a range option is
determined by its multiplier and maximum range’ exer-
cise value, and is equal to the maximum cash settlemant
amount (i.e., the maximum range exercise value times
rht_a muhiplier). In the case of a binary index option, the
“size” of the contract is simply its fixed cash settlement
amount, which for certain binary index options Is defined
as the product of a fixed setiement valus times a mult-
plier. if the option market on which an option series is
uaqed;r;f:d increase or decrease the multiplier for a
sernes ex options, an adjustment panel adj
outstanding options of that series. e

 The exercise prices and premiyms of the index
options that are traded at the date of this booklet are
expressed in U.S. doliars, Subject to regulatory approval,
traging in index options whose exercise prices or premi-
ums are expressed in a foreign currency may be intro-
duced in the future. The total premium and total exercise
price for a single index option (other than a binary index
oplion of & range optian) are, respectively, the stated
premium and exercise price multiplled by the muttiplier.

EXAMPLE: An investor purchases a December
100 index call at $2.15, The multiplier for that option is
100. The aggregate dollar amount of the premium is
$215.00 ($2.15 times 100 = $215.00), Had the options
market used a multiplier of 200, a premium of $2.15
wolld have meant an aggregate pramium of $430.00.

The second full paragraph on page 27 of the Booklet
and the following that paragraph are deletad.
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 The paragraph numbared 3 on page 60 of the Book-
lat ¥s rep with the following :

3. Prior to the period when a_European-style
option (including a European-style delayed start option!
a_capped option, of_an_Ameri dela .
option s exercisable, the only means through which the
holder can realize_value from the_gption_{unlass the
capped option s automatically exercised) is to sell itat its

then market price in an available secondary market, If a
secondary market for such an option is not available
during the time the option is not exercisable, it will not be
possible for its holder o realize any valus from the option
at that time,

Tha paragraph numbered 5 beginning at the bottom
of page 60 of the Bookiet is replaced with the following
paragraph:

5. The 'couns, the SEC, another regulatory
agency, OCC or the options markets may impose exer-
cisg restrictions. OCC and the options markets have
a_umr_ﬂy lo restrict the exercise of options at certain
times in spocified circumstances. The options markets
often exercise such authority with respect to an option in
mlch trading has been halted, If a restriction on exercise
is imposed at a time when trading in the option has also
:‘een hallt:d. holders of that opfion will be iocked into

edr positions until either the exercise rest
trading halt has been lifted. nehnar e

The following paragraphs are i 1 i it
following the caption “Risks of Option Writers” on
page 62 of the Booklet:

Tha risks discussed in paragraphs 3, 4, 5 and 10
below apply 1o writers of non-binary and binary options,
but the risks discussed in paragraphs 1, 2,6, 7. 8, 9 and
11 are inapplicable to writers of binary oplions, Special
r;.ks_ of blsmrylznlaions are discussed below under the

piion “Special Risks of Binary Option
Credit Default Options).” R e T

The risks discussed in paragraghs 5, 9 and 10
below apply 1o writers of range options, but the risks
discussed in paragraphs 1, 2, 6, 7, 8 and 11 do not.
Although some of the risks discussed in paragraphs 3
and 4 apply to writers of range options, these risks are
separately discussed below under the caption “Special
Hlnsks of Range Options"” because range options are of &
single type {rather than consisting of a put class and a
call class) and have a unigue payout structure.

The second paragraph following the caption “How
to Exercise™ on page 49 of the Booklet is replaced with
the following paragraph:

In order to exercise most options traded at the date
of this booklet, action must be taken by the option holder
prior to the expiration of the option, However some
options may be subject to automatic exercise. For exam-
ple, capped options are subject to automatic exercise if
the automatic exercise valua of the underlying interast
hits the cap price of the option, and certain ather options
(including binary options and flexibly structured index
options) are subject to automatic exercisa as well. Binary
options are subject to aulomatic exercise if the exercise
settlernent value of the underlying intarest at expiration
meets the criteria for exercise specified by the listing
options market, Credit default options are subject to
aulomatic exercise whenever a credit event occurs in
ac with the iption in the applicable supple-
ment to this booklat.

The ing paragraph Is near the top of
page 58 of the Booklet immediately before the caption
“Risks of Option Holders":

Risks discussed In this chapter are applicable to
binary options and range options as wall as other
options, except as otherwise noted. Certain risks dis-
cussed in the section entitied "Special Risks of Index
Options™ are applicable to binary index options and
range options as well. Special risks applicable to holders
and writers of binary options are discussed in this chap-
ter in the sections entitled “Special Risks of Binary
Options (Other than Credit Default Options)™ and “Spe-
cial Risks of Credit Default Options.” Special risks appli-
cable to holders and writers of rangs options are dis-
cussed in this chapter in the section entitied “Special
Risks of Range Options."

The following paragraph is inserted on page 59 of the
before the p

numbened 2:

Only the first two paragraphs of this numbered sec-
tion 1 are applicable 1o binary options and range options.
The amount by which a binary option is in the money
does not affect the value of the option (and theretore the
option holder's profit or loss) upon exercise. In the case
of a range option, the value of the option is based on
where the level of the underlying index falls within the
range length at expiration, and not on the difference
between the level of the underlying index and a discrets
exarclse price. Furthermore, as discussed below under
the caption “Special Risks of Range Options,” the value
of a range option does not always move in tha same
direction as the underlying interest.
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The paragraph numberad 1 at the top of page 62 of
the Bookiet is replaced with the following paragrap

1. An n r may be_assigned an exercise
at_any time duyring the period the _option is exercisa-
pie.  Starting with the day it is purchased (provided, in
the case of a delayed start option, that its exercise price
has been set), an American-style option is subject to
being exercised by the option holder at any time until the
option expires. This means that the option writer is sub-
ject to being assigned an exercise al any time after he
has written the option until the option expires or until he
has closed out his position in a closing trar o,
contrast, the writer of a European-style option (including
a Europearn-style delayed start option). a capped option,
or an American-style delayed start option before its exer-
cise price is set is subject to assignment only when the
option becomes exercisable or, in the case of a capped
option, when the automatic exercise value of the underty-
ing interest hits the cap price.

The paragraph numbered 3 on page 63 of the Book:
fet is replaced with the following paragraph:

3. The writer of an uncovered call jother than a
binary call] i§ in_an extremely risky pogition and may
incur large losses if the value of the underlying intergs!
in the exercise prige. For the writer of an
uncovered call (other than a binary call), the potential
lgss is unlimited. When a physical delvery call is
assigned an axercise, the writer will have to purchase the
undertying interest in order to salisty his obligation on the
call, and his loss will be the excess of the purchase price
over the exercise price of the call reduced by the pre-
mium received for writing the call. In the case of a
cash-settled call other than a binary call, the loss will be
the cash settiement amount reduced by the premium.
Anything that may cause the price of the underying inter-
est to rise dramatically, such as a strong market rally or
the snnouncement of a tender offer for an underlying
stock at a price that is substantially above the prevailing
market price, can cause larges losses for an uncavered
call writer. For the writer of a binary call, the potential loss
will be limited to the fixed cash settiement amount of the
option minus: the premium recsived for writing the call.
The writer of a binary call will be obligated 10 pay the
entire fixed cash settlement amount if the exercise settle-
ment value is only slightly in the money or, for cartain
binary calls, even if the exercise settlement value is at the
money.
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The following is inserted i fately fol-
lowing the example at the bottom of page 63 of the
Bookiet: i

EXAMPLE: An investor receives a premium of $4
for writing a binary call option on XYZ security that has an
axercise price of $80 and a fixed cash setlement amount
of $100. If the exerclse settliement value of XYZ is $81 at
expiration, the Investor will incur a loss of $96 (the $100
paid to the holder of the call option less the $4 premium
received when the option was written),

The paragraph at the bottom of page 63 of
the Bookdlet is replaced with the followi

The writer of an uncovered call (other than a binary
call) is in an extremely risky position and may incur large
losses. Moreover, as discussed in Chapter IX, a writer of
uncovered calls must meet applicable margin raquirs-
ments (which, except in the case of binary calls, can rise
substantially if the market moves adversely to the writer's
position). Uncovered call writing is thus suitable only for
the knowledgeable investor who understands the risks,
has sufticient liquid assets to mest applicable margin
requirements, and, except in the case of binary options,
whars the potential loss is limited as described above,
has the financial capacity and willingness to incur poten-
tially substantiel losses. A binary call writer may be
required under exchange rules to depesit the full cash
settlement amount at the time the option is written,

The paragraph numbered 4 on page 64 of the Book-
let is replaced with the following paragraph:

4. As with writing uncovered calls, the risk of writ-
ing put options is substantial. The writer of a put option
bears a risk of logs if the value of the ynderlying interest
declings below the exercise price, and sych loss could
be substantial it the decline is significant, The writer of a
put bears the risk of a decline in the price of the underly-
ing intarest — potentially to zero In the case of a put ather
than a binary put. A writer of a physical delivery put who
is assigned an exercise must purchase the underlying
interest at the exercise price — which could be substan-
tially greater than the current market price of the undery-
ing interest — and a writer of a cash-sattled put other
than a binary put must pay a cash settlement amount
which reflects the decline in the value of the underlying
intarest below the exercise price. For the writer of a
binary put, the potential loss will be the fixed cash settie-
ment amount of the option minus the premium received
for writing the putl. The writer of a binary put will be
obligated to pay the entire fixed cash setiement amount
aven if the exercise settlement value of the option is only
slightly in the money. Unless a put is a cash-secured put

g paragrapr,
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risk of writers of binary puts is limited 10 the cash settle-
mant amount of the option, and a binary put writer may
be required under exchange rules to deposit the full cash
settliernent amount at the time the option is written.

The paragraph numbered 5 on page B5 of the Book-
let is roplaced with the f; g paragraph:

5. The risk of being an option writer may be
reduced by the purchase of other options on the same
underlying intarest — and thereby assuming a spread
position — or by acquiring other types of hedging posi-
tions in the options markets or other markets. However,
aven where the writer has assumed a spread or other
hedging position, the risks may still be significant, See
paragraph 1 under "Other Risks" below. The risk profile
of a spread where the long and short legs are options of
different types is not the same as whare both legs are
options of the sarme type. For example, whare the short
leg is a conventional option, the risk-recucing character-
istics of a long leg consisting of binary or range options
are different than where the long leg is a conventional
option because of the fixed cash settlement amaunt of
binary options and the unique payout structure of range
options.

The second full paragraph on page 68 of the Booklet
I with the f irig

is
In the case of straddle writing, where the investor

writes both.a put and a call on the same underying

interest al the same exercise prige in e for

m on the two writing transactions, the
potential risk s unl tha case of capped

ited (except in

oplions or bir; i Except whare a straddle con-
sists of binary options, to the extent that the price of the
underlying interest is either below the exercise price by
more than the combined premium, or above the exercise
price by more than the combined premium, the writer of
straddle will incur a loss when one of the options is exer-
cized. Indeed, if the writer is assigned an exercise on one
option position in the straddie and fails to cloze out the
other position, subsaquent fluctuations in the price of the
underlying interest could cause the other option to be
exercised as weall, causing 4 loss on both writing posi-
tions. An investor who writes a straddle using binary
options will incur a loss when the combined premium is
l#ss than the fixed cash settlemnent amount of the option
that is exercised,

The sacond fuil paragraph on page 71 of the Booklet
is repl: with the ing paragrap

Even if options trading is halted, nolders of Ameri-
can-style options, other than delayed start options for
which an exercise price has not yet been set, would still
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(discussed below), its writer is required to maintain mar-
gin with his brokerage firm. Moreover, the writer's pur-
chase of the underlying interest upon being assigned an
exercise of a physical delivery put may result in an addi-
tional margin call.

The second full paragraph on page 64 of the Bookiat
is replaced with the following paragraph:

Put writers must have an understanding of the risks,
the financial capacity and willingness to incur potentially
substantial losses, and the liquidity to meet margin
reguiremants and to buy the underlying interest, or to
pay the cash settlement amount, in the event the option
is exercised. A writer of an American-style put other than
a delayed-start option can be assigned an exercise at
any time during the life of the option until such time as he
enters into a closing transaction with respect to the
option. A writer of an American-style delayed-start option
can be assignad an exercise at any time after the option’s
exercise price is set until such time as he enters into a
closing transaction with respect to the option. Since exer-
cise will ordinarily occur only if the market price of the
underlying interest is below the exercise price of the
option, the writer of a physical defivery put option can
expect to pay mare for the underlying intarest upon exer-
cise than its then market value.

The following s inserted i y fol-
lowing the example at the bottom of page 64 of the
Booklet:

EXAMPLE: Aninvestor receives a premium of $4
for writing a binary put option on XYZ security that has an
exercise price of $80 and a fixed cash settiement amount
of $100. If the exercise settiement value of XYZ is $78 at
expiration, the investor will incur a loss of $96 (the $100
paid to the holder of the put option less the $4 premium
received when the option was written).

The first full paragraph at the top of page 65 of the
Booklet is replaced with the following paragraph:

In the case of a put other than a binary put, the put
writer's exposure 1o margin requirements can be elimi-
nated i the put writer deposits cash equal to the oplion’s
exercise price with his brokerage firm. Under this stral-
egy, known as cash-secured put writing, the put writer is
not subject to any additional margin requirements
ragardiess of what happens to the markst value of the
underlying interest. in the meantime, the put writer might
eam interest by having the cash invested in a short-term
dabt instrument — for example, in a Treasury bill. How-
ever, a cash-secured put writer is still subject to a risk of
loss if the value of the underlying interast daclines. The
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be able lo exercise unless exercises were restricted.
{However, OCC or an options market may restrict the
exercise of an option whila trading in the option has been
halted, and the restriction may remain in effect until
shortly before expiration. See paragraph 5 under ':Risks
of Option Holders" above,) If the option is exarcisable
whila trading has been halted In the undertying interast,
option holders may have o decide whether to axerclse
without knowing the current market value of the undaﬁy_»
ing interest, This risk can become espacially important it
an option is close to expiration, and fallure to exercise will
mean that the option will expire worthless. If exercises do
oocur when trading of the underlying interest is halted,
the party required to deliver the underlying interest may
be unable to obtain it, which may necessitate a post-
poned settiement and/or the fixing of cash settlement
prices (see Chapter V).

Tha paragraph numbered 4 on page 71 of the Book-
let is replaced with the following paragrag

4. All cash-setiied optiong have certain special
fgks, The spséaJ risks applicabie 1o cash-settled index
options are discussed under "Special Risks of Index
Options” below. Special risks applicable to range
options are discussed under “Spacial Risks of R_ange
Options” and the special risks applicable to bu_nary
options are discussed under "Speciajl Rigks of Binary
Options {Other than Credit Default Options)™ and “Spe-
clal Risks of Cradit Default Options” below.

The following paragraph s i
below the caption "Special Afsks of index Options™ on
page 73 of the Bookiet:

The risks discussed in paragraphs 4,5, 7, 8 and 10
balow are generally applicable to writers of nnn_-bonary
and binary index options, but the risks discussed in para-
graphs 1 through 3, 6 and 9 are inapplicable 1o writers of
binary index options. The risks dcusgsd in para-
graphs 4, 5, 7, 8 and 10 below apply to writers of range
options on securities indexes, but the risks discussed in
paragraphs 1 through 3, 6 and 9 do not. Special risks of
range options are discussed below under the caption
“Spacial Risks of Ranga Options.”

The paragraph numbered 2 on page 73 of the Book-
Jat is raplaced with the ing paragraph:

2. Evan it the writer of a cash-settled hdsgmmjl

tion could assemble a securities portiolio thal ex
Q@M@&Wm@t the
writer still would not be fully covered from a risk stand-
point because of the “Bming risk™ inherent M_thlmé
cash-settled options. When a cash-settled index option
exercised, the amount of cash that the holder is entitled
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1o recedwve is determined by the dﬂfermue between the

ise price and th 1t value, which is
based on the prices of the constituent securities at a
particular time on or in relation to the date on which the
option is exercised. As with mast other kinds of options,
the writer will not learn that he has been assigned until
the next business day, al the earliest. The time lag
between exercise and notice of assignment poses no risk
for the writer of a covered physical delivery call, because
that writer's obligation is to deliver the underlying interest
and not to pay its value as of a fixed time in the past. So
long as the writer of a physical delivery call already owns
the underlying intarest, he can satisty his settlement obli-
gations simply by deflivering it, and the risk thal its value
may deciine after the exercise date is bomne by the exer-
cising holder. In contrast, even if the writer of a
cash-settled index call holds securities that exactly
match the composition of the undertying index, he will
not be able to satisfy his assignment obligations by deliv-
ering those securities against payment of the exercise
price. Instead, he will ba required to pay cash in an
amount based on the exercise settlement value on the
exercise date, and by the time he learns that he has baen
assigned, the index may have declinad, with a corre-
sponding decline In the value of the securities portfolio.
This "timing risk"' is an inherant limitation on the ability of
writers of cash settled calls to cover thelr risk exposure by
holding positions in the underlying interest. This risk
applies only to American-style options, The writer of a
European-style or capped call that is exercisable only on
the expiration date runs the risk of assignment only with
respact to exercises filed on that day. If the call is more
than marginally in the money on the preceding trading
day, the writer can ordinarily assume that it will ba exer-
cised and take market action to protect himselt against a
subsequent decline in the value of his position in the
underlying interest,

The paragraph numbered 5 on page 76 of the Book-
let is replaced with the foilowmg pa-‘agmpﬁ
5. Holde
bear the w_emu
in_errgr, Persons who exercise cash-settied index
options or are assigned exercises based on ermonecusly
reported index levels will ordinarily be required to make
seftlament based on the exercise settlement value as
initially reported by the official source of the index, even it
a corrected value is subsequently announced. In the
case of binary index options, while the exercise settle-
ment amount is fixed, the exercize settiement value of tha
underlying index will determine whether the option is
automatically exercised and retumns a cash settlement

142

level that might not reflect the true state of the market at
the time.

10 ing on page 78
of the Bon-ldef is renlaced with the Foﬂowrng paragraph:

10. The purchase and sale of index options in for-
sign markets at times when LL.S. markets are closed may
present special risks. Although an underlying index may
bbe based on securities primarily traded in U.S. markets,
the index levels reported in foreign options markets at
such times may be based on the trading of some or all of
the constituent securities in foreign markets, and, in any
case, oplion premiums in the foreign market will not
reflect current prices of the constituent securities in U.S,
markets, In addition, if 2 cash-settled index option (other
than a binary index option) Is exercised through the for-
eign office of a brokerage firm on & day when U.S. mar-
kets are closed, the exercise settlement value of the
option will not be known until the time fixed for determin-
ing axercise settlement values on the next day on which
.S, markets are open. The corresponding risks would
apply to the trading in U.S. markets of options based on
indexes of securities primarily traded in foreign markets.

The following new paragraph Is insertad on page 78
of the Booklet immediately before the section in Chapter X
titled “Special Risks of Dabt Options"”:

15, Hold

ma_vaﬂabls or incorrect of that the options market may
ate the exgrcise price. Paragraph 5 of
Ih1s section discusses some of the risks of an errone-
ously reported index level to & person buying. selling, or
exercising an option, or who is assigned an oplion exer-
cise, based on the erroneous index level. Similarly, par-
sons who are holders or writers of delayed start options
on the exercise price setting date bear the risk that an
erronaously reported index level will be used to set the
axercise price. There is the additional risk that a comrect
index level will be used, but the options markat will calcu-
late the exercise price incorrectly. Once a series of
delayed start options Is opened for trading on the day
after the exarcise price setting date, even if a corrected
index level is later reported, or if it is later discovered that
an exercise price was set incorrectly, the exercise price
will not be corrected to account for such errors.
The ing new are f d at the end of
Chapter X of the Bookiet g the section caf
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amount or expires worthless. References herein 10 index
values "as Initially reported” refer to the values initialiy
reported by the source of the indax as definitive, and not
to any tentative or preliminary values that may be
announced at an earlier time subject to adjustment. in
extraordinary circumstances (e.g., where an exercise
settlement value as initiafly rapmed |s auwously Wrong
and inconsistent with values ported, and a
corrected \ralue is promptly arrmunosd} occ nas dis-
cretion to direct that exercise settlements be based ona
i exercise settl value, Ordinarily, b
the exercise setfiement value as initially reported by t'ho
official source of the index will be conclusive for exercise
settlement purposes.

The p i bered 7 and & b
page 77 or the Booklet are replaced M’mfhe rw:m

M An ommn hclder wm be able to realize
value from his option on that day only if the option is in
the money and is exercised. A writer of this type of option
who has not previously closed out his position will be
unable to do so on that last trading day for the constitu-
ent securities and will be at risk of being assigned an
axerise.

8. Curent index levels will ordinarily gontinue to
be reporied even when trading is delayed or interrupted
in some or all of the constituent securities of the index or
when the reporting of transactions in those securitles has
pean delayed. In that event, the repored index levels will
be based on the most recent reported prices of the con-
stituent securities — whather or not those securities are
being currently traded. As a result, reported index levels
may at times be based on non-cummant price information
with respect to some or even all of the constituent securi-
lms of an index. i ﬂns condition existed at the time of

ing the il 1t value of an exer-
cisad optlon that exercise would be settled on the basis
of an index level that might not reflect current price infor-
rmation with respect to constituent securities accounting
for a significant portion of the value of the index. (Indeed,
as noted in Chapter IV, an exercise settlement value that
is based on the opening prices of the constituent securi-
ties may not coincide with, and may diverge substantially
from, the index values that are reported at the time of the
opening.) Moreover, if the index underlay a capped index
oplion or a binary index option, thal option wouid or
would not be automatically exercised based on an index
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“Spacigl Aisks of Credd Default Options” {which was
added in the June 2007 Supplement):

SPECIAL RISKS OF BINARY OPTIONS (OTHER
THAN CREDIT DEFAULT OPTIONS)

n-§hyie op 3, QL Ll
mnarx_o.m_wd'l mgmu_v_galn_lumw_m
fixad _settiemant_gmount_of_the option. MNon-binary
options, in contrast, may provide greater retum to the
holder as the difference between the exercise price and
the value of the . interast

increases. A binary option is like a capped op‘lJon in the
sense that ils maximum return (s fimited. Unlike a capped
option, however, the payout on a binary option is all or
nothing. Accordingly, with respect Lo a binary option, the
helder may experience a felatively greater gain than the
helder of a non-binary option when the option is in the
money by a small amount bul a relatively smaller gain
when the cption is in the monay by a greater amount,
2 iffical

Emmm_«m be more sittliszl.LJin_ll!c!G&.5 e,
ma fived settlemnent ammnl 1o ba- realized from a binary
option, an investor who wishes 1o necge the risk of an
increase in the price of a spectied quantity of a stock, for
example, cannol create a perlect hedge by buying 2
specified quantity of arine-money binary options that
return & cash settlement amounl if the exercise sellle-
mentvalue of the underlying security is ebove the current
price of the stock. If the stock price at axpiration of the
optian has risen only siightly above the exercise price.
the option payout may exceed the aggregate increase in
the value of the stock. If the stock price has risen sub-
stantially over the eercise price, the payout from the
option may not be sulticient Lo cover the excess. Simi-
larly, an investor who wriles a binary option on an individ-
val stock and wishes to hedge the obligation through
ownership of the shares of the underlying stock would
not be able 1o do so precisely through the ownership of
any speclic number of shares.

3. bini
Mm@ﬂs_mﬂm___newd
manigulative behavior in the markets. Because a binary
option that is in the money by even the smallest amount
{or, in the case of certain binary options, at the money)
will pay the full fixed setiement amount, there may be an
incentive for hoidars or writers of oplicns that are at or
near the money al expiration to atlempt 1o influence the
exercise settiement value in crder to cause a series of
oplions to expire either in or out of the money. Although
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oppartunities for manipulation may be graater when the
underlying interest is an individual security than when it is
an index, volume welghted average pricing is used to
C 8 the it value of binary stock
options In order to reduce the likelihood of such manipu-
fation. While market manipulation is unlawful under the
faderal securities laws and SEC regulations, thers can be
no assurance that manipulation affecting binary options
will not aceur. If manipulation does occur, exercise settle-
ment values may be based on the manipulated price and
there may be no adequate remedy avallable to investors.

4. A writer of a binary oplion has risks similar to
these of writers of other cash-seftied, European- -styte
options except that the amount that the writer will be
required to pay if assigned an exercise notice is limited to
the fixed settiement amount. Even though the potential
loss is fimited, writers of binary options must have suffi-
clent liquid assets to pay the fixed cash settlement
amount and the financial capacity to bear that potential
loss,

5. A writer of 8 binary option will be obligated to
pay the entire fixed cash settliement amount, gven if the
exarcise settl

tigment value is only slightty in the maney or,
in the case of certain binary options. at the money. Inves-
tors should be aware of the eriteria for automatic exercise
of the binary options that they purchase or write. Blnary
stock options may be different in this regard from binary
index options, and binary options traded on one options
market may have different terms from those traded in
other options markets.

6. A binary option that has an exercise price at or
near the current price or lavel of the underlying as the
expiration date approaches may be more volatile and
therefore involve mera risk than a non-binary option,

The following new section is inserfed at the end of
Chapter X on page 88 of the Booklet:

SPECIAL RISKS OF RANGE OPTIONS

1. Range options have a unique payout structure.
Whereas other cash-settled options (other than binary
options) provide an increasingly greater return to the
option holder as the difference between the axercise
prica and the level of the underlying interest increases, a
range option’s potential payout increases through the
lowsr range untll it reaches the maximum cash settle-
ment amount, atthe i cash setth i
amount through the entire midcle range, and then
decreases 1o zero as the level of the underying interest
moves through the high range. Therefors, a range option
holger must not only be right about the timing of an
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DECEMBER 2009
SUPPLEMENT

The February 1994 version of the booklet entitied
Characteristics and Risks of Standardized Options (the
“Booklet") is amended as provided below. Part | of this
Supplement contains information regarding options on
indexes measuring (f) the historical (“realized") variance
or the predicted (“implied"”) or realized volatility of the
daily returns of a stock index; (i) the return from a trading
strategy involving purchasas and sales of equity securi-
ties and options on these securities; or (iil) the dividends
on the component stocks of & dividend indax. Part Il of
this Supplement contains information relating to the
adjustment of stock option contracts to reflect cash divi-
dends or distributions on the underlying securities. This
Supplement supersedes and replaces the September
2008 Supploment to the Booklat,

Part . Varlability Optlons.

1. The first full paragraph on page 2, as amended in
Fart il of the May 2007 Supplemert, is further amended fo
read as foilows:

Each options market selects the underlying inter-
ests on which options are traded on that market. Opfions
are currently available covering four types of underlying
interests: equity securities (which term Includes "tund

shares'" described In Chapler Ill), indexes (including
stock, va variability, siral -based and divid

overnment debt securiies, and foreign currencies.
ptions on other types of undarlying interests may
become available in the future.

2 The sscond'mpraph on page 7. &s amended by
the June 2008 S , 1 i with the f g
paragraph:

Exercise prices for each oplions series (except for
senes of delayed start options) are established by the
options market on which that series is traded at the time
trading in the series is intrcduced, and are generally set
at levels above and below the then market value of the
undarlying interest. However, the options markets may
use other methods to set exercise prices. Specific infor-
mation regarding the setting of exercise prices may be
ubtamao from the listing options market. The options
y have the authority to introduce addi-
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anticipated change In the level of the underlying index,
but he must also be right about the degree of the change
because the option will have a reduced payout or drop
out of the money altogether i the underdying index
maves too far in either direction. In that case, a range
option holder may Iose all or a significant part of his
investrment in the option. On the other hand, the direction
In which the underlying index moves will not affect the
payout for a range option as long as it stays within the
middle range.

i 2 money and he required to pay the
ca_mmm The writer's potential loss is
limited to the maximum cash settlement amount of the
option minus the premium received, Actual loss will
depend on where the level of the underlying index fails
within the range length,

EXAMPLE: An investor receives a premium of
$10 for writing & range option on XYZ index that has a
maximum cash setilement amount of $100. Assume that
the option has a low range from 90 to 100, middle range
from 100 to 110, and a high range from 110 to 120. If the
level of the XYZ index at expiration Is 100 (Le., falls in the
middle rangs), the investor will incur a loss of $80 {the
$100 paid to the holder of the option less the $10 pre-
mium received when the option was written).  the level
of the XYZ index at expiration is in the low range or the
high range, the profit or loss incurred by the investor will
on where along the low range or high range the

index level falls at expiration.

3. Range options may be more difficult to hedge,
of to use as a hedge, than other types of options because
of range options' unlgue payout structure. A range
option would bé a perfect hedge only for a risk exposure
to the underlying interest that varies with the level of the
underlying interest in the same unique way as the payout
structure of the range option, In addition, as in the case of
& binary option, it is not possible to precisely offset the
risk of writing a range option through cwnership of the
underlying interest.

tional series of options with different exercise prices
based on changes in the value of the underlying interest,
or in response to investor interest, or in unusual market
conditions, or in other circumstances. For sedes of
delayed start options, exercise price setting formulas —
rather than exercise prices — are established by the
options market on which each series is traded before the
time Wtrading commences in each such series. Those
axproise price setting formulas provide that on the exer-
cise price setting date the exercise price for the saries will
be fixad at the money, in the money by a certain amount,
or out of the money by a certain amount.

3. The first two paragraphs on page 23, under the cap-
tion "About Indexes," are replaced with the following
three paragraphs and new caption:

As refarred to in this booklet, an index is a measure
of the prices or other attributes of a group of securities®
or other interests. Althougn indexes have been devel-
oped to cover a variaty of interests, such as stocks and
other equity securities, debt securities and foreign cur-
rancies, and even 1o measure the cost of living, the fol-
lowing discussion relates cnly to i) indexes on equity
securities (which are called stock indexes in this book-
let), {ii) mlem intended to measure the lmplled volatility,
or the real of of ied stock
indaxas (which are collectively callsd M
in this booklet), (i) strategy-based indexes, such as
indexes measuring the return ol a parllcular strategy
involving the component securities of a stock index and
options on that index, (iv) indexes intended to measure
the stock price changes of the component securities of
underlying indexes that result solely from the distribution
of ordinary cash dividends, as calculated on their respec-
tive ex-dividend dates (which are called dividend indexes
in this booklet), and (v) options on the above indexes
{including binary index options and range options).

Stock indexas are compiled and published by vari-
ous sources, inciuding securities markets. A stock index
may be designed to be representative of the stock mar-
ket of & particular nation as a whole, of securities traded
in a paricular market, of a broad market sector (e.g.,
industrials), or of a particuiar industry {(e.g., electronics).
A stock index may be based on securities traded primar-
ity in U.5. markets, securities traded primarily in a foreign
market, or a combination of securities whose primary

* Some indexes reflect values of companies, rather than
sacurities, by taking into account both the prices of
companent securities and the number of thosa securi-
ties outstanding.



markels are in varous countries. A stock index may be
basad on the prices of all, or anly a sampile, of the securi-
ties whose prices it is intended to represent. Like stock
indexes, variability indexes, strategy-based indexes, and
dividend indexes are securities indexes. However, varia-
bility indexes may measure the implied volatiiity of an
index, using the premiums for series of options on that
index, or may measure the historical variance or volatility
of the retums of an index using daily returns over a cer-
tain period assuming a mean daily retum of zero, Strat-
egy-based indexes measure the return of a particular
strategy involving the component securities of an index
and options on that index. Dividend indexes measure the
stock price changes of the component securities of
undertying indexes that result solely from the distribution
of ordinary cash dividends, as calculated on their respec-
tive ex-dividend dates. In this booklet options on variabil-
ity indexes are referred to generically as variability
options, options on strategy-based indexes are réferred
to as strategy-based index options, and options on divi-
dend indexes are referred to as dividend index options.
Information relating specifically to stock indexes,
variability indexes, strategy-based indexes and dividend
indexes appears below under the captions "Stock
Indexes,”  “Variability | " “Strategy-based
indexes” and “Dividend Indexes,"” respectively,

STOCK INDEXES

4. The first sentence in the second full paragraph on
page 25 is amended as follows:

Investors should keep in mind that a stock index can
respond only to reported price movements in its compo-
nent securities.

5. The paragraph that was inserted following the third
full paragraph on page 26 in the December 1997 Supple-
ment to this booklet is relocated so that it follows the
second full paragraph on page 25 (since that paragraph
relates fo slock indexas and not to variahility indexes or
strategy-based indexes).

6 The ing paragraphs and ions are added on
page 25 following the relocated paragraph refared to in
point 3 immediately above:

DIVIDEND INDEXES

Dividend indexes measure the stock price changes
of the component securities of underlying indexes that
result solely from the distribution of ordinary cash divi-
dends, as calculated on their respective ex-dividend
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underlying index is below the exercise price of the option.
Whather the vanability option is in the monay is deter-
mined in relation only 1o the value of the underlying varia-
bility index, and not in refation to the reference index.

The information set forth on pages 26 through 28 of
the EBooklet under the caption "Features of Index
Options” is generally applicable to varlability options.
However, the method of determining the exercise seftie-
ment value for certain varability gﬂnﬁ ons may differ from
those for cther index options, and yau should read the
information below relating to the particular types of varia-
bility oplions you wish to trade. Note also that variabil

oplions may have expiration dates that are rent from
those of other index options. You should be sure thal you
know the expiralion date for each variability option you
wish 1o buy or write.

As of the date of this Supplement, options are
approved for trading on three different types of varlability
indexas representing three diffarent ways of measuring
variability. A realized variance index represents the varia-
bility of returns of a speciied reference index over a
specifisd ime period refative to an average (mean) daily
return of zero. The realized vnietlllg of the same index
over the same time period, also referred to as the stan-
dard deviation, is equal to the square root of the realized
varlance, Both of these measures are calculated from
actual historical index values over the relevant period of
time. An implied volatility index is a measure of the pre-
dicted future variability of the reference index over a
specified future time period. It measures the predicted
standard deviation of the daily returns of the reference
indax measured over the specified future time period. An
implied volatility index reflects predictions about the
future volatility of the reference index as those predic-
tions are implied by reported current premium values for
options on the reference index. The realized volatility of
the reference index may not conform to those
predictions.

There are various methods of estimating implied
volatility, and different methods may provide different
estimates. Under the method that s used for volatility
options that are traded at the date of this Supplement,
implied volatility index values are calculated using pre-
mium values of out-okthe-money series of ophions on the
reference index in expiration months that are selected
and weighted to yield a measure of the volatility of the
reference index over a specified future time period. For
exampie, an implied volatility index that is calculated
using this method and that iz designed to provide a pre-
diction of volatility over 30 calendar days is based on
premium values of out-of-the-money options series on

152

dates. As of the date of this Supplement, dividend
indexas on which options are approved to be traded are
based on the accumulated “ex-dividend amounts”
reflecting ordinary cash dividends for the companent
securities over a specified accrual period. Investors
should note that determinations by the reporting author-
ity for a dividend index as to whether a cash dividend is
“ordinary’" and therefore reflected in the index may be
made using rules other than those relating to adjust-
ments of stock options and described in Chapter Il
under "Features of Stock Options.” At the end of each
accrual period, the value of a dividend index is reset to
zero. The values of dividend indexes are typically pub-
lished once per rading day, and these values could be
affectsd by en issuer's determination to pay stock divi-
dends in lieu of cash dividends or to forago payment of
cash dividends. An “ex-dividend amount” is the amount
by which the market price of a stock decreases on the
ex-dividend date to reflect the dividend that will be
received by holders of the stock immediately prior to the
ex-dividend date. The "ex-dividend amount” is calcu-
lated by the reporting authority for the index, and infor-
mation as to the method of calculation is availabla from
the listing options market. Investors must understand the
method used to calculate dividend indexes in order to
understand the relationship between current dividend
index values and the prices of dividend index options.

VARIABILITY INDEXES
Variability indexes, and Investment strategies Involv-

ing the use of variability options, are inherently m%
%u_s'ﬁuld ba cartain that you understand the method o

calculation and signiicance of any variablity index and
the uses for which variabillty options that index

are sulted before Eu_ying o¢ selling the options.

Economic, political, social and other events affect-
ing the level of the reference index may also affect the
variability of the reference Index. Variability indexes
based on equily securities have historically tended to
move inversely 1o thair reference indexes, since variabil-
ity, whether in the form of variance or volatility, tends to be
associated with turmoil in the stock markats and turmail
tends to be associated with downward moves in the
stock market. But this relationship does not always hold
true and, indeed, & variability index may be rising at a
time when its reference index is also rising.

As with other index options, a call varlability option
will be in the money at ise if the i it
value of tha underlying index is above the exercise price
of the opticn, and a put variability option will be in the
money at exercise if the exercise settiement value of the
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the reference index expiring in the two nearest months
with at least 8 calendar days left to expiration. Implied
volatility index values will be atfected by any factor that
aflacts the componant options series of the index, Includ-
ing, among other things, appiicable laws, regulations
and trading rules, the market-making and order process-
Ing systems of the markets on which the options are
traded, and the liquidity and efficiency of those markets.

Implied volatiity options that are described in this
Supplement are European-style and “AM.-settled,”
which means that the exercise settlement values are
derived from opening values of the component put and
call options. An exercise settiement value for implied vol-
alility options is calculated from actual opening premium
prices of the relevant series of options on the reference
indax unless there is no trade in a series at the opening,
in which case the mid-point of the bid and offer premium
quotations for that series as determined at the opening of
trading is used. All other index values for each of these
implied volatility indexes are calculated using the mid-
points of the bid and offer premium quofations of tha
options series that comprise the index, (Since these
index values are based on quotations they are some-
times referred 1o as “indicative values.”)

Because different values may be used In calculating
the indicative values and exercise setiement values for
implied volatlity options, th
a divergence between the exe

|rng|sd atility options and an

latad af the ogsn‘irﬁng on the data on which the exercise
setilement_value |s being_determined. This risk 15
described further in Chapler X of this booklet, under the
heading “Special Aisks of Index Options." Additional
Information regarding the method used to calculate the
values of a particular impiled volatility index is available
from the market on which options on that index are
fraded.

Investors should keep in mind that indicative values
of an implied volatiiity index can reflect changes in the
implied volatility of the reference index only to the extent
that quotaticns of the component options of the index are
current. Indicative values for an implied volatiiity index
may be disseminated, and implied volatility options may
be traded, during times when one or more component
securities In the reference index are not trading, or whan
the quotations for one or mere of the options saries com-
prising the implied volatility index are not current. Simi-
larly, an exercise settlement value for an implied volatility
index may be calculated even if one or mora component
securities in the reference index are not trading. In any of
these cases, an indicative value or
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value will ba based on non-cument information, The qual-
ity of the information reflected in the values of an imglied
wvolatility index should be avaluated in light of the depth
and liquidity of the markets for the securities in the refer-
ence Index and the options that are the components of
the index.

Tha realized variability indexes undertying variabllity
cptions approved for trading as of the date of this Sup-
plement measure the actual volatility or variance, as the
case may be, of the referenca index for a fixed period
ending on the last trading day betore the expiration date
for the variabiiity option. As of the date of this Supple-
ment indicative values for a realized variability index are
published once per trading day during the fixed period,
but values published early In the perlod, which are based
on a small number of observations, may vary substan-
tally from the exercise settlement value. The exercise
settloment amount for a realized variability option is
equal to the diff bty the i il
value and the exercise price of the option, times a
muitiplier, -

Realized variability options that are described in this
Supplement are European-style and "A.M.-settied.” Tha
initial and final values of a reference index for purposes of

il e i ! value for realized vari-
ability options described in this Supplemaent are ordina-
rily calculated from the actuel opaning prices of the com-
panent securities of the reference index in their primary
market. If & component security does not open for trad-
ing. the last reported price in the primary market may be
used. OCC's rules provide for other methods of deter-
mining the exercise settiement value of a reference index
in extraordinary circumstances. All other values for real-
ized variability indexes are calculated from the published
closing value of the reference index.

STRATEGY-BASED INDEXES

St based indexes are complex, and their cal-
culations_may Involve the use of multiple varables,
i values of equity securities and optlons on

s. Strategies based on options on these
d fo as “strategy-based index options,”
T should be certain that they
understand tha method of calculation and signiﬂcance%%
any stralegy-based index and the uses for which
strategy-based index oplions are suited before buying or
?eTﬂbn_egy‘ g the options. e
Strategy-based indexss measure the returns from
investment strategies involving the purchase and sale of
various securities. All of the securities purchased and
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determined using market data for specified time peri-
ods), The index is calculated throughout the trading day
using reported values for the reference index and
reported premium values for the options as well as the
value of any ordinary dividends payable on the compo-
nent securities. The ion of the index that
trensactions can be continugusly executed, /.e., that
there will be no market disruptions, and may use
assumed prices equal to volume-weighted average
prices, which may not be the same as the prices an
investor employing the strategy would pay or receive.
Detailed information regarding calculation of the buy-
write index is available from the exchange on which the
options are traded. A special opening value for the refer-
ence index is used in calculating the index on the date
that & new option is written to replace an expiring option,
which is known as a roll date, and special procedures are
used on roll dates to reflact the hypothetical transactions
that are assumed to take place on those dates.

STOCK INDEXES, VARIABILITY INDEXES,
STRATEGY-BASED INDEXES AND DIVIDEND
INDEXES

7. The first sentence of the third full paragraph on
page 26 of the Booklet is replaced with the following:

With some exceptions, such as these noled above
with regard to mutual fund indexes, certain foreign stock
inciexes, realized variance and realized volatility indexes,
and dividend indexes, the values of indaxes are ordinarity
updated throughout the trading day,

8. The last sentence of the third full paragraph on
page 26 of the Booklet is replaced with the following:

Information regarding the method of calculation of
any index on which options are traded, including infar-
mation concerning the standards used in adjusting the
index, adding or deleting securities, and making similar
changes, and on any modification of the index in deter-
mining the underlying value for the options, is generalty
available from the options market whare the options are
traded,

8. The following paragraph is inserted before the first
luil paragraph on page 27, as amended by the June 2008
Supplement:

The undertying interest for an index option may be a
fraction or muttiple of a particular index. An option on a
fraction or multiple of a particular index is equivalent 1o an
option on the full value of the index, but with a difierent
contract size. Investors in index options should be aware
that the underlying interest for an index option may not
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sold pursuant to the strategy are deemed to be the com-
ponent securities of the strategy-based Index. As of the
date of this Supplement, the only strategy-based index
on which cptions are approved to be traded is a buy-
write index measuring the return on a hypothetical "buy-
write” strategy involving the simultaneous writing of call
options on & stock index and purchase of the companent
securities of that index. Under the hypothetical strategy, a
succession of at the money index call options with one
month to expiration are assumed to be written, and the
p {i.e., the p ived) from writing the
options are assumed to be invested in a weighted basket
of the component securitias that mirrors the index. Divi-
dends Ived from p of tha 1 secu-
rities of the index are similarty to be rai d
in the baske! of securities. The options are deemed held
until expiration, and new call options are assumed to be
written on the business day immediately after the settle-
ment value is determined. All options written under the
bury-write strategy are desmed to have been assigned an
exercise notice on the explration date if in the money on
that date, and to have expired without value If out of the
money on the expiration date. The buy-write index mea-
sures the cumulative gross rate of return of the strategy
since the inception of the index. The index will therefore
rise during periods when the strategy is profitable and
decline when it is unp The foliowing I
illustrates the calculation of the buy-write index.

EXAMPLE: Assume that the buy-write index has
avalue of BOD on January 1. The return from the buy-write
strategy, taking into account the returns of the compo-
nent securities of the stock index and of the options
assumad to ba written on the index, is 5% and 1% on
January 2 and 3, respectively. The index value at the end
of a given trading day is squal to the previous closing
value of the index multiplied by one plus the rate of return
for that trading day. In this example, the value of the buy-
write index at the close of trading on January 3 would be
812.04 (800 = 1.005 x 1.01). Assume that the return of
the buy-write strategy on January 4, again taking into
account the retumns of the component securities of the
stock index and of the options assumad written on that
index, is a negative .7%. The value of the buy-write Index
at the close of trading on January 4 would be 806,36
(812.04 x .893)

The calculation of the buy-write index, as in the case
of any strategy-based index, requires the making of

pti about, for ple, the timing of transac-
tons involved with a particular strategy and the prices
received or paid for the securities traded (which are
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be the full value of a published index with which they are
familiar,
10. The last paragraph on page 27 is replaced with the
following paragraph:
The exercise settlement values of index optlops are
determined by their reporting authorities in a variety of
ways. The exercise settlement values of some lm_ie:
options are based on the raported Ievql of the underlying
incex derived from the last reported prices of the compo-
nent securities of the index at tha closing on the day of
axercise. The exercise settiement values of other options
are based on the reported level of the index d_enved from
the opening prices of the component securities on the
day of exercise. If an option is exercised on a day that is
not scheduled as a trading day for the component securi-
tigs of the index, the exercise settiement value is based
on the reported level of the index derived from the open-
ing or closing prices (depending on the options series) of
the component securities on the last prior day that is
scheduled as a trading day. if a perli::lag cwﬂ::;;oen:;t
ity doss not open for trading on the day -
::aum W value is ined, & substitute value,
such as the last reported price of thak security, is used.
Other means for determining the exercise settlement val-
ues of some index options series have been, and may
continus to be, established. For example, m_enerclse
settiernent values for options on an index of foreign sacu-
Fities may be fixed in relation to a value fixed by a faraign
axchange.
11. The second paragraph on page 28 is deleted.

12. The ing paragraph is inserted on page 73,
immediately following the caption “Special Risks of Index
Options," and immediately before the h Inserted

at that location by the June 2008 Supplement fo this
beoklet:

The risks described in paragraphs 1 through 1'0 on
pages 73 through 78 of this booklet relate prln?anly o
options on stock indexes. The risks described in para-
graph 11 relate to options on implied volatiity indexes.
Risks described in paragraphs 12 through 14 relate 1o
options on variability indexes or strategy-based indexes.
The risks described in paragraph 15 relate to delayed
start options, and the risk described in paragraph 16
relates to dividend indax options.

Howir hs are ir on page 78
?3- ?'e‘ w}:qa’—r graph number 10, &s
amended by the June 2008 Supplement:

11. Because different values may be usefl in calcu-
lating i tive values and £ values of
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the volatility indexes underlying implied volatility options,
there is a risk that there may be a divergence between
the exercise settlement value and an indicative valus cak
Culated at the opening on the date on which the exercise
settlement value is being determined. (Flease refer to the
discussion in Ghapter IV under the heading “Variability
Indexes" for the definition of the term indicative value and
a dascription of the method that Is used to calculate an
exercise settlement value for implied volatility options.) It
is 1o be expected that there will be al least some diver-
gence the th value for expiring
implied volatiiity options and an indicative value calcu-
lated at the opening on the same date because the open-
ing price for sach of the options series that is used to
calculate the exercise settlement value will typically be at
either the bid or the ask guotation, depending on the
forces of supply and demand for that series, and nol at
the mid-point between the bid and ask quotations. This

divergence may rapresent a significant parc 9'09_7_92’0__"15 of the
indicative value for the im. Iied___vpl_a‘h_lﬂde’x' the forces
of supply and demand cause all or mast of the senes o
open on the sama sida of the market.

12. Strategies involving the purchase and sale of
gplions on a variabillly index or strataqy-based index ara
iy_\_tlman:ﬂ complex and require & thorough understand-
ing of the concepts that are measured by these indexes.

derstand the method used to calculate
the_ conditions in the
market for fhe component securilies used io calculate s
value may affect ihe value of the index. Investors may fall
1o realize Their investment objective even if they have
comectly predicled certain events if they do not under-
stand how those events may or may not affect the level of
the index. The component sacurities of an implied volatii-
ity index are put and call options (not stocks, which are
the component securities of stock indexes). A realized
variability index, on the other hand, measures the actual
volatility of an index and s calculated directly from the
values of the reference index. There is no assurance that
predicted volatifity as measured by a particular implied
volatility index will correspond to the actual volatility of
the index or to of predicted volatility
calculated using other methods. A strategy-based index
may be calculated from the prices of multiple component
securities of different types, such as in the case of a buy-
write index measuring the return of a strategy that
involves transactions In stocks and options. The return
frorm a particular strategy as measured by a strategy-
based index may differ from the actual returns that an
invastor following that strategy achieves, because of
assumptions regarding transactions and the failure to
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Part . Definition of Ordinary Cash Divi-
dend. The following replaces Part | of the May 2007
Supplement:

The fourth paragraph on page 19 of the Booklet Is
amended to read as follows:

As a general rule, no adjustment is made for ordi-
nary cash dividends or Eae"nJa’i_su butions, A cash divi-
dend or distnbution announced prior to February 1,
2009, will generally be considered “ordinary” uniess it
exceads 10% of the aggregate market valua of the under-
lying security outstanding as of the close of trading on
the declaration date. The same rule will continue to apply
on and after that date with respect to options series des-
ignated by OCC as “grandfathered” for purposes of this
rule (i.e., sefies opened prior to publication of the May
2007 Supplement that remain outstanding on Febru-
ary 1, 2009). In the case of all other options series, a cash
dividend or distribution announced on or affer Febru-
ary 1, 2009, will generally be consicered “ordinary,”
regardless of size, il OCC befieves that it was declared
pursuant to a policy or practice of paying such dividends
or distributions on a quartery or other regular basis. No
adjustment will normally be made for any cash dividend
or distribution that amounts to less than $12.50 per con-
tract. if an option contract has been previously adjusted
o cover mare shares than a standard-size option con-
tract {ie., a contract covering 100 shares or any other
number of shares specified as the standard size for a
contract prior to any adjl jandifa g
standard-size option contract also exists, the praviously
adjusted option contract will be adjusted only if the corre-
sponding standard-size option contract is also adjusted.
As an exception to the general rule, options on fund
shares will generally be adjusted for capital gains distrl-
butions even it made on a regular basis, and adjustments
may be made for certain other distributions in respect of
fund shares in special circumstances described in OCC's
rules, provided in each case that the amount of the
adjustment would be $.125 or more per fund share.
Determinations whether to adjust for cash dividends or
distributions not covered by the praceding rules, or when
other special circumstances apply, are made on a case-
by-case basis.

take into account significant factors such as taxes and
transaction costs.

13. Persons who ewercise variability options or
strategy-based index optlons or ars assigned exercisas
based on an_erroneous index level will ordinarily be

quired to make settiement based on the exercise set-
tlement value

nitially reported by ihe designated
réporting auth E or the index, even if a correctad vaile
el

is sub announced. In extracrdinary circum-
Stances (e.g., where an exercise settiement value as ini-
tially reported is obviously wrong, and a corrected value
is promptly announced), OCC has discretion to direct
that exercise seftlements be based on a comected exer-
cise settlement value, Ordinarily, however, the exercise
settlement value as initially reported by the designated
reporting authority for the underlying variability index will
be conclusive for i p As
described In paragraph B. on page 77 with respect to
other indexes, reported levels of a variability or strategy-
based index may be basad on non-current information.
This may occur as a result of delays or interruptions In the
market for the component securities of the underlying
index or the refarence index (which are the sama in the
case of realized variability Indexes).

14. As in the case of writers of other index options,
writers of variability or strategy-based index options can-
not provide in advance for their EotentEl selllsmeqm_bvif
gations by acquiring the underlying interest. Difsetling
the risk of writing a variabliity option or strategy-based
index option may be even more difficult than ofisetting
the risk of writing other index options. Even where some
offsetting of risk is possible, thera are timing risks and
other risks analogous to those discussed in para-
graphs 3 and 4 on pages 74 and 76 of the booklet when-
@ver an investor attempts to employ stralegies involving
transactions in variability or strategy-based index options
and transactions in stocks or in options, futures contracts
or other investments related to stocks.

14. The following paragraph is inserted on page 78
i I g graph number 15, as added by
the June 2008 Supplement:

16. The reported vaiues of dividend indexes may
be affected by factors other than the financial ability of
the Issuers of the component securities of a dividend
index to pay cash dividends. For example, an issuer's
determination to pay stock dividends in lieu of cash divi-
dends or to forego payment of cash dividends notwith-
standing its ability to do so may affect the level of a
dividend index.
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MAY 2010
SUPPLEMENT

The February 1994 version of the booklet entitled
Characteristics and Risks of Standardized Options (the
"Booklet") is amended as provided below to
accommeodate the Introduction of options on index-linked
securities.

1. The first full paragraph on page 2 of the Booklet, as
previously amended in the May 2007 and September
2008 Supplements, is replaced by the following:

Each options market selects the ‘:'.’1‘:‘9'1}_‘89 interests
on which options are traded on that market. Options are
currantly avallable covering four types of underlying
interests: equity securities (which term includes “fund
sharas" descri T Chapter ll), indexes (including
slock, variability, strateqy-based and dividend indexes),

tsecurlies and credit everits, and foreign currencies.
Options on other types of underdying nterests may
become available in the future.

2. The first three paragraphs in Chapter V appearing on
page 20 of the Booklet, as amended by the June 2007
i are

P 3 by the ing four
paragraphs:

Three kinds of debt oplions have been approved for
trading at the date of this booklst. Two of these kinds are
sometimes referred to as Erlce—baseo tions. Price-
based options are options which give their holders the
right either to purchase or sell a specified underlying debi
security or to receive a cash sattiement payment based
on the value of an underlying debt security (depending
on whether the options are physical delivery or
cash-settled options). Options on securities issued by
the U.S. Treasury are one kind of price-based debt
options, Options on index-linked securities are a second
kind of price-based debt options. An “indexdinked
security” is a debt security that trades on one or more
exchanges similady to an equity security, end that
provides a cash retum to its owner based on the
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performance of a “reference asset” which may, for
exampla, consist of a securilies or commadities index, a
futures index, & physical commodity, a foreign currency,
another debt security, or some combination of the above.
The term “index" in the context of an index-inked
security has a broader meaning than that set forth in
Chapter IV since, in the context of an index-inked
security, the lerm is a synonym for the term “reference
asset” and i not limited to securities indexes.

A third kind of debt optlons called gue!d-basod
on

options, are options that are cash-settied

a%i, ance batween the exercise price and thn value ulan
underlying yield. At the date of this booklet, all yield-
based options that have been approved for trading are
based on the yields of U.S. Treasury securities, The
distinctions between price-based and yield-based
options are fundamental and should be understood by
readers interested in investing in debt options.

- Afourth kind of options, called credit default options,
ans also described in this Chapter. Credit default options
ara cash-settied opliona that are related to the
creditworthiness of issuers or guarantors of debt
sacurities, and are exercised upon confirmation of a
credit event affecting an underlying debt security or
securities.

The principal risks of holders and writers of debt
options and credit default optlons are discussed in
Chapter X. Readers interested in buying or writing debt
options or credit default options should not only read this
chapter but should also carefully read Chapter X,
particularly the discussions under the headings “Risks of
Option Holders,” "Risks of Option Writers," “Other
Risks,” “Special Risks of Debt Options," and “Special
Risks of Credit Default Options."”

amﬂrstparagmphmpagsaammeo‘mey' i
following the heading “Treasury Securities," Is replaced
by the following:

The underlying debt securities of one kind of price-
based options that have been approved for trading at the
date of this booklet, and the debt securities from which
tha underlying yislds of yield-based options are derived,
are Treasury securities — 8.9., 30-year Treasury bonds,
10-year Treasury notes, S-year Treasury notes and
Treasury bills.

subject to @ minimum redemption incremeant and other
conditions. Redemption of index-linked securities may
affect the market for the securities by reducing the
quantity of securities available for trading. Indesx-linked
securities may return less than the principal originally
Imesllgg, regardless of the solvency of the issuer of the
securities

An adjustment may be made to cerain of the
&l ized terms of outstanding options on index-
linked securities d a particular event occurs that is
determined by an adjustment panel to warrant the
adjustment. As in the case 5 stock options, an
adjustment panel for options on index-inked securities
would be composed of representatives of one or more
U.S. options markets and a representative of OCC, as
described above in Chapter I,

As a general rule, if the issuer of a particular index-
linked security calls the entire issue of the security, the
event will be treated like an event in which an wnderlying
equity security is converted into the right to receive a
fixed amount of cash. If an event is treated in this manner,
when the issue of index-linked securities is called,
outstanding options on that issue will be adjusted to
require the delivery upon exerclse of a fixed amount of
cash, and trading in the options will ordinarily cease. As a
result, after such an adjustment is made all options on
that security that are not in the money will becoma
worthigss and all that are in the monay will have no time
vaiue. The expiration date of the options will ordinarily be
accelerated to fall on or shortly after the date on which
the underlying security is called. Holders of an
in-the-money option whose expiration date is
accelarated must be prepared to exercise that option
prior to the accelerated exercise cut-off time in ordar 1o
prevent the option from expiring unexercised. See the
discussion in Chapter VIl under “How to Exercise.”
Writers of options whose expiration date is subject to
being accelerated baar the risk that, in the evant of such
an acceleration, they may be assigned an exercise notice
andl be required to perform their obligations as writers
prior to the original expiration date. When the expiration
date of an option is accelerated, no adjustment will be
made to compensate for the accelerated expiration date,
As with a stock option whose underlying security is
converted into a right ta receive a fixed amount of cash,

4. The following section is i diately after
:hemfparagmphnnpsge&«toﬂheﬁooﬂerwroa‘ra
paragraphs insarted by the June 2007 Supplement:

OPTIONS ON CONVENTIONAL INDEX-LINKED
SECURITIES

Index-linked securities are debt securities thal trade
on exchanges similarly to equity securities, Index-linked
securities are issued by financial institutions such’ as
banks and may take the form of trust certificates, units or
some other interest, An index-linked security provides
owners with a cash return based on the performance of a
"reference asset” which may, for example, consist of &
securities or commodities index, a futures index, a
physical commaodity, a forelgn currency, ancthar debt
sacurity, or some combination of the above. Aeferences
in this booklet to "units" of underlying index-linked
securities include these various forms of interests. The
tarm “index" in the context of an index-linked security
has a broader meaning than that set forth in Chapter IV
becausae, in the context of an index-inked security, the
term is a synonym for the term “reference asset” and is
not limited 1o securities indexes. As of the date of this
Supplement, options are approved to be traded on
conventional index-linked securities, but not on
leveraged or inverse index-inked securities.

As a general rule, a single index-linked security
option covers 100 units of the underlying security.
However, it is possible that the number of underlying
units covered by an index-linked security option would
be adjusted after the option is issuaed if an adjustment
panel determines, as described below, that it is
appropriate to make such an adjustmant.

The exercise prices of options on index-inked
securities that are approved for trading at the date of this
booklet are stated in U.S. dellars per unit. As with a stock
option, the exercise price of an index-linked security
option must be multiplied by the number of units
underlying the option in order to determine the
aggregate axercise price and aggregate premium of the
aption.

Index-linked securities g y have a term of at
least one year but not greater than thirty years. Index-
linked securities may be redeemable at certain intervals.
al the option of the holder through the issuer at a price

related to the applicable underlying ref asset,
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there is no 8 that the i date

for an accelerated index-linked security option will
coincide with the date on which the cash payment to the
holders of the underlying security becomes availabie
from the issuer. Covered writers of an accelerated option
may therefare be required to pay the cash amount in
raspact of the option belfore they receive the cash
payment on the underlying security.

In contrast to a situation in which the issuer calls an
entire issue of index-linked securities, as a general rule
no adjustment will be made to the terms of oplions on
index-linked securities in the event of a call of less than an
antira issue of the securities. In addition, as a general
rule, no adjustment will be made to the terms of options
on index-linked securities for any interest payment on the
securities.

As is the case with equity options, an adjustment
panel with respect to options on index-linked securities
has discretion to make exceptions ta the general rules
described above.

5. The following paragraph is inserted near the top of
page 58 of the Bookls!, after the paragraph inserted by
the June 2008 Supplement and immediately before the
caption "Risks of Option Holders™:

The value of an option is affected by the value of the
underlying interest. It is beyond the scope of this booklet
to discuss the characteristics or risks of underlying
interests. If a description or risk factor is mentionad in this
booklet with respect to a particular class of underlying
interest, you should not assume that the same
statements will be made with respect to all underlying
interests discussed herain 1o which they may be
applicable. You should look to disclosures made by
issuers of underlying securities or information provided
by publishers of undertying indexes and to information
available from your broker or other sources to determine
the nature and risks of the interests underlying the
aptions that you trade. Some underlying interests may
themselves involve a high degree of risk. Where the value
of an underlying security is based in whole or in part on
the parformance of an index, information provided by the
publisher of the referenced index, as well as financial and
other disclosures made by the issuer of the underlying
security regarding the issuer's ability to perform its
obligations, may be relevant.
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6. The following his i on page 78 of the
Booklet, immediately following the caption “Special Risks
of Debt Options™:

The risks described in paragraphs 1 through 9 of this
section relate to debt options other than options on
index-iinked securities. The risks described In
paragraphs 10 and 11 relate exclusively to options on
index-linked securities. :

7. The ing new p arg rfed on
page 82 of the Booklet i efore the section in
Chapter X titted “Special Risks of Foreign Currency
Options™:

agraph:
b

10. In the event of a shorage of index-linked

ities that are deli le on i a physical
delivery option, OCC may impose special exercise
settlement procedures similar to those applicable to
slock options, including the fixing of a cash settlement
price payable by writers who would otherwise be unable
to meet their delivery obligations (see the discussion in
Chapter VIl under “Settlement”), and/or prohibit the
exercise of puts by holders who would be unable to meet
the resulting settiement obligations (see paragraph 5
under "Risks of Option Holdars™ above).

11. In the event that an issuer of an index-inked
security cails the entire issue of the security, outstanding
options on that issue will be adjusted to require deiivery
upon exercise of a fived amount of cash, After such an
adjustment, ail options on that security that are not in the
money will become worthless, and all that are in the
money will have no time value. Holders must be prepared
to exercise the option to prevent the option from expiring
unexercised, and writers must be prepared to perform
their cbligati prior to the ise cut-off
date, There is no assurance that the exercise settlernent
date for an index-linked security option will coincide with
the date on which the cash payment to the holders of the
underlying security becomes available from the issuer,
and covered writers of an accelerated option therefore
may be required to pay the cash amount in respect of the
option before they receive cash payment on the
underlying security.

obligation(s), of one or more spacified issuers or guarantors,
sach of which is called a reference entity. The rel
obligation(s) and each reference entity for a class of cradit
dafault oplions are selected by the listing options market,
When a credit default option is based on reference
obfigation{s) of more than one lssuer or rantorn, i is
referred to &5 a gredil default baske! option. There are further
varnations on credit default basket options as described
below.

A credit default option is automatically exercised and
pays a fixed cash settlement amount if a credit event s
confirmed for one or more reference obligations of a
reference entity prior to expiration of the option. The
referance obligations of a reference entity may include all of
the deit i i g general
obiigations of the reference enlity or direct claims on the
i entities (excluding any non- debt). A
cradit event may include a failure to make a payment on a
reterance obligation and/or any other event(s) that the fisting
options market may specity at the time a class of credit
default options is listed. The specified credit evant(s) will be
defined. in accordance with the terms of the reference
obligation(s). However, not every event that might constitute
an event of default by the reference entity under the terms of
the reference obligations will necessarily be specified by the
listing options market es a credit event. Investors should be
cartain that they understand the various possible events that
will of will not constitute credit events. The determination of
whether a particular event meets the criteria of a cradit event,
however defined, for a specific credit default option is within
the sole discretion of the listing options market.

In order to rasult in automatic exercise of the optien, a
credit avant must be confirmed to have occurred during the
riod (ie,, the period betwesn the initial listing of
the series of options and the time specified by the opfions
market as the last day of trading of the option series pricr to
the expiration date). An event that would otherwise be
desmed a credit @vent will not result in an exercise of the
opticn if it ocours either bafore or after this period. A series of
credit defaull options ordinarily doas not expire untl a
spacified number of business days following the end of the
covered period in order to provide the listing options market
an opporunity 1o confirm whether or not a credit event
occurred within the covered period. If an event otherwise
meeting the daefinition of a credit event occurs after the end
of the covered period but before the option expires, the
option will not be exercised and will expire worthless.

Wi the listing options market determines that a credit
@vent has occurred within the covered period for a class of
credit default options, it will provide a gredit event
copfirmation to OCC, and the options will be automatically
exercised. Holders of the exercised options will receive, and
writers will be obligated to pay, the fied cash settlement
amount. If OCC does not receive a credit event confirmation
from the listing options market bafore expiration of a serias
of credit default options, the options will axpire worthless.

JANUARY 2011
SUPPLEMENT

The February 1994 version of the booklet entitied
Characteristics and Risks of Standardized Options (the
“Booklet”) is amended as provided below. This January
2011 Supplement amends and restates the June 2007
Supplement in its entirety to accommedate changes

pertaining to credit detault options.
[:] including credit _W

baskel options, have thet are
from those of any ather options described In the Booklet
at the date of this Supplement. Accordingly, some of the
statements and terms in Chapters | and Il of the Booklet
are inapplicable to credit defsult options. For exampie, as
o abeeongic {; m‘z“wmchnonl:tﬁ?:l
bottom of page 1 and the top of page
mm«daammomhs“ﬂa:mm

. tithe of Chapter V (on page 29 of the Booklel) Is
! ?n%%m “oEBT OP(TIONS AND CREDNT DEFAULT
OF =

2 On page 34, the following is inserted immediately
Mmmmnmmdbymmymm
Supplerment:

Credit Default Options and
Credit Detault Basket Options

Credit default options are based on debt securities of
one or more issuers of guarantors other than the U.S.
Treasury. A significant difterence betwsen such debi
securities and Treasury securities is the non-negligitie risk
that an issuer of guarantor of debt securities other than
securities may default on its obligations. For
axample, the issuer might not pay the full interest and face
amourt of the secunlies when due or might file for
bankruptcy, thareby meking it nearly certain that it will not
make timely payment of the full interest and face amourt.
Financial market participants call this credit rigk. Credit risk
is an important component of the value most debt
sacurities.

Credit default options relate to the credi risk presented
by ona or more specified debl securitias, called refarence
167

Credit default options are binary optipns In that they
have & specified, all-ornothing cash setflement amount.
Credit default options, however, have additional unigue
characlenistics. For example, credit default options have no
@xercise price and cannot be in the monay and have nci
'mingg‘ valug. The discussion of these tarms in Chapter
andfor Chapter Il of the Booklet is lh;r:&unr%mpﬁh:x; lit:

i . In addition, a ul
e amod 8 credit event mmrs

ithin the covered period. Credit default options are a
::izﬂs M;m and are neither Amarican-style nor
European-style.

A I it _basket option is simllar to an
aggrsgai?n%ﬁr?%ﬁﬁal credit detault options, each based
on Bna or more reference obligations of a different rafgrance
gniity. Al of the outstanding deb! securities constitting
genaral obligations of each reference entity of ddr:l:) c:l:l:ﬂ:
on entities ding e de
basket may ba included In the feference_obigations.

There are twa different kinds of crodtll detautl b_»a;k@;
options. A single payout credit a aior Ih
automati exercised and pays a ad cash
senlemerfwarmum upon the confirmation of the first credit
avant 1o occur with respect 1o a mj‘e-enoe ohhgah9n 91 any

one of the basket's entities. It is . ;
. Once exercised, the expiration of the option will be
e ‘cgww pond 10 the date, A multiple

ically pays a
payout_credit default basket ootion automatically
specified cash settiement amount each time a credit avent is
confirmed with respect to a reference obligaticn of any one
of the referance entities during the covered period. In the
case of eithar singhlz payout or multiple payout credit default
masket options, the listing options market may specify a
different cash settlement amount for different reference
@ntities or may specify the same cash settlement amount for
sach referance entity in the basket. The percentage of the
total cash seftlement amount that is attributable to any
individual referance entity is referred 1o as its walghi in the
basket. Investors should note that the options markets on
which credit default baskel options trade may detarming
“weight” according to ineir own specified rules, and
investors should contact the listing options markat for
information abaut how ft determines weight. In the case ofa
multiple payout credit defauit basket option, a cash
settlement amount will be paid only once with respect to any
particular reference entity, after which ume e affected
fefarence entity wil be removed from the credit default
basket.

Premiums for both credit default options and cradit
default basket options are expressed i points and
decimals. In order to oblain the aggregate premium for 2
single option, the quoted premium i5 multiplied by a
pramium multiplier specified by the listing options market.



ADJUSTMENT OF CREDIT DEFAULT OPTIONS

Aglustments may be made to the standardized terms
of outstanding credit default options when cerain events
occur, such as a succession svent or a redemption event,
both of which will be defined by the listing options market In
accordance with the terms of the reference obligations,
Adjustments of credit default options will be within the sole
discretion of the listing options market. Investors should
familiarize themseives with the listing opfions market's rules
and procedures goveming credit defaull  option
adjustments. The listing option market's rules goveming
adjustments of outstanding options may be changed with
regulatory approval, and the listing options market may have
a ity to make such ptions as it deems e
to its general adjustment rules.

Asdemption Event Adj nts. A redemption event
accurs when reference obligations of a reference entity are
redeemed (or paid in full) by, or on behalf of, the issuer. In the
case of all types of credit default options, if ony some of the
referance obligations are redeemed, the option is ordinarily
adjusted such that the remaining reference obligations are
the reference obligations for option and no other
adjustment will ordinarily be made. If all of the referance
cbligations of a reference entity are redeemed and there are
other debt obligations of the reference entity that the listing
options market deems appropriate 1o specify as successor
referance obligations. m{n they will Mu sulnmd as the

d ) . all of the ref
obligations of a reference enlity are redeemed and thers are
no other debt obligations of the reference entity that the
listing options market deems appropriate to specily as
successor reference obligations for the reference entity (a
complete redemption). then the adjustment will depend
upan whether or not there are other reference entities for the
options.

Adjustment of credit defaull options for a complete
P If there Iz a plion affecting a
credit default option, the option will cease trading on the
date that the redemption event is confirmed by the listing
options market. Expiration of the option will be accelsrated
1o a specified number of days following the confirmation
date of the redemption, and the option will expire
unexercised if, prior to such expiration, no credit avent is
i to have d prior to the effective date of the
redemption avant,

EXAMPLE; Company XYZ is the reference entity for a
cradit default option contract and its 8% May 15, 2022 bond
issue is the only reference obligation. During the life of the
option, Company XYZ radaems the 8% May 15, 2022 bond
Issue and there are no other obligations of Company XYZ
that the listing options market deems to be sultable for
specifying as successor reference obligations. The option
will cease trading on the confirmation date, and its expiration
date will ba accelorated. If no credit event is confirmed to
have occurred within the covered period. the option will
expire worthless,

becomas the cbiigor of a new reference obligation that is
issued to holders of the remaining 30% of the original
reference obligation. Company XYZ and LMN are identified
by the listing opfions markel as the successor entities.
Following the succession evant. the credit default option
based on Compary XY2Z is adji d into two sep cradit
default option contracts that specify Company XYZ and
Comgany LMN as reference entities. The cash settlement
amount of the original credit default option and the premium
muitiplier are aliocated batween the new credit defaull
options in accordance with the "o division of the reference
obligation as specified by the listing options market.

Adjustment of credit defaull baske! options affer &
succession avent, When a succession event occurs with
respect to a referance entity that is included in a single
payout or multiple payout credit default basket option,
listing options market will ordinarily adjust the option by
raplacing the affected reference entity with the successor
entity or entities, and, if cne or more new obligations are
issued to replace some or all of the existing reference
obligations, the new obligations will be substiiuted as the
reference obligations. The listing options market will spacify
the weight of sach new referance entity, and the sum of the
weights will equal the weight of the original referance entity.

EXAMPLE: Company XYZ is one of ten equally
wa'?med reference entities for 8 multiple payout default
basket option and its 8% May 15, 2022 bond issue and its
8.5% September 1, 2030 bond issue are specified as its only
refarance obligations. During the life of the option, Company
XYZ spins off Company LMN. Company XYZ remains the
obligor for the 2022 bond Issue and LMN becomas the
obligor of a detit security issued to holder of the 2030 band
issue. The listing options market adjusts the option by
specifying XYZ and LMN as the successor referenca antities.
The reference obligations are the original 2022 bond Issue
and the replacemant for the 2030 band issue. The listing
opbons market determines the appropriate basket weight for
the successor reference entities is 7.5% and 2.5%, Tha sum
of tha newly specified weights equals the 10% weight of the
pradacessor basket reference entity (Company XYZ)

laced by the 1l antities (Ci 1y XYZ
and Comparny LMN).

3. On page 88, the following is inserted immediately
following the last paragraph:

SPECIAL RISKS OF CREDIT DEFAULT OPTIONS
1. Pricing of crodit default options is complex, As
ted alsewh in this comp not well
undarstood is, in itself, a risk factor. In order to price these
options, investors must estimate the probability of detault
from available security or other prices, primarily bond and
credit default swap ("CDS") prices. Models typically used by
market professionals 1o Infer the probability of default fram

prices may be more complex than the average investar is
used to,

Adjustmant of credit default basket options for a
complate redemption. In the case of a single or multiple

out credit default basket option, i a complete
mmpmmmmmmﬂeﬁmwdm
reference entities in the basket and no credit event Is
confirmed, pursuant to the rules of the listing options
market, to have occurred prior to the effective date of such
redemption event, the options will be adjusted by removing
the affected referance entity from tha basket of reference

the delated refarence grtity

N relative weights of the other components

in the basket will remain unchanged, although each will

represent a proportionally larger percentage of the adjusted
cash saftlement amount.

EXAMPLE: Company XYZ is one of ten reference
entities for a class of multiple payout cradit default option
contracts and its 8% May 15, 2022 bond issue is specified as
its only reference obligation. Company XYZ was assigned a
waight of 15% when the credit default option was opened for
trading. During the Iife of the option, Company XYZ redeems
the 8% May 15, 2022 bond Issue. No reference obhigations
remain and the listing options market determines that thare
are no other outstanding debt obligaticns of !ho issuer
suitable for specification as reference obligations. The
basket compenent will be removed from the credit default
basket, and the cash settiement amount will be reduced by
15%.

cash setflement amount of
refiecting the weight of t

ig f entity or becoma 1:‘\:
obligor with respect to any obilgation that is substituted for
the.ugriglnaj reference obligations. This may ocour, for
example, when a reference entity is marged inta a new entity
or spins off a part of its business into a new antity. if, as the
result of a succession event, more than one entity is the

ligor of the original ref i or obligations
?n.;tlg\:sue substituted for the original reference obligations,
all of those obligors, including, as-the case may be, the
original reference entity, are referred to as SUCTESSOf
refarenca entitieg.

of credit default options after a succession
evant. Where a succession event results in assumption of all
referance obligations by a single entity, the listing options
market will ordinanily adjust the option by substititing the
entity that the _oblig as the new
reference entity. Where a succession avent results in more
than one successor reference entity, the credit default option
may be adjusted by dividing it into two or more aptions.

EXAMPLE; Company XYZ is the reference entity for a
credit default option contract, and its 8% May 15, 2022 bond
issus is the only reference oblnlaaﬂon During the Iife of the
optien, Compary XYZ spins off Company M. Cur_np_am]l
XY 2 remains the obligor with respect 1o 70% of the principal
amourt of the original reference obligation. Company LMN

7

2. The sources of price Information used to price
credit default options are subject to a lack of transparency
and, at times, illiquid markets. This Is attributable to, among
other things: (1) the absence of las! sale Information and the
limited  availability of quotations for the referance
obligationis), (2) lack of ready availability of information on
related products traded primarily in the over-the-counter
market, and (3) the fact that related over-the-counter market
credit derivat ions are privately neg and
may not be made public in a timely tashian or &t all.

. Dealars in the undel debt securities and in
the ; th ter cradit ‘MPQ markets have access
to private quatation networks that give actual current bids
and offers of other dealars. This information is not available
to most investors. As a result, these dealers may have an
advantage over participants with regard to credit default
options.

4. If the listing options marks! determines that a
credit default option Is subject to a redemption event (ie.,
tha issuer or guarantor pays off the reference obligation), the
option will expire worthiess uniess a credit event has been

firmed to have d prior to the eff date of the
redemplion event. As a result, purchasers of such options
will lose their premium since there is no chance of
occurmence of a credit event for the reference entity, On the
other hand, i a redemption even! occurs but a credit event is
confirmed to have occurmed prior to the effective date of the
redemption event, a seller would be obligated to pgr the
cash setlement amount even though a holder the
referance obligation may not incur & loss.

5. Since st i e\ramsam'ai i -byu;e
listi ons market, credit defaul options may be
mm specify a different raference entity or several
diffarent referance entities. As a result, there may be new
reference obligations that have higher or lower credit quality
than the original reference cbfigation. In addition, other
factors may exist that could affect the likelihood of the
occurrance of a credit avent. As a result, the occurrence of a
succession event could affect the price of these options.
Moreover, since the Nsting options market determines
whather a ion event d and the adj
resulting from such an event, the adjustment made 1o thase
options may be at variance with the treatment given 1o the
same succession evenl with respect 1o related credit
derivative products.

6 The occurrence of 8 credit event must be
confirmed by the listing options market. This means that
thera will be a lag time batween the actual accumence of a
cradit event and the listing options market's confirmation of
the credit event. Aules of the options markat may provide a
specified time period (a.g., four business days) batween the
end of the govered period and the expiration date for a series
of credit default options to allow the options market to
confirm whether a credit event occurred during the coverad
period. There is a risk, however, that the sources used 1o
monitor a credit event ma;orm identify and report a credit
event in a timely fashion. For exampla, it is possible that a
credit event could occur on the last day of trading, but the
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sources which repert the occurmence of a credit event do not
make this information publicly available until affer the
expiration date. In this case, lns cash seftlement value of a
credit default option would ba zero. Thers is also a risk that
the listing options market may determine that a credit evant
has cccurred based on information available to it when in
fact no credit event has occurred. This could happen, for
example, if the sources used to confirm the credit event are
emoneous. The ndes of OCC andior the listing options
market may provide that a confirmation of a credit event or
other contract adjustment nt may be revoked up to a specified
time prior to I based on a
listing options market's confirmation of a credit event are
imevocable even If no credit event has occurred.

7. Every determination by the listing options market
of a redemption event, succession event or cradit evant will
bbe within the listing options market's sole discretion and wil
be conclusive and binding on all holders and sellers and not
subject to review. OCC shall have no authority to make such
deterrminations and shall have no responsitility tharetor.

8. Prior to the period when a credit default option
has baen automatically exercised, the only means through
which the holder can realize value from the option Is to seil it
at its then market price in an available secondary market. if a
secondary market for such an option is not available, it will
not be possible for lts holder 1o realize any valus from the
option at that time.

§.  There is no underlying interest for credit default
options that is quoted in the marketpiace. Bacause of this,
there are no underlying interest prices to provide a reference
to investors for pricing credit default options.

10. As discussed above under the caption “Other
Risks,.” options markets have discretion to halt trading in an
option In cartain circumstances — such s whan the market
determines that the halt would be advisable in maintaining a
fair and orderly market in the option. In the case of credit
default options, optons markets may take into
cansideraton, among other factors, that current quotes for
debt sacurities or other securities of the reference entity are
unavailable or have become unreliable.

11. The risk that a trading market for particular
options may become ble and the
uorlssquenoes are also discussed above under the caption

“Other Risks.” The SEC has approved certaln credit default
oplions for listing and trading on & naticnal securities
exchange as securities. OCC filed Its rulss for clearing cradit
default options with the CFTC, and the CFTC issued an
examption parmitting OCC to clear such options when
traded on & national securities exchange whether or not they
are within tha cFrCs jurisdiction. By its terms, the

is , and its would be one of

the events that could lead to the unavailabiity of & trading
market for credit default options.

perbrrnunoe over 8 gwan time porlod ol one index
and {vi) optlons on
the ahm:ru:lenes tmcluumg bmary index options and range
options).

Stock Indexes are compiled and published by various
sources, Including securities markets. A stock index may be
designed to be raprasentative of the stock market of a
particular nation as a whols, of securities traded in a
particular markat, of a broad market sector (s.g., industrialg),
of of a particular industry (e.g., electronics). A stock index
may be based on securities traded primarily In U.S. markets,
securities lraded primarlly In a foreign market, or a
combination of securities whose primary markets are in
various countries. A stock index may be based on the prices
of all, or onty a sample, of the securities whose prices it is
infended to represent, Like stack indexes, variability
indexes, strategy-based indexes, dividend indexes and
relative perormance indexes are securities indexes.
However, varability indexes may measure the implied
volatiity of an index, using the premiums for serles of
options on that index, or may measure the historical
variance or volatility of the returns of an index using daity
retumns over a cerain period assuming a mean daily returm
of zero. Strategy-based indexes measure the return of a
particular strategy involving the component sacurities of an
index and options on that Index. Dividend Indaxas measure
the stock price changes of the component securities of
underlying indexes that rlisult solely from the dls‘u'ibution of

ordinary cash n their
ex-dividend dates. Relative pnrrorrnm -ndemes measure
the performance of two onents relative 1o one

another over a period of time. In this booklet options on
variability indexes are reterred to generically as variability

options, optians on sirategy-based indexes are refared 1o
as Mﬂm_a@(_m cplloﬂs on dividend
indexes are referrad to as and
options on relative peﬂormanca nuaxas are refarred to as
relative performance options.

Information relating ifically to the various type:
indexes appears below under the captions " Stock 1ndl:os
‘"Vunabilny Indexas,” “Strategy-based lndsxas, “Dividend
Indexes” and "Relative Psr(ormanna Indexes.

a meﬂmmmormsmwpmgrammmp
caption "Varigbility Indexes,” which is part of the
dmcussmmmsaddedmpugezsnfmﬁoomrby

2009 Supp t, is repl by the

P'O'!Umng

Economic, political, social and other everts atfacting
the level of the reference index or the price of the reference
security may also affect the variability of the reference index
or raference security.

4. ﬂw!&stsenfarmeufthammdmmnhmdums
caption "Variabilty Indexes,” which /s part of the
d‘rscu-asaon that was addadmpagszsdmsmgsrw

2009 S

is
!oa'famng:

MARCH 201 1
SUPPLEII’ENT

The February 18%4 version of the booklet entitled
C-‘mmcmn‘sncs and Risks of Standardized Options (Iha
“Booklet”) is jed as d below to
(i) options on any index intended to measure the implied
volatility of a single reference security; and (il) options on
relative performance indexes.

1. Thsurarwupmgmpnmgago?ofmasooﬁlew as
ammsdby the May 2007, Decembaer 2008 and May
2070 Supp P by the

Each options market selects the _inferests
on which options are traded on that markst, ns are
currently available covering four types of underlying
Interests: equity securities [which term includes ™
shares" described in Chapter |Il), indexes (including stock,
variabllity, _strategy-based, divigend and __retalive
perormance indexes). dabt securtties and gradit evenis,
and floreign currencies. Options on other types of underlying
intarests may become available in the futurs.

2 Theﬂmmgpamgraphsoupageﬂofmﬁam
underthecapmn ‘Aboutl Indexes, asmwedb?(ym
are

foﬂomg

As refarred 1o in this bookiet, an index is a measure of
the prices or other attributes of a group of securities” or
other interests. Although Indexes have been developed to
cover a u!bnlarasls such as stocks and other equity
sacurllles and foreign and avan

to measure the cost of living, the following discussion relates
only 1o (i) indexes on equity securities (which are called
stock indexes in this booklet), (i) indexes Intended to
measure the implied volatility, or the realized variance or
volatility, of specified stock indexes or specified securities
(which are collectivety called variabllity indexes In this
booklet), (i) strategy-based | such as indaxes
measuring the return of a particular strategy mvolvlng the

component securities of a stock index and oplions on that
index, (v) indexes intended to measure the stock price
changes of the component securities of underlying indexes
that result solsly from the distribution of ordinary cash
on their

dates {M are callan deend Ir_|_|§g's._e§ in this booklet),
v) ca i , which are a special type
ol sirategy- based Inda:ss that measure the relative

* Some Indexes reflect values of companiss, rather than
securities, by taking into account both the prices of
component securies and the number of those securities
outstanding, -

But this relationship does not always hold true and,
indeed, a variability index may be rising at a time when its
refarence index or the price of its reference security is also
rising.

5. The iast sentence of the third under the
heading “Variability Indexes,” is part of the
discussion that wsan‘obdmpayli 250!#:9 s'cokﬁe.rny
the Dy 2008 Supp is replaced by the
following:

Whether the variabity option is in the money is
determined in relation only to the value of the undarlying
variability index, and not in relation to the reference index or
reference security.

6. The fifth paragraph ur the heading “Varability
Indexss, " wmah:spmnfmodracusswfmm
added on page 25 of the Booklet by the December
2009 Supplament, is replaced by the following:

As of the date of this Supplement, opfions are
approved for trading on three different types of variability
Indaxes rspmsamlng three different ways of measuring
uananlhly A raali arian mmptssemsﬂ\evanabuny

of retums of 8 sp ncs ingdax or reference secul
(in either case, a mm}_l niergsi”) over a spacmsd
period of time relative to an average (mean) daily return of
zero, The realized volatility of the same index over the same
time pericd, alse referred 1o as the standard deviation, is
equal to the square root of the realized variance. Both of
these measures are calculated from historical index values
aver the relevant period of time, An implied \
a measure of the futu iability of the
interest over a specified future hme perod. It measures the
predicted standard deviation of the daily retums of the
reference interest measured over the specified future time
period. An implied uom'dlly Index refiects predictions about
the future volatiity of the reference interest as those
predictions are implied by reported cumrent premium values
for options on the reference interest. The realized volatility of
the reference interest may not conform to those predictions.

7. The sixth paragraph under the heading
Indexes,” which is part of the discussion thal was
added on pege 25 of the Booklat by the Dacembar
2009 i ir

PP s rep by the g

There are various methods of estimating implied
volatility, and different methods may provide different
estimates. Under the mathod thal s used for volatiity
oplions that are traded at the date of this Supplement,
implied volatility index values are calculated using premium
values of options on the reference interest in expiration
months that are and weig| toyielda of
the volatility of the reference interest over a specified future
time pericd, For example, an implied volatility index that is
calculated using this method and that is designed to provide
a prediction of volatility over 30 calendar days is based on

ium values of opfions on the reference interest expiring
in the two nearest manths with at least B calendar days left to
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axpiration. Implied volatility index values will be affected by
any factor that affects the component options serfes of the
index, including, among other things, applicable laws,
regulations and trading rules, the market-making and order
procassing systems of the markets on which the options are
traded, and the liquidity and efficiency of those markets.

& mmrmm ofl\bcnfﬂn‘),_ graph

ﬂ:sdsmsaonmrmaddedmmszso!m
Booklet by the December 2009 Supplement, are
replaced by the following:

Investors should keap in mind that indicative values of
an implied volatliity index can reflect changes in the implied
volatility of the reference interast only to the extent tha.!
quotations of the component options of the index
current. Indicative values for an implied volatility index 7 nnay
be disseminated, and implied volatiity options may be
Imdid during times when the reference security or one or

in the ref index are not
tradlng or when the quotations for the reference security or
one or mare of the options series comprising the implied
volatility index are not current.

4. The following oap and paragraphs are added fo

Ghspmr v of the immediately kal‘km{ng the

section captioned “Strategy-Based Indexes,” which is

part of the discussion that was added on page 25 of the
Booklat by the December 2009 Supplement:

RELATIVE PERFORMANCE INDEXES

A relative performance index measures the relative
performance — generally the relative total return — of two
index components. As of the date of this booklet, the only
relative options d for tradmg arg
options on indexes of which both index components are
equity securities (one of which could be a fund share). Ong
of the components in each pair is referred 1o as the target
oompm and the second is referred to as the banchmark

orFm The index is calculated by measuring the total
relum the target component relative to the total retum of
the banchmark component, The index will rise as and to the
extent that the target component outperforms the
benchmark companent, and will fall as and 1o the extent that
the opposte occurs. The value of the relative parformance
index will be set to a base value (s .. 100) indtialy.

th the
Mgd of calculation of any rel Mﬂ and
the yses for which relative Mw are suited
befors_buying or_selling such gphons Diffarent_relative

%@f HNES ME _M_ i
ront w _'i! @ listing options
markat for | ﬁﬁ n_on the method of caiculation of a
particular relative performance index,
InmwamﬁWwdwmmnm In an
derlying relative perf e index is i as the
result of a cash-out merger or other event, the laporung
autherity may cease to publish the valus of the index, In that
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adjustment panel determines that any such additon,
deletion, or change causes significant discontinuity in the
level of the underlying index or reference index, the panel
may adjust the terms of the affectad index aption contracts
by adjusting the index multiplier and/or exercise price with
respect to such contracts or by taking such other action as
the pansl deams fair to both the holders and writers afm
contracts

H the aption mema on wnm an option series is traded
should i e index for any
index option mmract, or the rupoﬂing autnurlw should
change the method of calculation of an underlying index or
reference index 50 as to create a discontinuity or change in
1he level of the index that does not reflect a change in the
prices or values of the index components, or a successor
i [as defined In the paragraph below) should be
sul tor an undariying index or reference index, the
adjustment pansl may make such adjustments in the
number of outstanding affected options or the exercise
pricas of such options or such other adjustments, if any, as
the panei deams fair to both the holders and the writers of
such options.

The adjustment panel may substitute another index (a
SLCCASSON if tor an underlying index or reference index
in the evant the panel determines that: (|) publication of the
undarlying indax or reference index has bean discontinued:
(i) the underlying index or reference index has been
replaoe by ancther index; or (lif) the oomposmnn of method

1of an ur g index or index is so
mamenellychan s5ince its selaction as an underlying index
or reference index that it is deermed 1o be a different index. A
successor index will be reasonably comparable to the
ongmal underlying index or reference Index for which it
substitutes. An index may be created specifically for the
purpose of becoming a successor index.

The adjustment panel's determinations shall be
cor;cluam. binding on all investors, and not subject 1o
raview.

3 meg@m:mmwdedmdammmw
caption “Special Risks of Index Options”
page 73 of the Bookiet by the December
s i by the foil;

The risks described In paragraphs 1 through 10 on
pages 73 through 78 of this booklet relats primarily to
options on stock indexes. The rsks described in
paragraph 11 relate to options on implied volatility indexes.
Tha risks described in paragraphs 12 through 14 relate 1o
options on variability indexes, strategy-based indaxes or
relative performance indexes. The fisks described in
paragraph 15 relale to delayed start options, The risk
described in paragraph 16 relates to dividend index options,
and the risks described in paragraphs 17 relats to relative
perfarmance options.

case, the exercise settlement value of the options would
bocorne fixed based upon the last published value for the
index, and the market on which the options are traded may
tor the date for the options
{and, n the case of Europeen-sme options, thair
exercisabilty). The expiration date will ordinarly be
accelerated 1o fall on the next standard expiration date for
options as specified in OCC's rules or on such other date as.
OCC establishes in consultation with the market on which
the options are traded. All options that are not in the money
will become worthless and all that are in the money will have
nro time value. Holders of an in-the-money optvon whosa
date is must be p
that option prior 10 the accelerated exorcise wb-oﬂ time in
order to prevent the option from expiring unexercised.
Writers of European-style options whose expiration date is
sd:pctw being accelerated baar tha risk that, in the evant of
such an am-sleralim Ihsy _may be assngnod an axercise
notice and be i their as writars
prior to the Drlgmal axpuahun date. As with any other opticn
for which the en:platlun date is accelerated, no adjustment
would be made to for the
expiration date of a relative parformance option.

10. The caption “Stock Indexes, Varabilty Indexes,
Wadmmdﬂmm as it
2009 S

in 0 E
heading of the section Immediately preceding the
section captioned “Featurss of Index Options™
baginning on page 26 of the Booklet, is replaced by the
itz g by ing U ;

Indexes.” ;

11. The first paragraph appeaning under the caption
"FssmsoﬂmfexOpﬁms anpsgs‘aﬁa!mesoom
by the June 2001 15 rep
bymefoflmﬂq

Al index options that are traded on the date of this
booklet are cash-settind. Cash-settied index options do not
relate to a particular number of shares. Rather, the "size” of
a cash-settied index option is determined by the multiplier of
the option. The “size" of a range option is determined by its
multiplier and maximum range exercise value, and is equal
to the maxsmum cash settlement amount (i.e., the maximum
range exercise value times the multiplier). In the case of a
binary index option, the "size” of the contract is simply its
fixed cash setflemeant amount, which for certain binary index
options is defined as the product of a fixed settiement value
times a muniplm

12, The g caption and paragraphs are inserted af
meendntmgeﬂnr:hssmm

ADJUSTMENT OF INDEX OPTIONS

No adjustments will ordinarity be made in the tarms of
index option contracts in the event that index components
are added to or deleted from the underlying index or
reference index or when the relative waight of one or more
such index components has changed. Howewver, if an

179
14, paragraphs that were added on page 78 of the
Bowef a3 paragrapns 12 14 under the section
“Special Risks of ey Options™ by the
Dsoember 2006 Supplernent are replaced by the

m_q_mmem_ﬂ_m

MW mese -ﬂqamas Investors must understand the

T I 1 mde-mmm
z ponent securities

ma
Investors may fail to realize their investiment objective
they have comectly predicied cerain events if they do not
understand how those evenis may or rnn;nnta!lw the level
of the index. The component securities of an implied
volatility index are put and eallopuons (not stocks, which are
the ). A realized
wvariability index, on the mner ham:l measures the actual
volatility of an index and is calculated directly from the uakues
of the reference index. There is no assurance that ?
volatility as maasured by a particular implied volatility lnde'x
will cormaspond to the actual volatiity of the referance
intarast or to measures of predicled volatility calculated
using other methods. A strategy-besed index mey be
calculated from the prices of muliple component securities
of different types, such as in the case of 8 buy-write index
measuring the return of a strategy that involves transactions
in stocks and options. The return from a particular strategy
as measured by a strategy-based index may differ from the
actual returns that an investor following that strategy
achieves, because of assumplions regarding transactions
and the failure to take into account significant factars such
a5 taxes and tansaction costs. Different relative
performance indexes may measure relative performance in
different ways. Investors should contact the listing options
market for information on the method of calculation of a
particular variabllity index, strategy-based Index or relative
performance index.

13. Persons who exorcise variability _options,
index _options refative _performance
options or are assigned exorcises pased on_an emoneous
index_ ms will_ordinarily be reguir g
based on the exe: mm_mmumh_mm&
by tha degi QL'.EIE&’. m ing authority for the index, even i a
sl i ced.  In
mam.nary cll‘wmﬂc {8.5., whare an axercise
settlament value as initiaily reported is cbviousty wrong, ar\d
a corrected value is promptly announced), OC
dnsmnion to direct that exercise settlements be based on a
value, Ordi the
exercise seftlement valug as initially reportad by the
das»gnatad reporting autharity for the undarlying variability
Indax will b far 1t purposes. As
described i m paragraph 8. on page 77 with respect to other
indexes, reported levels of a variability index, strategy-based
index or relative performance index may be based on
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non-current information. This may occur as a result of delays
or interruptions in the market for the reference security or the

component of the underying index or the
ofe:ams index (which are the same in the case of realized
varlability indexes).

M&m&n&uw
relative performance options cannot provide in advance for

their _potential _seftlar obfigations by M@'“m
undarlying intarest, g the risk of writing a vanability
option, strategy-based index option or relative

option may be even more difficult than offsetting the risk of
writing other index options. Even where some offsetting of
risk is possible, thera are timing risks and other risks
analogous to those discussed in paragraphs 3 and 4 on
pages 74 and 75 of the booklel whenever an investor
attempts to employ strategies involving transactions In
vanability options, strategy-based index options or relative
performance options and fransactions n stocks or in
npu?‘ns. futures contracts or other investmernts related to
stocks.

15, The following parag\ram is ingerted on page 78 of the
Bookiat g the was

ZiE

addedasparsgmph 15undarmesecmncapwwd
Spemﬁwkamhm:Opﬁms'bwaecsmber
009 Suppisment:

refative performance index. As a result, ali such options that
are notin the money will bacoma worthless and all that are in
the money will have no time value. Holders of an

mﬁe to compansate hrmmhmd expiration danoci a
relative perlormance option.

JANUARY 2012
SUPPLEMENT

The February 1994 version of the booklet entitied
Charactenstics and Risks of Standardized Optlens (the
“Booklet") is dad as p balow to o
options on relative performance indaxes of which the indax
components are equity securities (including fund shares).

1. The first graph folio the caphion “Relative

m M;c?mamdmammriv

on‘msaoktsrbymsl\iaﬂ:ﬂzoﬂ Suppiament
the section

Based Indexes” Muchwaaaddedonpagnzsdme
Booklal by the Dscember 2009 Supplemant), is
d by the

A re!aiwe padormance index measures the relative
performance — generally the relative total retumn - of two
index components. As of the date of this booklet, the only
relative performance opfions approved for trading ane
options on indexes of which both index components are
equity securiies fone or both of which could be
non-everaged fund shares). One of the components in each
pair is referred to as the target component and the second ks
referrodmasthepg_'n ark component. The Index is
calculated by measunng the lotal retumn of the target
component relative 1o the tolal return of the benchmark
component, The index will rise as and to the extent that the
target component outperforms the benchmark componant,
and will fall as and to the extent that the opposite ocours. The
valua of the ralative perlormance Index will be set to a base
valug, such as 100, initially. The following example ilustrates
the calculation of a relative performance index.

EXAMPLE:; Assuma that & relative parformance index
has an initial base value of 100. If the total return of the
target component in one day is 10% and the total raturn
of benchmark component in the one day period is
&%, the index value of the relative performance index at
the end of the one day period would equal
100 {1+ 10%)/(1 + 9%} = 100.92. If the total return of
the targat component in the one day period is 9% and
the total return of the benchmark compaonant in the one
day period is 10%, the index value of the relalive
performance indax at the end of the one day period
would equal 100 {1 +9%)/(1+ 10%) =59.09.
The pie above il only a

where the total return assumed is for a one day
period. Other pericds would yield ditferent results.
Market participants should contact the exchange on
which these aptions are traded for a more complete

of the Index




November 2012 Supplement
to Characteristics and Risks
of Standardized Options

The February 1984 version of the booklet entitled
Characleristics and Risks of Standardized Options (the
"Booklet”) is amended as provided below o
accommodate the introduction of options originally listed
1o overlie less than 100 shares.

The folfowing replaces Par Il of the December 2009
Supplsmant:
1. The fourth paragraph on page 19 of the Booklet s
amended (o read as follows:

P

ganarally be considerad “ordinary” uniess it exceeds
10%: cf the aggreqate market value of the underlying
security outstanding as of the ciose of trading on the
deciaration date. The same rule will continue to apply on
and afler that date with respect io options serigs
designated by OCC as "grandfathered” for purposes of
this rule (i.e.. series opened prior 1o publication of the May
2007 Supplement that remain outstanding on February 1,
2008). In ithe case of all other oplions series, a cash
dividend or distribution announced on or after February 1,
2009, will generally be considered “ordinary,” regardless
of size, if OCC believes that it was declared pursuant to a
policy or practice of paying such dividends or
distnbutions on a quarterly or other regular basis. Mo
adjustment will narmally be made for any cash dividend
or distribution that amounts to less than $0.125 per
underlying share. For contracts anginally listed with a unit
of trading larger than 100 shares. no adjustment normally
would be made for any cash dividends or distributions
thal amount to less than $12.50 per contract. As an
axception to the general rule, options on fund shares will
generally be adjusted for capital gains distributions even i
made on a regular basis, and adjustments may be made
far cerntain other distributions in respect of fund shares in
special circumsiances described in OCC's rules,
provided in each case that the amount of the adjustment
would be $0.125 or more per fund share. Determinations
whether to adjust for cash dividends or distributions not
covered Dy the preceding rules, or when other special
circumstances apply, ara made on a case-by-case basis,

Dated: November 2012
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DISCLOSURE OF RISKS OF MARGIN TRADING

Interactive Brokers (“IB”) is furnishing this document to you to provide some basic facts about purchasing securities
and futures contracts on margin, and to alert you to the risks involved with trading in a margin account. “Margin
trading” can mean engaging in a transaction in which securities are purchased partially through a margin loan
extended to you by IB, for which the securities act as collateral. Margin trading can also mean trading investment
products such as futures or options in which an initial “margin” deposit is made to secure your obligations and
further margin may be required to secure your obligations as the value of your positions changes.

This document also describes special risks associated with trading on margin in an IRA account, as described below.

Before trading stocks, futures or other investment products in a margin account, you should carefully review the
margin agreement provided by IB and you should consult IB regarding any questions or concerns you may have
with your margin accounts.

When you purchase securities, you may pay for the securities in full or you may borrow part of the purchase price
from IB. If you choose to borrow funds from IB, you will open a margin account with the firm. The securities
purchased are IB’s collateral for the loan to you. If the securities or futures contracts in your account decline in
value, so does the value of the collateral supporting your loan, and, as a result, IB can take action, such as sell
securities or other assets in any of your accounts held with IB or issue a margin call, in order to maintain the
required equity in the account.

You should understand that pursuant to the IB Margin Agreement, IB generally will not issue margin calls, that 1B
will not credit your account to meet intraday margin deficiencies, and that IB generally will liquidate positions in
your account in order to satisfy margin requirements without prior notice to you and without an opportunity for you
to choose the positions to be liquidated or the timing or order of liquidation.

In addition, it is important that you fully understand the risks involved in trading securities or futures contracts on
margin. These risks include the following:

* You can lose more funds than you deposit in the margin account. A decline in the value of securities or futures

contracts that are purchased on margin may require you to provide additional funds to IB or you must put up margin
to avoid the forced sale of those securities or futures contracts or other assets in your account(s).

« |B can force the sale of securities or other assets in your account(s). If the equity in your account falls below the

maintenance margin requirements, or if IB has higher “house” requirements, IB can sell the securities or futures
contracts or other assets in any of your accounts held at the firm to cover the margin deficiency. You also will be
responsible for any shortfall in the account after such a sale.

« |B can sell your securities or other assets without contacting you. Some investors mistakenly believe that a firm must
contact them for a margin call to be valid, and that the firm cannot liquidate securities or other assets in their

accounts to meet the call unless the firm has contacted them first. This is not the case. As noted above, I1B generally
will not issue margin calls and can immediately sell your securities or futures contracts without notice to you in the
event that your account has insufficient margin.

* Y re not entitl h which riti r futur ntr r other in r n re liqui [
sold to meet a margin call. IB has the right to decide which positions to sell in order to protect its interests.
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 |B can increase its “house” maintenance margin requirements at any time and is not required to provide you with

advance written notice. These changes in firm policy often take effect immediately. Your failure to maintain adequate
margin in the event of an increased margin rate generally will cause IB to liquidate or sell securities or futures
contracts in your account(s).

« |If IB chooses to issue a margin call rather than immediately liquidating undermargined positions, you are not entitled
to an extension of time on the margin call.

. cial Risks of Trading on Margin in an IRA Account:

- Margin Trading in an IRA Account May Not Be Suitable Depending on Your Financial Circumstances. Trading
requiring margin (including futures trading and short option trading) involves a high degree of risk and may
result in a loss of funds greater than the amount you have deposited in your IRA account. You must determine
whether trading on margin in an IRA account is advisable based on your financial circumstances, your tolerance
for risk, the number of years until your retirement, and other factors. You should consult a professional financial
advisor to determine if margin trading in your IRA account is consistent with your financial goals.

> You Must Closely Monitor Your Account and Your Trading to Avoid Adverse Tax Consequences: Trading
requiring margin (including futures trading and short option trading) may require the deposit of additional
funds to your account to maintain sufficient margin. At the same time, provisions of the Internal Revenue Code
place limits on the amount of funds that can be deposited to an IRA account. Deposits to the account in excess of
such limits may cause adverse tax consequences, including but not limited to, forfeiture of the tax-advantaged
status of the IRA account and/or penalties. As described above, IB will liquidate positions in your account in the
event that you cannot or do not deposit sufficient funds to satisfy margin requirements.
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Portfolio Margin Risk Disclosure Statement

OVERVIEW OF PORTFOLIO MARGINING

1. Portfolio margining is a margin methodology that sets margin requirements for an account using a "risk-based"
pricing model that calculates the largest potential loss of all positions in a product class or group across a range of
underlying prices and volatilities. This model, known as the Theoretical Intermarket Margining System ("TIMS"),
is applied each night to U.S. stocks, OCC stock and index options, and U.S. single stock futures positions by the
federally-chartered Options Clearing Corporation ("OCC") and is disseminated by the OCC to participating
brokerage firms each night. Interactive Brokers evaluates margin compliance throughout the trading day based on
the current positions in the account and current market prices, but the margin calculations are based on TIMS
parameters received the prior evening.

2. The goal of portfolio margining is to set levels of margin that more precisely reflect actual net risk. The customer
may benefit from portfolio margining in that margin requirements that are calculated based on net risk are
generally lower than alternative “position” or “strategy” based methodologies for determining margin requirements.
Lower margin requirements allow the customer more leverage in an account.

CUSTOMERS ELIGIBLE FOR PORTFOLIO MARGINING

3. To be eligible for portfolio margining, customers (other than broker-dealers or members of a national futures
exchange) must be approved for writing uncovered options. If a customer (other than a broker-dealer or member of
a national futures exchange) wishes to trade in unlisted derivatives, the customer must have and maintain at all
times account equity of not less than five million dollars, aggregated across all accounts under identical ownership at
the carrying broker-dealer and/or its US-regulated affiliated broker-dealers or Futures Commission Merchants.
This identical ownership requirement excludes accounts held by the same customer in different capacities (e.g., as a
trustee and as an individual) and accounts where ownership is overlapping but not identical (e.g., individual
accounts and joint accounts). In addition to the requirements of the self-regulatory organization rule, carrying
broker-dealers may have their own minimum equity requirement and possibly other eligibility requirements.

POSITIONS ELIGIBLE FOR A PORTFOLIO MARGIN ACCOUNT

4. All margin equity securities (as defined in Section 220.2 of Regulation T of the Board of Governors of the Federal
Reserve System), warrants on margin equity securities or on eligible indices of equity securities, equity-based or
equity-index based listed options, and security futures products (as defined in Section 3(a)(56) of the Securities
Exchange Act of 1934) are eligible to be margined in a portfolio margin account. In addition, a customer that has an
account with equity of at least five million dollars may establish and maintain positions in unlisted derivatives (e.g.,
OTC swaps, options) on a margin equity security or an eligible index of equity securities that can be priced by a
theoretical pricing model approved by the Securities and Exchange Commission (“SEC”).

SPECIAL RULES FOR PORTFOLIO MARGIN ACCOUNTS

5. A portfolio margin account may be either a separate account or a sub-account of a customer’s standard margin
account. In the case of a sub-account, equity in the standard account may be available to satisfy any margin
requirement in the portfolio margin sub-account without transfer to the sub-account.

6. A portfolio margin account or sub-account will be subject to a minimum margin requirement of $.375 for each
listed option, unlisted derivative and security futures product, multiplied by the contract’s or instrument’s
multiplier, carried long or short in the account. Other eligible products are not subject to a minimum margin
requirement.
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7. A margin deficiency in the portfolio margin account or sub-account, regardless of whether due to new
commitments or the effect of adverse market movements on existing positions, must be met within three business
days. Failure to meet a portfolio margin deficiency by the end of the third business day will result in a prohibition on
entering any new orders, with the exception of new orders that reduce the margin requirement. Failure to meet a
portfolio margin deficiency by the end of the third business day will result in the prompt liquidation of positions on
the fourth business day, to the extent necessary to eliminate the margin deficiency.

8. Any shortfall in aggregate equity across accounts, when required, must be met within three business days. Failure
to meet a minimum equity deficiency by the end of the third business day will result in a prohibition on entering any
new orders, with the exception of new orders that reduce the margin requirement, beginning on the fourth business
day and continuing until such time as the minimum equity requirement is satisfied, or if applicable, all unlisted
derivatives are liquidated or transferred out of the portfolio margin account.

**Please note that pursuant to the IB Customer Agreement, IB reserves theright to liquidate positions prior to the
fourth business day. **

SPECIAL RISKS OF PORTFOLIO MARGIN ACCOUNTS

9. Portfolio margining generally permits greater leverage in an account, and greater leverage creates greater losses
in the event of adverse market movements.

10. Because the maximum time limit for meeting a margin deficiency is shorter than in a standard margin account,
there is increased risk that a customer’s portfolio margin account will be liquidated involuntarily, possibly causing
losses to the customer.

11. Because portfolio margin requirements are determined using sophisticated mathematical calculations and
theoretical values that must be calculated from market data, it may be more difficult for customers to predict the
size of future margin deficiencies in a portfolio margin account. This is particularly true in the case of customers
who do not have access to specialized software necessary to make such calculations or who do not receive theoretical
values calculated and distributed periodically by an approved vendor of theoretical values.

12. Trading of margin equity securities, warrants on margin equity securities or on eligible indices of equity
securities, listed options, unlisted derivatives on margin equity securities or an eligible index of equity securities, and
security futures products in a portfolio margin account is generally subject to all the risks of trading those same
products in a standard securities margin account. Customers should be thoroughly familiar with the risk disclosure
materials applicable to those products, including the booklets entitled “Characteristics and Risks of Standardized
Options” and “Security Futures Risk Disclosure Statement”. Because this disclosure statement does not disclose the
risks and other significant aspects of trading in security futures and options, customers should review those
materials carefully before trading these products in a portfolio margin account.

13. Customers should consult with their tax advisers to be certain that they are familiar with the tax treatment of
transactions in margin equity securities, warrants on margin equity securities or on eligible indices of equity
securities, listed options, unlisted derivatives on margin equity securities or an eligible index of equity securities, and
security futures products, including tax consequences of trading strategies involving both security futures and option
contracts.

14. The descriptions in this disclosure statement relating to eligibility requirements for portfolio margin accounts,
and minimum equity and margin requirements for those accounts, are minimums imposed under the self-regulatory
organization rules. Time frames within which margin and equity deficiencies must be met are maximums imposed
under the self-regulatory organization rules. Broker-dealers may impose their own more stringent requirements.

15. Customers should bear in mind that the discrepancies in the cash flow characteristics of security futures and
certain options are still present even when those products are carried together in a portfolio margin account. In
addition, discrepancies in the cash flow characteristics of certain unlisted derivatives may also be present when those
products are carried in a portfolio margin account. Both security futures and options contracts are generally
marked to the market at least once each business day. Similarly, certain unlisted derivatives may also be marked to
the market on a daily basis. However, there may be incongruity between the marking to the market of each eligible
product in that marks may take place with different frequency and at different times within the day. For example,
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when a security futures contract is marked to the market, the gain or loss is immediately credited to or debited from,
respectively, the customer’s account in cash. While a change in the value of a long option contract may increase or
decrease the equity in the account, the gain or loss is not realized until the option is liquidated, exercised or assigned.
Accordingly, a customer may be required to deposit cash in the account in order to meet a variation payment on a
security futures contract even though the customer is in a hedged position and has experienced a corresponding (but
yet unrealized) gain on an option. Alternatively, a customer who is in a hedged position and would otherwise be
entitled to receive a variation payment on a security futures contract may find that the cash is required to be held in
the account as margin collateral on an offsetting option position.

The general provisions governing portfolio margining (including definitions used in this document) are set forth in
NYSE Rule 431(g) and FINRA Rule 4210(g), which can be found at http://nyserules.nyse.com/NYSE/Rules and
www.finra.org.

ACKNOWLEDGEMENT FOR CUSTOMERS UTILIZING A PORTFOLIO MARGINACCOUNT

BY SIGNING BELOW, I/WE AFFIRM THAT I/WE HAVE READ AND UNDERSTOOD THE
PORTFOLIOMARGINING RISK DISCLOSURE STATEMENT.

CUSTOMER NAME:
BY: DATE
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Appendix A to CFTC Rule 1.55(c) - Generic Risk Disclosure Statement
Risk Disclosure Statement for Futures and Options

This brief statement does not disclose all of the risks and other significant aspects of trading in
futures and options. In light of the risks, you should undertake such transactions only if you
understand the nature of the contracts (and contractual relationships) into which you are
entering and the extent of your exposure to risk. Trading in futures and options is not suitable for
many members of the public. You should carefully consider whether trading is appropriate for
you in light of your experience, objectives, financial resources and other relevant circumstances.

Futures
1. Effect of "Leverage" or "Gearing"

Transactions in futures carry a high degree of risk. The amount of initial margin is small relative
to the value of the futures contract so that transactions are 'leveraged' or 'geared'. A relatively
small market movement will have a proportionately larger impact on the funds you have
deposited or will have to deposit: this may work against you as well as for you. You may sustain
a total loss of initial margin funds and any additional funds deposited with the firm to maintain
your position. If the market moves against your position or margin levels are increased, you may
be called upon to pay substantial additional funds on short notice to maintain your position. If
you fail to comply with a request for additional funds within the time prescribed, your position
may be liquidated at a loss and you will be liable for any resulting deficit.

2. Risk-reducing orders or strategies

The placing of certain orders (e.g. 'stop-loss' orders, where permitted under local law, or 'stop-
limit' orders) which are intended to limit losses to certain amounts may not be effective because
market conditions may make it impossible to execute such orders. Strategies using
combinations of positions, such as 'spread' and 'straddle' positions may be as risky as taking
simple 'long' or 'short' positions.

Options
3. Variable degree of risk

Transactions in options carry a high degree of risk. Purchasers and sellers of options should
familiarize themselves with the type of option (i.e. put or call) which they contemplate trading
and the associated risks. You should calculate the extent to which the value of the options must
increase for your position to become profitable, taking into account the premium and all
transaction costs.

The purchaser of options may offset or exercise the options or allow the options to expire. The
exercise of an option results either in a cash settlement or in the purchaser acquiring or
delivering the underlying interest. If the option is on a future, the purchaser will acquire a futures
position with associated liabilities for margin (see the section on Futures above). If the
purchased options expire worthless, you will suffer a total loss of your investment which will
consist of the option premium plus transaction costs. If you are contemplating purchasing deep-



out-of-the-money options, you should be aware that the chance of such options becoming
profitable ordinarily is remote.

Selling (‘writing' or 'granting') an option generally entails considerably greater risk than
purchasing options. Although the premium received by the seller is fixed, the seller may sustain
a loss well in excess of that amount. The seller will be liable for additional margin to maintain the
position if the market moves unfavorably. The seller will also be exposed to the risk of the
purchaser exercising the option and the seller will be obligated to either settle the option in cash
or to acquire or deliver the underlying interest. If the option is on a future, the seller will acquire
a position in a future with associated liabilities for margin (see the section on Futures above). If
the option is 'covered' by the seller holding a corresponding position in the underlying interest or
a future or another option, the risk may be reduced. If the option is not covered, the risk of loss
can be unlimited.

Certain exchanges in some jurisdictions permit deferred payment of the option premium,
exposing the purchaser to liability for margin payments not exceeding the amount of the
premium. The purchaser is still subject to the risk of losing the premium and transaction costs.
When the option is exercised or expires, the purchaser is responsible for any unpaid premium
outstanding at that time.

Additional risks common to futures and options
4. Terms and conditions of contracts

You should ask the firm with which you deal about the terms and conditions of the specific
futures or options which you are trading and associated obligations (e.g. the circumstances
under which you may become obligated to make or take delivery of the underlying interest of a
futures contract and, in respect of options, expiration dates and restrictions on the time for
exercise). Under certain circumstances the specifications of outstanding contracts (including the
exercise price of an option) may be modified by the exchange or clearing house to reflect
changes in the underlying interest.

5. Suspension or restriction of trading and pricing relationships

Market conditions (e.g. illiquidity) and/or the operation of the rules of certain markets (e.g. the
suspension of trading in any contract or contract month because of price limits or "circuit
breakers") may increase the risk of loss by making it difficult or impossible to effect transactions
or liquidate/offset positions. If you have sold options, this may increase the risk of loss.

Further, normal pricing relationships between the underlying interest and the future, and the
underlying interest and the option may not exist. This can occur when, for example, the futures
contract underlying the option is subject to price limits while the option is not. The absence of an
underlying reference price may make it difficult to judge "fair" value.

6. Deposited cash and property

You should familiarize yourself with the protections accorded money or other property you
deposit for domestic and foreign transactions, particularly in the event of a firm insolvency or
bankruptcy. The extent to which you may recover your money or property may be governed by
specific legislation or local rules. In some jurisdictions, property which had been specifically
identifiable as your own will be pro-rated in the same manner as cash for purposes or
distribution in the event of a shortfall.



7. Commission and other charges

Before you begin to trade, you should obtain a clear explanation of all commission, fees and
other charges for which you will be liable. These charges will affect your net profit (if any) or
increase your loss.

8. Transactions in other jurisdictions

Transactions on markets in other jurisdictions, including markets formally linked to a domestic
market, may expose you to additional risk. Such markets may be subject to regulation which
may offer different or diminished investor protection. Before you trade you should enquire about
any rules relevant to your particular transactions. Your local regulatory authority will be unable
to compel the enforcement of the rules of regulatory authorities or markets in other jurisdictions
where your transactions have been effected. You should ask the firm with which you deal for
details about the types of redress available in both your home jurisdiction and other relevant
jurisdictions before you start to trade.

9. Currency risks

The profit or loss in transactions in foreign currency-denominated contracts (whether they are
traded in your own or another jurisdiction) will be affected by fluctuations in currency rates
where there is a need to convert from the currency denomination of the contract to another
currency.

10. Trading facilities

Most open-outcry and electronic trading facilities are supported by computer-based component
systems for the order-routing, execution, matching, registration or clearing of trades. As with all
facilities and systems, they are vulnerable to temporary disruption or failure. Your ability to
recover certain losses may be subject to limits on liability imposed by the system provider, the
market, the clearing house and/or member firms. Such limits may vary: you should ask the firm
with which you deal for details in this respect.

11. Electronic trading

Trading on an electronic trading system may differ not only from trading in an open-outcry
market but also from trading on other electronic trading systems. If you undertake transactions
on an electronic trading system, you will be exposed to risks associated with the system
including the failure of hardware and software. The result of any system failure may be that your
order is either not executed according to your instructions or is not executed at all.

12. Off-exchange transactions

In some jurisdictions, and only then in restricted circumstances, firms are permitted to effect off-
exchange transactions. The firm with which you deal may be acting as your counterparty to the
transaction. It may be difficult or impossible to liquidate an existing position, to assess the value,
to determine a fair price or to assess the exposure to risk. For these reasons, these transactions
may involve increased risks. Off-exchange transactions may be less regulated or subject to a
separate regulatory regime. Before you undertake such transactions, you should familiarize
yourself with applicable rules and attendant risks.



I hereby acknowledge that | have received and understood this risk disclosure statement.



CFTC RULE 15.05 NOTICE TO NON-U.S. TRADERS

In accordance with Rules 15.05 and 21.03 of the Commaodity Futures Trading Commission
("CFTC"), 17 C.F.R. §§15.05 and 21.03, Interactive Brokers is required to notify you that we are
considered to be your agent for purposes of accepting delivery and service of communications
from or on behalf of the CFTC regarding any commaodity futures contracts or commodity option
contracts which are or have been maintained in your account(s) with us.

In the event that you are acting as agent or broker for any other person(s), we are also
considered to be their agent, and the agent of any person(s) for whom they may be acting as
agent or broker, for purposes of accepting delivery and service of such communications. Service
or delivery to us of any communication issued by or on behalf of the CFTC (including any
summons, complaint, order, subpoena, special call, request for information, notice,
correspondence or other written document) will be considered valid and effective service or
delivery upon you or any person for whom you may be acting, directly or indirectly, as agent or
broker.

You should be aware that Rule 15.05 also provides that you may designate an agent other than
Interactive Brokers. Any such alternative designation of agency must be evidenced by a written
agency agreement which you must furnish to us and which we, in turn, must forward to the
CFTC. If you wish to designate an agent other than us, please contact us in writing. You should
consult 17 C.FR. § 15.05 for a more complete explanation of the foregoing.

Upon a determination by the CFTC that information concerning your account(s) with us may be
relevant in enabling the CFTC to determine whether the threat of a market manipulation, corner,
squeeze, or other market disorder exists, the CFTC may issue a call for specific information
from us or from you. In the event that the CFTC directs a call for information to us, we must
provide the information requested within the time specified by the CFTC. If the CFTC directs a
call for information to you through us as your agent, we must promptly transmit the call to you,
and you must provide the information requested within the time specified by the CFTC. If any
call by the CFTC for information regarding your account(s) with us is not met, the CFTC has
authority to restrict such account(s) to trading for liquidation only. You have the right to a hearing
before the CFTC to contest any call for information concerning your account(s) with us, but your
request for a hearing will not suspend the CFTC's call for information unless the CFTC modifies
or withdraws the call. Please consult 17 C.F.R. §21.03 for a more complete description of the
foregoing (including the type of information you may be required to provide).

Certain additional regulations may affect you. Part 17 of the CFTC Regulations, 17 C.F.R. Part
17, requires each futures commission merchant and foreign broker to submit a report to the
CFTC with respect to each account carried by such futures commission merchant or foreign
broker which contains a reportable futures position. (Specific reportable position levels for all
futures contracts traded on U.S. exchanges are established in Rule 15.03.) In addition, Part 18
of the CFTC Regulations, 17 C.F.R. Part 18, requires all traders (including foreign traders) who
own or control a reportable futures or options position and who have received a special call from
the CFTC to file certain reports with the CFTC, including, but not limited to, a Statement of
Reporting Trader (Form 40). Please consult 17 C.F.R. Parts 17 and 18 for more complete
information with respect to the foregoing.

CFTC RULE 15.05 NOTICE TO NON-U.S. TRADERS - January 16, 2013 Revision



DISCLOSURE REGARDING INTERACTIVE BROKERS
PROCEDURESFOR ALLOCATING EQUITY OPTION
ASSIGNMENT NOTICESFROM OCC

As described in the Options Clearing Corporation (“OCC")
Publication "Characteristics and Risks of Standardized Options’, the
OCC assigns exercise notices to clearing firms such as Interactive
BrokersLLC (“IB LLC"), [the US-located &ffiliate of Interactive
Brokers (U.K.) Limited (“IB UK") and Interactive Brokers Canada, Inc.
(“IBC") that arranges for the execution and clearing of IB UK and IBC
customer trades] using a specified assignment procedure. IB LLC, in
turn, isrequired to maintain a procedure to alocate such exercise notices
to those customer accounts carried by 1B LL C that hold short positions
in the relevant options. Upon assignment, customers whose accounts are
carried by 1B LLC shall be required: (1) in the case of an equity option,
to deliver or accept the required number of shares of the underlying
security, or (2) in the case of an equity index option, to pay or receive
the settlement price, in cash. Customer understands that it may not
receive notice of an assignment until one or more days following the
date of theinitial assignment by OCC to IB LLC and that the lack of
such notice creates a special risk for uncovered writers of physical
delivery call stock options.

Described below are IB LLC' s procedures for allocation of
exercise notices, which are based on arandom selection process:

Steps
1. Each night, IB LLC receives from the OCC the “OCC E&A”
(exercise and assignment activity) file in machine-readable format
setting forth, on a per contract basis, the aggregate exercise and
assignment quantitiesto IB LLC.

2. For each contract assignment record, the IB LLC System compiles a

list, in ascending account number order, of all customer accounts
held at IB LL C with short positionsin the relevant contract.

3.1f only one customer holds a short position in the contract assigned,
that customer is automatically allocated the assignment and no
lottery is needed.

4.1f more than one customer holds a short position in the contract
assigned, the IB LLC System runs an automated random lottery to
determine the allocation of quantities that are to be assigned to each
customer. ThelB LLC System shall:

a. Assign two sequence ranges to each customer’ s holdings
(see Exhibit A).

b. Generate arandom number to find a“ Starting Point”. The
Starting Point is the customer contract sequence number
from which the allocation of the assignment quantity
begins. To generate a Random Number, the IB System
will:

e |nitialize the Oracle random number generator with the
system time (HH24MISS)

e Find the Random Number by taking the MOD (random
number, total position) + 1 to ensure that the Random
Number is between one and the total number of short
contracts.

(Note: the IB System will generate a new Random Number for
each |ottery to berun.)

5.The B LLC System will then (a) find the account that has the

assigned sequence range into which the Random Number falls; and
(b) select contracts to be assigned in increments of one, beginning
with the contract that correlates with the Random Number until the
total number of contracts assighed has been satisfied.

6.The IB LLC System will then process the assigned positions by (a)
removing the options positions from customers' accounts and (b) if
the option delivers underlying stock, entering the corresponding
stock trades at the strike price or (c) if the option assignment settles
in cash, entering the corresponding cash debit.

EXHIBIT “A”

Assume there are 1186 options contracts held at OCC for 10 customers
and that 50 contracts are assigned to IB LLC by OCC.

1. Assign sequence numbers to each security:

No. of Contracts  Assigned Sequence Numbers

Customer Accounts heldat OCC  1st Range 2nd Range
A 1 0001 1187

B 50 0002-0051 1188-1237
C 100 0052-0151 1238-1337
D 2 0152-0153 1338-1339
E 1 0154 1340

F 1 0155 1341

G 100 O 0156-1155 1342-2341
H 1 1156 2342

I 10 1157-1166 2343-2352
J 20 1167-1186 2353-2372
Total in OCC 1186

2.FIND A STARTING RANDOM NUMBER BETWEEN 0001 AND
1186 using the Oracle random number generator.

3.ASSUMING THE RANDOM NUMBER GENERATED WAS 0396,
ALLOCATE THE 50 CONTRACTS TO CUSTOMERS STARTING
AT CONTRACT NUMBER 0396.

SUMMARY OF ALLOCATION

No of Contracts Allocation of Assigned
Held at OCC Options Contracts
1 0
50
100

Customer Accounts
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Total at OCC 1186
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Day Trading Risk Disclosure Statement

This Day Trading Risk Disclosure Statement is being provided to you in the event your
Interactive Brokers (IB) margin account becomes, or already is, classified as a Pattern Day
Trader account. As required by current SEC and SRO rules and regulations, IB will classify an
account that effects three (3) day trades within a five (5) day period as a Pattern Day Trader
account. (A day trade is a buy and sell of the same security on the same day). The regulations
prohibit IB from permitting a Pattern Day Trader account from effecting any transactions unless
such account maintains a Minimum Equity Requirement of at least $25,000.

You should consider the following points before engaging in a day-trading strategy. For
purposes of this notice, a "day-trading strategy" means an overall trading strategy characterized
by the regular transmission by a customer of intra-day orders to effect both purchase and sale
transactions in the same security or securities.

Day trading can be extremely risky. Day trading generally is not appropriate for someone of
limited resources and limited investment or trading experience and low risk tolerance. You
should be prepared to lose all of the funds that you use for day trading. In particular, you should
not fund day-trading activities with retirement savings, student loans, second mortgages,
emergency funds, funds set aside for purposes such as education or home ownership, or funds
required to meet your living expenses. Further, certain evidence indicates that an investment of
less than $50,000 will significantly impair the ability of a day trader to make a profit. Of course,
an investment of $50,000 or more will in no way guarantee success.

Be cautious of claims of large profits from day trading. You should be wary of
advertisements or other statements that emphasize the potential for large profits in day trading.
Day trading can also lead to large and immediate financial losses.

Day trading requires knowledge of securities markets. Day trading requires in-depth
knowledge of the securities markets and trading techniques and strategies. In attempting to
profit through day trading, you must compete with professional, licensed traders employed by
securities firms. You should have appropriate experience before engaging in day trading.

Day trading requires knowledge of a firm's operations. You should be familiar with a
securities firm's business practices, including the operation of the firm's order execution systems
and procedures. Under certain market conditions, you may find it difficult or impossible to
liquidate a position quickly at a reasonable price. This can occur, for example, when the market
for a stock suddenly drops, or if trading is halted due to recent news events or unusual trading
activity. The more volatile a stock is, the greater the likelihood that problems may be
encountered in executing a transaction. In addition to normal market risks, you may experience
losses due to systems failures.

Day trading will generate substantial commissions, even if the per trade cost is low. Day
trading involves aggressive trading, and generally you will pay commission on each trade. The
total daily commissions that you pay on your trades will add to your losses or significantly
reduce your earnings. For instance, assuming that a trade costs $16 and an average of 29
transactions are conducted per day, an investor would need to generate an annual profit of
$111,360 just to cover commission expenses.



Day trading on margin or short selling may result in losses beyond your initial
investment. When you day trade with funds borrowed from a firm or someone else, you can
lose more than the funds you originally placed at risk. A decline in the value of the securities
that are purchased may require you to provide additional funds to the firm to avoid the forced
sale of those securities or other securities in your account. Short selling as part of your day-
trading strategy also may lead to extraordinary losses, because you may have to purchase a
stock at a very high price in order to cover a short position.

Potential Registration Requirements. Persons providing investment advice for others or
managing securities accounts for others may need to register as either an "Investment Advisor"
under the Investment Advisors Act of 1940 or as a "Broker" or "Dealer" under the Securities
Exchange Act of 1934. Such activities may also trigger state registration requirements.
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Risks of After-Hours Trading

There are special characteristics and unigue risks associated with trading in securities at times that are outside
the ordinary trading hours for the exchange(s) upon which such securities are traded ("After-Hours Trading”
or “Extended Hours Trading”). Customers must familiarize themselves with these risks and determine whether
After-Hours Trading is appropriate in light of their objectives and experience. Customers are responsible for
familiarizing themselves with the hours of the relevant markets upon which they trade and for determining
when to place orders for particular securities, how they wish to direct those orders, and what types of orders to
use. Interactive Brokers' offer of After-Hours Trading does not constitute a recommendation or conclusion that
After-Hours Trading will be successful or appropriate for all customers or trades.

Some risks associated with After-Hours Trading are as follows:

1. Risk of Lower Liquidity. Liquidity refers to the ability of market participants to buy and sell securities.
Generally, the more orders that are available in a market, the greater the liquidity. Liquidity is important
because with greater liquidity it is easier for investors to buy or sell securities, and as a result, investors are more
likely to pay or receive a competitive price for securities purchased or sold. There may be lower liquidity in
extended hours trading as compared to regular market hours. As a result, your order may only be partially
executed, or not at all.

2. Risk of Higher Volatility. VVolatility refers to the changes in price that securities undergo when trading.
Generally, the higher the volatility of a security, the greater its price swings. There may be greater volatility in
extended hours trading than in regular market hours. As a result, your order may only be partially executed, or
not at all, or you may receive an inferior price in extended hours trading than you would during regular markets
hours.

3. Risk of Changing Prices. The prices of securities traded in extended hours trading may not reflect the prices
either at the end of regular market hours, or upon the opening of the next morning. As a result, you may receive
an inferior price in extended hours trading than you would during regular market hours.

4. Risk of Unlinked Markets. Depending on the extended hours trading system or the time of day, the prices
displayed on a particular extended hours system may not reflect the prices in other concurrently operating
extended hours trading systems dealing in the same securities. Accordingly, you may receive an inferior price in
one extended hours trading system than you would in another extended hours trading system.

5. Risk of News Announcements. Normally, issuers make news announcements that may affect the price of their
securities after regular market hours. Similarly, important financial information is frequently announced outside
of regular market hours. In extended hours trading, these announcements may occur during trading, and if
combined with lower liquidity and higher volatility, may cause an exaggerated and unsustainable effect on the
price of a security.

6. Risk of Wider Spreads. The spread refers to the difference in price between what you can buy a security for and

what you can sell it for. Lower liquidity and higher volatility in extended hours trading may result in wider than
normal spreads for a particular security.
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7. Risk of Lack of Calculation or Dissemination of Underlying Index Value or Intraday Indicative Value ("lIV").
For certain Derivative Securities Products, an updated underlying index value or 11V may not be calculated or
publicly disseminated in extended trading hours. Since the underlying index value and 11V are not calculated or
widely disseminated during the pre-market and post-market sessions, an investor who is unable to calculate
implied values for certain Derivative Securities Products in those sessions may be at a disadvantage to market
professionals. Additionally, securities underlying the indexes or portfolios will not be regularly trading as they
are during Regular Trading Hours, or may not be trading at all. This may cause prices during Extended Trading
Hours to not reflect the prices of those securities when they open for trading.

8. Index Values.The Exchange will not report a value of an index underlying an index option trading during
Extended Trading Hours, because the value of the underlying index will not be recalculated during or at the close
of Extended Trading Hours.

During After-Hours Trading, Interactive Brokers ("IB") may provide quotations from and execute Customer
trades through various Electronic Communications Networks ("ECNs"), exchanges or other trading systems
("After-Hours Trading Facilities"). Quotations provided during After-Hours Trading may be different than
quotations provided during exchange trading hours. Likewise, it is possible that the quotations displayed by 1B
from After-Hours Trading Facilities on which IB can execute Customer trades may be less favorable than those
on other After-Hours Trading Facilities to which 1B does not have access. Last sale information provided by IB
may not reflect the prices of the most recent trades on all of the various After-Hours Trading Facilities.

For a list of trading hours for exchanges and ECNSs, click here.
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Interactive Brokers LLC
Business Continuity Plan Disclosure

|. Introduction

In accordance with applicable regulations, Interactive Brokers LLC has developed a Business
Continuity Plan to assist the firm in appropriately responding to a significant business disruption
as promptly as possible under prevailing conditions. Among other things, IB's Business Continuity
Plan:

» Identifies Emergency Contact Personnel to the firm's regulators;

» Describes the systems infrastructure protections that the firm has established in an effort to
minimize the potential adverse effects of a disruption (for example, redundancy of
telecommunications and power generation, fire protection and building security);

» Describes the firm's daily back-up of specified data and records and maintenance of back-up
media at secure off-site locations;

» ldentifies the firm's Disaster Recovery Site(s) and the methods that the firm would use to recover
particular data and operations at the site;

» ldentifies important firm operations and, where applicable, describes how those operations could
be re-established in the event of a disruption;

» ldentifies the means by which IB will provide customers prompt access to their funds and
securities; and

» Describes the means by which IB will communicate with its customers, employees, business
constituents and regulators in the event of a disruption.

In the event of a significant business disruption, IB intends to continue its operations to the
extent reasonable and practical under the circumstances and will place utmost priority in
reestablishing the data and operational systems necessary to provide its customers with prompt
access to their funds and securities.

IB intends to respond to disruptions of particular scope as follows:
II. Branch Office Disruption

Basic Access to Funds and Securities in the Event of a Branch Office Disruption: Critical
systems and personnel necessary to provide customers with access to their funds and securities
generally are not dependent on operation of IB's branch offices (i.e., the firm's offices in
Greenwich, Chicago, Hong Kong, Kwun Tong and Zug). Thus, IB does not anticipate that even a
significant disruption to the operations of a single IB branch office would have more than a
temporary impact - if any - on customers' basic access to their funds and securities.

Connection to IB Trading System for Certain Customers: In the event of a significant disruption
to certain branch offices, customers that connect to the IB online trading system (e.g., the IB
Trader Workstation) through a branch office location likely would temporarily lose the ability to
connect to the trading system. It is anticipated that this would last only briefly, as connections for
these customers could be re-established through other IB offices in as little as a matter of hours.

www.interactivebrokers.com Page 1/3



Recovery time probably would be minimal (measured in hours, though possibly within a day).
Customers would still have the ability to place orders by telephone during the temporary outage.
Customers' access to account functions other than trading (e.g., deposits and withdrawals,
account management, etc.) may be affected, as connections for many Internet-based functions
other than trading are location-dependent.

We remind our customers that electronic and computer-based facilities and systems such as
those provided by IB are inherently vulnerable to disruption, delay or failure. As specified in the IB
Customer Agreement, customers must maintain alternative trading arrangements in addition to
their IB accounts for the placement and execution of customer orders in the event that the IB
system is unavailable.

Connection to Market Centers in Same Region as Branch: A significant disruption in a branch
office could temporarily impact all IB customers' ability to execute trades on market centers in the
same geographic region as the branch office, because necessary communications lines or
personnel could be affected. In this case, IB would strive to reconnect to affected markets from its
Greenwich, CT headquarters, from another branch office, or through a third party. Recovery time
to restore some basic ability to trade on local markets probably would be minimal (measured in
hours or days).

Other Branch Office Functions: Most important operations performed in IB branch offices, such
as Customer Service, Account Application Processing, Compliance, etc. are also performed in
other IB offices and could be migrated to similarly-trained personnel in other branch offices
promptly. Accordingly, IB does not anticipate that a localized failure in a branch office would have
a substantial negative impact on the firm's ability to respond to customer needs and anticipates
that recovery time would be minimal.

I1l. Headquarters Disruption

In the Event of a Moderate Disruption at IB's Headquarters: IB has generally designed its
systems, procedures and personnel structure such that there is significant redundancy and cross
capability. Limited disruptions affecting particular communications lines, particular pieces of
computer hardware, or particular systems typically can be addressed quickly through use of
redundant systems with similar capability. Likewise, the firm has significant capacity and
capability in its branch offices, both in terms of systems and personnel, such that limited
disruptions in particular areas at the firm's headquarters may be ameliorated quickly.

In the Event of a Significant Disruption at IB's Headquarters: IB's response to a significant
disruption at its headquarters necessarily will depend on the extent of the damage caused
thereby. In the event of a total loss of IB's headquarters, or the data processing center at its
headquarters, IB runs a hot Disaster Recovery Site(s) with the relevant data and operational
systems (e.g., trade and account data and modified versions of its market data, credit vetting and
customer authentication capability) necessary to provide customers prompt access to their funds
and securities. IB's Disaster Recovery Site(s) are located in remote geographic locations that are
not likely to be not be subject to the same communications, electricity and/or transportation
restrictions that may be experienced in the firm's Greenwich headquarters.

During the immediate aftermath of a significant business disruption resulting in the destruction
of the firm's Greenwich headquarters, the firm anticipates that customers could continue to place
new orders through its Disaster Recovery Site(s) with minor recovery time. IB anticipates that it
could recover customer data and position information at its Disaster Recovery Site(s) and
establish basic customer access to funds and positions within approximately 1 day of a total loss
of its headquarters operations. Thus, while customers may not be able to trade, we anticipate
that, within this 1 day window after the loss of the headquarters facility, customers would be able
to request a withdrawal of funds or transfer of their positions to another broker whose operations
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were unaffected by a significant disruption. Although IB's Business Continuity Plan is designed to
provide customer access to funds and securities within 1 day, the actual recovery time will
depend on the nature of the disruption, how many IB facilities and personnel are affected, the
state of the national and global financial and banking system, and a host of other factors.

In the event of a significant disruption or total loss of IB's headquarters facilities, IB anticipates
that IB customers may be able to access either of the following websites: www.ibgdr.com or
www.interactivebrokers.co.uk to obtain information about the extent of the disruption and the
state of IB's operations (assuming that the public Internet remained available). Likewise, because
most customer service personnel are in offices other than IB's headquarters, IB anticipates that
customers would continue to be able to contact IB by telephone. Of course, in the event of a
significant outage or major disaster affecting the markets, large numbers of customers would
likely try to contact IB at the same time, potentially causing significant delays.

Beyond the initial aftermath of a significant disruption or total loss of the firm's headquarters, the
firm would evaluate the nature of the disruption, the availability of its systems and personnel, its
financial condition, the condition of the national and global financial markets, and other factors,
and determine whether it could continue to provide full brokerage operations.

IV. City Wide Disruptions and Regional Disruptions

In the event of a significant city-wide or regional disruption in one of the cities in which an IB
branch office is located, IB would follow the procedures described in Section Il (Branch Office
Disruption) above and we expect that the disruption's effects would be limited (see Section Il
above). In the event of a significant city-wide or regional disruption, affecting the firm's
Greenwich, CT headquarters, IB would follow the procedures described in Section Il
(Headquarters Disruption). IB's Disaster Recovery Site(s) are not located in the same city or region
as the firm's headquarters.

V. Important Disclosures

IB will adhere to the procedures set forth in its Business Continuity Plan and described in this
disclosure to the extent commercially reasonable and practicable under prevailing circumstances.
However, there are innumerable potential causes of a business disruption. In addition, disruptions
(and the events that caused them) may vary significantly in nature, size, scope, severity, duration
and geographic location and may result in distinct degrees of harm to human life; firm assets; the
banks, exchanges, clearing houses and depositories with which the firm conducts business; and
local, regional and national systems infrastructure (e.g., telecommunications, Internet
connectivity, power generation and transportation) that could affect the firm's recovery in vastly
disparate ways. In recognition of this, IB reserves the right to flexibly respond to particular
emergencies and business disruptions in a situation-specific manner which the firm deems
prudent, in its sole discretion. Nothing in this document is intended to provide a guarantee or
warranty regarding the actions or performance of IB, its computer systems, or its personnel
in the event of a significant disruption.

IB may modify its Business Continuity Plan and this disclosure at any time. IB will post updates to
its Business Continuity Plan Disclosure on its website. Should you wish to receive a copy of this
disclosure by mail, please contact the IB Document Processing Department at
newaccounts@interactivebrokers.com
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Privacy Notice

Interactive Brokers Group Privacy Notice

At Interactive Brokers ("IB"), we understand that confidentiality and security of the personal information that you share with us is important.
That is why we have developed specific policies and practices designed to protect the privacy of your personal information.

By opening an account with IB or by utilizing the products and services available through IB, you have consented to the collection and use of
your personal information in accordance with the privacy notice set forth below. We encourage you to read this privacy notice carefully.

IB does not sell customer lists or customer email addresses to third party marketers.

In order to provide brokerage services and to comply with regulatory requirements, IB collects certain personal, nonpublic information from
you. This includes information:

e Provided during the IB account application process (e.g., your name, e-mail address, telephone number, birth date, social security
number, investment objectives, etc.);

e Acquired as a result of the transactions you conduct through the IB system;
e Received from consumer-reporting agencies;

e Collected through Internet "cookies."

Cookies are bits of textual information that are sent electronically from a web server to your browser and are stored on your computer. They
do not identify you individually or contain personal information about you, unless you have identified yourself or provided the information by,
for example, opening an account or registering for an online service. IB may use cookies to measure and identify website traffic patterns and
to track the performance of web features and advertisements. By providing IB with a better understanding of how you and others use IB's
website and other web services, cookies enable IB to improve the navigation and functionality of its website and to present you with the most
useful information and offers. IB may share information obtained from cookies with its employees, agents, and affiliates, but does not sell
such information to unaffiliated third parties. IB may permit other companies or their third party ad servers to set cookies on your browser
when you visit an IB website. Such companies generally use these cookies as we do. We also use cookies to improve the performance of our
advertising on other websites. Although you may not opt out of receiving online advertisements generally, you may control the collection of
data on our website that is used for targeted interactivebrokers.com advertising during your visits to other websites. To opt-out of data
collection by Interactive Brokers for targeted advertising on other websites visit http://medial.interactivebrokers.com/optout.html.

We safeguard the confidentiality of your information in a number of ways.
For example:

e Wedo notsell or license lists of our customers or the personal, nonpublic information that you provide to us.

e Werestrict access to the personal, nonpublic information that you have shared with us to those IB employees, agents and affiliates who
need to know such information in connection with the services that IB provides to you.

e We maintain strict employment policies that prohibit employees who have access to your personal, nonpublic information from using or
disclosing such information except for business purposes.

e We take substantial precautions to safeguard your personal, nonpublic information. For example, the IB system can be accessed only by
authorized IB personnel via valid user names and passwords. In addition, our Internet-based systems include security measures such as
encryption and firewalls.
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We do not disclose personal, nonpublic information to individuals or entities that are not affiliated with 1B, except as provided by law. For
example, among other reasons, we may disclose or report such information: where necessary to authorize, effect, administer or enforce
transactions that you request or authorize; to maintain and administer your account; to provide you with account confirmations, statements
and records; to maintain appropriate archival records; where we believe that disclosure is required by applicable law, rules or regulations; to
cooperate with law enforcement, regulatory or self-regulatory organizations; to enforce our customer and other agreements; to meet our
obligations; or to protect our rights and property. As long as consistent with applicable securities laws and regulations, we may share
anonymized account information or anonymized delayed order information with third parties (and/or share such information among our
affiliates) for the purpose of analysis, research, market data compilation, product creation, establishing order routing and execution
relationships, or for any other lawful purpose.

Finally, if you choose to subscribe to any of Interactive Brokers Investors' Marketplace suite of third-party services that are provided through
the IB website, we may disclose such information to the service providers as necessary for them to provide the services that you have
requested. IB requires these service providers to enter into confidentiality agreements with IB that limit their use of the information that they
receive. Such agreements prohibit the service provider from using IB customer information that they receive other than to carry out the
purposes for which the information was disclosed.

If you have any questions about these policies, please contact IB Customer Service through the IB website at interactivebrokers.com/help.
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REQUIRED DISCLOSURES AND SUPPLEMENTAL AGREEMENT
FOR SECURITY FUTURES TRADING AT INTERACTIVE
BROKERS

I. Introduction

This information is being provided to you by Interactive Brokers (“IB") to ensure that you
understand the risks inherent in trading security futures and also so that you understand how
your security futures account is being handled by IB. You must review this document carefully
and sign it at the bottom in order to be approved to trade security futures products through
IB.

You should be aware that security futures are highly leveraged investments and the
risk of loss in trading these products can be substantial. Security futures are not
suitable for all investors and you must carefully review this document and consult
with a financial advisor, if necessary, to determine whether to trade security
futures. IB does not provide any investment advice or recommendations, and you
will be solely responsible for decisions regarding the security futures trading
conducted in your account.

II. Nature of Your Security Futures Account

Under the federal regulations that apply to security futures, security futures positions may be
held in a securities trading account subject to Securities and Exchange Commission (SEC)
regulations or in a commodities trading account subject to Commodity Futures Trading
Commission (CFTC) regulations.

Because IB is fully registered with both the SEC and the CFTC, IB offers both securities
accounts and commodities accounts. Most securities futures products are held in an IB
securities account and are subject to SEC customer protection rules. However, certain
securities futures products are held in a commodities account and are therefore subject to
CFTC customer protection rules. Additional information regarding whether a particular
securities future product is held in a securities or commodities account may be found on IB's
website.

The types of protections offered to investors for securities and commodities accounts are
different. The different protections available to securities accounts and commodities accounts

are described in Section 6 of the NASD/NFA Standardized Risk Disclosure for Security Futures
Contracts, below.

ITI. Standardized Risk Disclosure for Security Futures Contracts
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The National Futures Association (NFA) and the NASD() have jointly prepared a Standardized
Risk Disclosure for Security Futures Contracts. It contains valuable information regarding
trading of security futures contracts and you should review it carefully before investing in
security futures.

To review the NASD/NFA Standardized Risk Disclosure for Security Futures Contracts, click
here.

NOTE: Viewing the Standardized Risk Disclosure requires Adobe Acrobat. To download Adobe
Acrobat, click here. If you wish to receive a hard copy of the disclosure, call IB Customer
Service at (877) 442-2757.

IV. Supplemental Agreement for Security Futures Trading

The Supplemental Agreement provisions below relate to security futures trading in Customer’s
IB account and are in addition to the terms and conditions of the IB Customer Agreement,
and the Customer Agreement is incorporated herein by reference.

By signing below, Customer acknowledges and agrees to the following:

. Customer acknowledges that Customer's U.S. and non-U.S. securities futures positions may be
held in either a securities or commodities account, in IB's sole discretion. Customer
acknowledges that U.S. and non-U.S. listed securities futures held in an IB securities account
will receive the regulatory protections of a securities account. Customer acknowledges that
U.S. and non-U.S. listed securities futures held in an IB commodities account will receive the
regulatory protections of a commodities account.

. Customer acknowledges that IB may in the future, at its sole discretion, decide to hold
customer security futures positions in IB securities accounts or commodities accounts and may
not allow customers to make this choice. If IB determines to do this, it will provide required
notice to customers of the change.

. Customer represents that Customer has received and reviewed the NASD/NFA Standardized
Risk Disclosure for Security Futures Contracts.

. Customer acknowledges that security futures are highly leveraged investments that are not
suitable for all investors. Customer acknowledges that IB representatives are not authorized to
provide investment, trading or tax advice and therefore will not provide advice or guidance on
trading or hedging strategies involving security futures. Customers who need advice or
guidance regarding security futures trading or investments should consult a financial advisor.

. Customer acknowledges that Customer must review and be aware of, and that Customer is
bound by, the rules applicable to the trading of security futures, as established by the NASD,
the NFA and the security futures exchanges. Customer represents that it is aware of and
agrees not to violate any applicable position limits regarding security futures.
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(D) In July 2007, the NASD was consolidated with the member regulation, enforcement and
arbitration functions of the New York Stock Exchange to form the Financial Industry
Regulatory Authority (FINRA).
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RISK DISCLOSURE STATEMENT FOR
SECURITY FUTURES CONTRACTS

This disclosure statement discusses the characteristics and risks of standardized
security futures contracts traded on regulated U.S. exchanges. At present, regulated exchanges
are authorized to list futures contracts on individual equity securities registered under the
Securities Exchange Act of 1934 (including common stock and certain exchange-traded funds
and American Depositary Receipts), as well as narrow-based security indices. Futures on other
types of securities and options on security futures contracts may be authorized in the future.
The glossary of terms appears at the end of the document.

Customers should be aware that the examples in this document are exclusive of fees

and commissions that may decrease their net gains or increase their net losses. The examples
also do not include tax consequences, which may differ for each customer.

Section 1 — Risks of Security Futures

1.1. Risks of Security Futures Transactions

Trading security futures contracts may not be suitable for all investors. You may lose a
substantial amount of money in a very short period of time. The amount you may lose is
potentially unlimited and can exceed the amount you originally deposit with your broker. This is
because futures trading is highly leveraged, with a relatively small amount of money used to
establish a position in assets having a much greater value. If you are uncomfortable with this
level of risk, you should not trade security futures contracts.

1.2. General Risks

Trading security futures contracts involves risk and may result in potentially unlimited losses
that are greater than the amount you deposited with your broker. As with any high risk
financial product, you should not risk any funds that you cannot afford to lose, such as your
retirement savings, medical and other emergency funds, funds set aside for purposes such
as education or home ownership, proceeds from student loans or mortgages, or funds
required to meet your living expenses.

Be cautious of claims that you can make large profits from trading security futures contracts.
Although the high degree of leverage in security futures contracts can result in large and
immediate gains, it can also result in large and immediate losses. As with any financial
product, there is no such thing as a “sure winner.”

Because of the leverage involved and the nature of security futures contract transactions,
you may feel the effects of your losses immediately. Gains and losses in security futures
contracts are credited or debited to your account, at a minimum, on a daily basis. If
movements in the markets for security futures contracts or the underlying security decrease
the value of your positions in security futures contracts, you may be required to have or
make additional funds available to your carrying firm as margin. If your account is under the
minimum margin requirements set by the exchange or the brokerage firm, your position may
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be liquidated at a loss, and you will be liable for the deficit, if any, in your account. Margin
requirements are addressed in Section 4.

Under certain market conditions, it may be difficult or impossible to liquidate a position.
Generally, you must enter into an offsetting transaction in order to liquidate a position in a
security futures contract. If you cannot liquidate your position in a security futures contracts,
you may not be able to realize a gain in the value of your position or prevent losses from
mounting. This inability to liquidate could occur, for example, if trading is halted due to
unusual trading activity in either the security futures contract or the underlying security; if
trading is halted due to recent news events involving the issuer of the underlying security; if
systems failures occur on an exchange or at the firm carrying your position; or if the position
is on an illiquid market. Even if you can liquidate your position, you may be forced to do so
at a price that involves a large loss.

Under certain market conditions, it may also be difficult or impossible to manage your risk
from open security futures positions by entering into an equivalent but opposite position in
another contract month, on another market, or in the underlying security. This inability to
take positions to limit your risk could occur, for example, if trading is halted across markets
due to unusual trading activity in the security futures contract or the underlying security or
due to recent news events involving the issuer of the underlying security.

Under certain market conditions, the prices of security futures contracts may not maintain
their customary or anticipated relationships to the prices of the underlying security or index.
These pricing disparities could occur, for example, when the market for the security futures
contract is illiquid, when the primary market for the underlying security is closed, or when the
reporting of transactions in the underlying security has been delayed. For index products, it
could also occur when trading is delayed or halted in some or all of the securities that make
up the index.

You may be required to settle certain security futures contracts with physical delivery of the
underlying security. If you hold your position in a physically settled security futures contract
until the end of the last trading day prior to expiration, you will be obligated to make or take
delivery of the underlying securities, which could involve additional costs. The actual
settlement terms may vary from contract to contract and exchange to exchange. You should
carefully review the settlement and delivery conditions before entering into a security futures
contract. Settlement and delivery are discussed in Section 5.

You may experience losses due to systems failures. As with any financial transaction, you
may experience losses if your orders for security futures contracts cannot be executed
normally due to systems failures on a regulated exchange or at the brokerage firm carrying
your position. Your losses may be greater if the brokerage firm carrying your position does
not have adequate back-up systems or procedures.

All security futures contracts involve risk, and there is no trading strategy that can eliminate
it. Strategies using combinations of positions, such as spreads, may be as risky as outright
long or short positions. Trading in security futures contracts requires knowledge of both the
securities and the futures markets.
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Day trading strategies involving security futures contracts and other products pose special
risks. As with any financial product, persons who seek to purchase and sell the same
security future in the course of a day to profit from intra-day price movements (“day traders”)
face a number of special risks, including substantial commissions, exposure to leverage,
and competition with professional traders. You should thoroughly understand these risks
and have appropriate experience before engaging in day trading. The special risks for day
traders are discussed more fully in Section 7.

Placing contingent orders, if permitted, such as “stop-loss” or “stop-limit” orders, will not
necessarily limit your losses to the intended amount. Some regulated exchanges may permit
you to enter into stop-loss or stop-limit orders for security futures contracts, which are
intended to limit your exposure to losses due to market fluctuations. However, market
conditions may make it impossible to execute the order or to get the stop price.

You should thoroughly read and understand the customer account agreement with your
brokerage firm before entering into any transactions in security futures contracts.

You should thoroughly understand the requlatory protections available to your funds and
positions in the event of the failure of your brokerage firm. The regulatory protections
available to your funds and positions in the event of the failure of your brokerage firm may
vary depending on, among other factors, the contract you are trading and whether you are
trading through a securities account or a futures account. Firms that allow customers to
trade security futures in either securities accounts or futures accounts, or both, are required
to disclose to customers the differences in regulatory protections between such accounts,
and, where appropriate, how customers may elect to trade in either type of account.
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Section 2 — Description of a Security Futures Contract

2.1. What is a Security Futures Contract?

A security futures contract is a legally binding agreement between two parties to
purchase or sell in the future a specific quantity of shares of a security or of the component
securities of a narrow-based security index, at a certain price. A person who buys a security
futures contract enters into a contract to purchase an underlying security and is said to be “long”
the contract. A person who sells a security futures contract enters into a contract to sell the
underlying security and is said to be “short” the contract. The price at which the contract trades
(the “contract price”) is determined by relative buying and selling interest on a regulated
exchange.

In order to enter into a security futures contract, you must deposit funds with your
brokerage firm equal to a specified percentage (usually at least 20 percent) of the current
market value of the contract as a performance bond. Moreover, all security futures contracts are
marked-to-market at least daily, usually after the close of trading, as described in Section 3 of
this document. At that time, the account of each buyer and seller reflects the amount of any gain
or loss on the security futures contract based on the contract price established at the end of the
day for settlement purposes (the “daily settlement price”).

An open position, either a long or short position, is closed or liquidated by entering into
an offsetting transaction (i.e., an equal and opposite transaction to the one that opened the
position) prior to the contract expiration. Traditionally, most futures contracts are liquidated prior
to expiration through an offsetting transaction and, thus, holders do not incur a settlement
obligation.

Examples:

Investor A is long one September XYZ Corp. futures contract. To liquidate the
long position in the September XYZ Corp. futures contract, Investor A would sell
an identical September XYZ Corp. contract.

Investor B is short one December XYZ Corp. futures contract. To liquidate the
short position in the December XYZ Corp. futures contract, Investor B would buy
an identical December XYZ Corp. contract.

Security futures contracts that are not liquidated prior to expiration must be settled in
accordance with the terms of the contract. Some security futures contracts are settled by
physical delivery of the underlying security. At the expiration of a security futures contract that is
settled through physical delivery, a person who is long the contract must pay the final settlement
price set by the regulated exchange or the clearing organization and take delivery of the
underlying shares. Conversely, a person who is short the contract must make delivery of the
underlying shares in exchange for the final settlement price.

Other security futures contracts are settled through cash settlement. In this case, the

underlying security is not delivered. Instead, any positions in such security futures contracts that
are open at the end of the last trading day are settled through a final cash payment based on a
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final settlement price determined by the exchange or clearing organization. Once this payment
is made, neither party has any further obligations on the contract.

Physical delivery and cash settlement are discussed more fully in Section 5.
2.2. Purposes of Security Futures

Security futures contracts can be used for speculation, hedging, and risk management.
Security futures contracts do not provide capital growth or income.

Speculation

Speculators are individuals or firms who seek to profit from anticipated increases or
decreases in futures prices. A speculator who expects the price of the underlying instrument to
increase will buy the security futures contract. A speculator who expects the price of the
underlying instrument to decrease will sell the security futures contract. Speculation involves
substantial risk and can lead to large losses as well as profits.

The most common trading strategies involving security futures contracts are buying with
the hope of profiting from an anticipated price increase and selling with the hope of profiting
from an anticipated price decrease. For example, a person who expects the price of XYZ stock
to increase by March can buy a March XYZ security futures contract, and a person who expects
the price of XYZ stock to decrease by March can sell a March XYZ security futures contract.
The following illustrates potential profits and losses if Customer A purchases the security futures
contract at $50 a share and Customer B sells the same contract at $50 a share (assuming 100
shares per contract).

Price of XYZ Customer A Customer B
at Liquidation Profit/Loss Profit/Loss
$55 $500 - $500
$50 $0 $0
$45 - $500 $500

Speculators may also enter into spreads with the hope of profiting from an expected
change in price relationships. Spreaders may purchase a contract expiring in one contract
month and sell another contract on the same underlying security expiring in a different month
(e.g., buy June and sell September XYZ single stock futures). This is commonly referred to as a
“calendar spread.”

Spreaders may also purchase and sell the same contract month in two different but
economically correlated security futures contracts. For example, if ABC and XYZ are both
pharmaceutical companies and an individual believes that ABC will have stronger growth than
XYZ between now and June, he could buy June ABC futures contracts and sell June XYZ
futures contracts. Assuming that each contract is 100 shares, the following illustrates how this
works.
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Opening Price at Gain or Price at Gain or

Position Liguidation Loss Liguidation Loss
Buy ABC at 50 $53 $300 $53 $300
Sell XYZ at 45 $46 - $100 $50 - $500

Net Gain or Loss $200 - $200

Speculators can also engage in arbitrage, which is similar to a spread except that the
long and short positions occur on two different markets. An arbitrage position can be
established by taking an economically opposite position in a security futures contract on another
exchange, in an options contract, or in the underlying security.

Hedging

Generally speaking, hedging involves the purchase or sale of a security future to reduce
or offset the risk of a position in the underlying security or group of securities (or a close
economic equivalent). A hedger gives up the potential to profit from a favorable price change in
the position being hedged in order to minimize the risk of loss from an adverse price change.

An investor who wants to lock in a price now for an anticipated sale of the underlying
security at a later date can do so by hedging with security futures. For example, assume an
investor owns 1,000 shares of ABC that have appreciated since he bought them. The investor
would like to sell them at the current price of $50 per share, but there are tax or other reasons
for holding them until September. The investor could sell ten 100-share ABC futures contracts
and then buy back those contracts in September when he sells the stock. Assuming the stock
price and the futures price change by the same amount, the gain or loss in the stock will be
offset by the loss or gain in the futures contracts.

Price in Value of 1,000 Gain or Loss Effective
September Shares of ABC on Futures Selling Price
$40 $40,000 $10,000 $50,000
$50 $50,000 $ 0 $50,000
$60 $60,000 -$10,000 $50,000

Hedging can also be used to lock in a price now for an anticipated purchase of the stock
at a later date. For example, assume that in May a mutual fund expects to buy stocks in a
particular industry with the proceeds of bonds that will mature in August. The mutual fund can
hedge its risk that the stocks will increase in value between May and August by purchasing
security futures contracts on a narrow-based index of stocks from that industry. When the
mutual fund buys the stocks in August, it also will liquidate the security futures position in the
index. If the relationship between the security futures contract and the stocks in the index is
constant, the profit or loss from the futures contract will offset the price change in the stocks,
and the mutual fund will have locked in the price that the stocks were selling at in May.

Although hedging mitigates risk, it does not eliminate all risk. For example, the
relationship between the price of the security futures contract and the price of the underlying

6 of 26



security traditionally tends to remain constant over time, but it can and does vary somewhat.
Furthermore, the expiration or liquidation of the security futures contract may not coincide with
the exact time the hedger buys or sells the underlying stock. Therefore, hedging may not be a
perfect protection against price risk.

Risk Management

Some institutions also use futures contracts to manage portfolio risks without necessarily
intending to change the composition of their portfolio by buying or selling the underlying
securities. The institution does so by taking a security futures position that is opposite to some
or all of its position in the underlying securities. This strategy involves more risk than a
traditional hedge because it is not meant to be a substitute for an anticipated purchase or sale.

2.3. Where Security Futures Trade

By law, security futures contracts must trade on a regulated U.S. exchange. Each
regulated U.S. exchange that trades security futures contracts is subject to joint regulation by
the Securities and Exchange Commission (SEC) and the Commaodity Futures Trading
Commission (CFTC).

A person holding a position in a security futures contract who seeks to liquidate the
position must do so either on the regulated exchange where the original trade took place or on
another regulated exchange, if any, where a fungible security futures contract trades. (A person
may also seek to manage the risk in that position by taking an opposite position in a comparable
contract traded on another regulated exchange.)

Security futures contracts traded on one regulated exchange might not be fungible with
security futures contracts traded on another regulated exchange for a variety of reasons.
Security futures traded on different regulated exchanges may be non-fungible because they
have different contract terms (e.g., size, settlement method), or because they are cleared
through different clearing organizations. Moreover, a regulated exchange might not permit its
security futures contracts to be offset or liquidated by an identical contract traded on another
regulated exchange, even though they have the same contract terms and are cleared through
the same clearing organization. You should consult your broker about the fungibility of the
contract you are considering purchasing or selling, including which exchange(s), if any, on
which it may be offset.

Regulated exchanges that trade security futures contracts are required by law to
establish certain listing standards. Changes in the underlying security of a security futures
contract may, in some cases, cause such contract to no longer meet the regulated exchange’s
listing standards. Each regulated exchange will have rules governing the continued trading of
security futures contracts that no longer meet the exchange’s listing standards. These rules
may, for example, permit only liquidating trades in security futures contracts that no longer
satisfy the listing standards.

2.4. How Security Futures Differ from the Underlying Security
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Shares of common stock represent a fractional ownership interest in the issuer of that
security. Ownership of securities confers various rights that are not present with positions in
security futures contracts. For example, persons owning a share of common stock may be
entitled to vote in matters affecting corporate governance. They also may be entitled to receive
dividends and corporate disclosure, such as annual and quarterly reports.

The purchaser of a security futures contract, by contrast, has only a contract for future
delivery of the underlying security. The purchaser of the security futures contract is not entitled
to exercise any voting rights over the underlying security and is not entitled to any dividends that
may be paid by the issuer. Moreover, the purchaser of a security futures contract does not
receive the corporate disclosures that are received by shareholders of the underlying security,
although such corporate disclosures must be made publicly available through the SEC'’s
EDGAR system, which can be accessed at www.sec.gov. You should review such disclosures
before entering into a security futures contract. See Section 9 for further discussion of the
impact of corporate events on a security futures contract.

All security futures contracts are marked-to-market at least daily, usually after the close
of trading, as described in Section 3 of this document. At that time, the account of each buyer
and seller is credited with the amount of any gain, or debited by the amount of any loss, on the
security futures contract, based on the contract price established at the end of the day for
settlement purposes (the “daily settlement price”). By contrast, the purchaser or seller of the
underlying instrument does not have the profit and loss from his or her investment credited or
debited until the position in that instrument is closed out.

Naturally, as with any financial product, the value of the security futures contract and of
the underlying security may fluctuate. However, owning the underlying security does not require
an investor to settle his or her profits and losses daily. By contrast, as a result of the mark-to-
market requirements discussed above, a person who is long a security futures contract often will
be required to deposit additional funds into his or her account as the price of the security futures
contract decreases. Similarly, a person who is short a security futures contract often will be
required to deposit additional funds into his or her account as the price of the security futures
contract increases.

Another significant difference is that security futures contracts expire on a specific date.
Unlike an owner of the underlying security, a person cannot hold a long position in a security
futures contract for an extended period of time in the hope that the price will go up. If you do not
liquidate your security futures contract, you will be required to settle the contract when it expires,
either through physical delivery or cash settlement. For cash-settled contracts in particular, upon
expiration, an individual will no longer have an economic interest in the securities underlying the
security futures contract.

2.5. Comparison to Options
Although security futures contracts share some characteristics with options on securities

(options contracts), these products are also different in a number of ways. Below are some of
the important distinctions between equity options contracts and security futures contracts.
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If you purchase an options contract, you have the right, but not the obligation, to buy or
sell a security prior to the expiration date. If you sell an options contract, you have the obligation
to buy or sell a security prior to the expiration date. By contrast, if you have a position in a
security futures contract (either long or short), you have both the right and the obligation to buy
or sell a security at a future date. The only way that you can avoid the obligation incurred by the
security futures contract is to liquidate the position with an offsetting contract.

A person purchasing an options contract runs the risk of losing the purchase price
(premium) for the option contract. Because it is a wasting asset, the purchaser of an options
contract who neither liquidates the options contract in the secondary market nor exercises it at
or prior to expiration will necessarily lose his or her entire investment in the options contract.
However, a purchaser of an options contract cannot lose more than the amount of the premium.
Conversely, the seller of an options contract receives the premium and assumes the risk that he
or she will be required to buy or sell the underlying security on or prior to the expiration date, in
which event his or her losses may exceed the amount of the premium received. Although the
seller of an options contract is required to deposit margin to reflect the risk of its obligation, he or
she may lose many times his or her initial margin deposit.

By contrast, the purchaser and seller of a security futures contract each enter into an
agreement to buy or sell a specific quantity of shares in the underlying security. Based upon the
movement in prices of the underlying security, a person who holds a position in a security
futures contract can gain or lose many times his or her initial margin deposit. In this respect, the
benefits of a security futures contract are similar to the benefits of purchasing an option, while
the risks of entering into a security futures contract are similar to the risks of selling an option.

Both the purchaser and the seller of a security futures contract have daily margin
obligations. At least once each day, security futures contracts are marked-to-market and the
increase or decrease in the value of the contract is credited or debited to the buyer and the
seller. As a result, any person who has an open position in a security futures contract may be
called upon to meet additional margin requirements or may receive a credit of available funds.

Example:

Assume that Customers A and B each anticipate an increase in the market price
of XYZ stock, which is currently $50 a share. Customer A purchases an XYZ 50
call (covering 100 shares of XYZ at a premium of $5 per share). The option
premium is $500 ($5 per share X 100 shares). Customer B purchases an XYZ
security futures contract (covering 100 shares of XYZ). The total value of the
contract is $5000 ($50 share value X 100 shares). The required margin is $1000
(or 20% of the contract value).

Price of Customer Customer
XYZ at A B
expiration Profit/Loss Profit/Loss
65 1000 1500

60 500 1000

55 0 500

50 -500 0
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45 -500 -500
40 -500 -1000
35 -500 -1500

The most that Customer A can lose is $500, the option premium. Customer A
breaks even at $55 per share, and makes money at higher prices. Customer B
may lose more than his initial margin deposit. Unlike the options premium, the
margin on a futures contract is not a cost but a performance bond. The losses for
Customer B are not limited by this performance bond. Rather, the losses or gains
are determined by the settlement price of the contract, as provided in the
example above. Note that if the price of XYZ falls to $35 per share, Customer A
loses only $500, whereas Customer B loses $1500.

2.6. Components of a Security Futures Contract

Each regulated exchange can choose the terms of the security futures contracts it lists,
and those terms may differ from exchange to exchange or contract to contract. Some of those
contract terms are discussed below. However, you should ask your broker for a copy of the
contract specifications before trading a particular contract.

2.6.1. Each security futures contract has a set size. The size of a security futures contract is
determined by the regulated exchange on which the contract trades. For example, a security
futures contract for a single stock may be based on 100 shares of that stock. If prices are
reported per share, the value of the contract would be the price times 100. For narrow-based
security indices, the value of the contract is the price of the component securities times the
multiplier set by the exchange as part of the contract terms.

2.6.2. Security futures contracts expire at set times determined by the listing exchange. For
example, a particular contract may expire on a particular day, e.g., the third Friday of the
expiration month. Up until expiration, you may liquidate an open position by offsetting your
contract with a fungible opposite contract that expires in the same month. If you do not liquidate
an open position before it expires, you will be required to make or take delivery of the underlying
security or to settle the contract in cash after expiration.

2.6.3. Although security futures contracts on a particular security or a narrow-based security
index may be listed and traded on more than one regulated exchange, the contract
specifications may not be the same. Also, prices for contracts on the same security or index
may vary on different regulated exchanges because of different contract specifications.

2.6.4. Prices of security futures contracts are usually quoted the same way prices are quoted in
the underlying instrument. For example, a contract for an individual security would be quoted in

dollars and cents per share. Contracts for indices would be quoted by an index number, usually

stated to two decimal places.

2.6.5. Each security futures contract has a minimum price fluctuation (called a tick), which may
differ from product to product or exchange to exchange. For example, if a particular security
futures contract has a tick size of 1¢, you can buy the contract at $23.21 or $23.22 but not at
$23.215.
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2.7. Trading Halts

The value of your positions in security futures contracts could be affected if trading is
halted in either the security futures contract or the underlying security. In certain circumstances,
regulated exchanges are required by law to halt trading in security futures contracts. For
example, trading on a particular security futures contract must be halted if trading is halted on
the listed market for the underlying security as a result of pending news, regulatory concerns, or
market volatility. Similarly, trading of a security futures contract on a narrow-based security
index must be halted under such circumstances if trading is halted on securities accounting for
at least 50 percent of the market capitalization of the index. In addition, regulated exchanges
are required to halt trading in all security futures contracts for a specified period of time when
the Dow Jones Industrial Average (“DJIA") experiences one-day declines of 10-, 20- and 30-
percent. The regulated exchanges may also have discretion under their rules to halt trading in
other circumstances — such as when the exchange determines that the halt would be advisable
in maintaining a fair and orderly market.

A trading halt, either by a regulated exchange that trades security futures or an
exchange trading the underlying security or instrument, could prevent you from liquidating a
position in security futures contracts in a timely manner, which could prevent you from
liquidating a position in security futures contracts at that time.

2.8. Trading Hours

Each regulated exchange trading a security futures contract may open and close for
trading at different times than other regulated exchanges trading security futures contracts or
markets trading the underlying security or securities. Trading in security futures contracts prior
to the opening or after the close of the primary market for the underlying security may be less
liquid than trading during regular market hours.
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Section 3 — Clearing Organizations and Mark-to-Market Requirements

Every regulated U.S. exchange that trades security futures contracts is required to have
a relationship with a clearing organization that serves as the guarantor of each security futures
contract traded on that exchange. A clearing organization performs the following functions:
matching trades; effecting settlement and payments; guaranteeing performance; and facilitating
deliveries.

Throughout each trading day, the clearing organization matches trade data submitted by
clearing members on behalf of their customers or for the clearing member’s proprietary
accounts. If an account is with a brokerage firm that is not a member of the clearing
organization, then the brokerage firm will carry the security futures position with another
brokerage firm that is a member of the clearing organization. Trade records that do not match,
either because of a discrepancy in the details or because one side of the transaction is missing,
are returned to the submitting clearing members for resolution. The members are required to
resolve such “out trades” before or on the open of trading the next morning.

When the required details of a reported transaction have been verified, the clearing
organization assumes the legal and financial obligations of the parties to the transaction. One
way to think of the role of the clearing organization is that it is the “buyer to every seller and the
seller to every buyer.” The insertion or substitution of the clearing organization as the
counterparty to every transaction enables a customer to liquidate a security futures position
without regard to what the other party to the original security futures contract decides to do.

The clearing organization also effects the settlement of gains and losses from security
futures contracts between clearing members. At least once each day, clearing member
brokerage firms must either pay to, or receive from, the clearing organization the difference
between the current price and the trade price earlier in the day, or for a position carried over
from the previous day, the difference between the current price and the previous day’s
settlement price. Whether a clearing organization effects settlement of gains and losses on a
daily basis or more frequently will depend on the conventions of the clearing organization and
market conditions. Because the clearing organization assumes the legal and financial
obligations for each security futures contract, you should expect it to ensure that payments are
made promptly to protect its obligations.

Gains and losses in security futures contracts are also reflected in each customer’s
account on at least a daily basis. Each day’s gains and losses are determined based on a daily
settlement price disseminated by the regulated exchange trading the security futures contract or
its clearing organization. If the daily settlement price of a particular security futures contract
rises, the buyer has a gain and the seller a loss. If the daily settlement price declines, the buyer
has a loss and the seller a gain. This process is known as “marking-to-market” or daily
settlement. As a result, individual customers normally will be called on to settle daily.

The one-day gain or loss on a security futures contract is determined by calculating the
difference between the current day’s settlement price and the previous day’s settlement price.
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For example, assume a security futures contract is purchased at a price of $120.
If the daily settlement price is either $125 (higher) or $117 (lower), the effects
would be as follows:

(1 contract representing 100 shares)

Daily

Settlement  Buyer’s Seller’s

Value Account Account

$125 $500 gain $500 loss
(credit) (debit)

$117 $300 loss $300 gain
(debit) (credit)

The cumulative gain or loss on a customer’s open security futures positions is generally
referred to as “open trade equity” and is listed as a separate component of account equity on
your customer account statement.

A discussion of the role of the clearing organization in effecting delivery is discussed in
Section 5.
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Section 4 — Margin and Leverage

When a broker-dealer lends a customer part of the funds needed to purchase a security
such as common stock, the term “margin” refers to the amount of cash, or down payment, the
customer is required to deposit. By contrast, a security futures contract is an obligation and not
an asset. A security futures contract has no value as collateral for a loan. Because of the
potential for a loss as a result of the daily marked-to-market process, however, a margin deposit
is required of each party to a security futures contract. This required margin deposit also is
referred to as a “performance bond.”

In the first instance, margin requirements for security futures contracts are set by the
exchange on which the contract is traded, subject to certain minimums set by law. The basic
margin requirement is 20% of the current value of the security futures contract, although some
strategies may have lower margin requirements. Requests for additional margin are known as
“margin calls.” Both buyer and seller must individually deposit the required margin to their
respective accounts.

It is important to understand that individual brokerage firms can, and in many cases do,
require margin that is higher than the exchange requirements. Additionally, margin requirements
may vary from brokerage firm to brokerage firm. Furthermore, a brokerage firm can increase its
“house” margin requirements at any time without providing advance notice, and such increases
could result in a margin call.

For example, some firms may require margin to be deposited the business day following
the day of a deficiency, or some firms may even require deposit on the same day. Some firms
may require margin to be on deposit in the account before they will accept an order for a
security futures contract. Additionally, brokerage firms may have special requirements as to how
margin calls are to be met, such as requiring a wire transfer from a bank, or deposit of a certified
or cashier’s check. You should thoroughly read and understand the customer agreement with
your brokerage firm before entering into any transactions in security futures contracts.

If through the daily cash settlement process, losses in the account of a security futures
contract participant reduce the funds on deposit (or equity) below the maintenance margin level
(or the firm’s higher “house” requirement), the brokerage firm will require that additional funds
be deposited.

If additional margin is not deposited in accordance with the firm’s policies, the firm can
liquidate your position in security futures contracts or sell assets in any of your accounts at the
firm to cover the margin deficiency. You remain responsible for any shortfall in the account after
such liquidations or sales. Unless provided otherwise in your customer agreement or by
applicable law, you are not entitled to choose which futures contracts, other securities or other
assets are liquidated or sold to meet a margin call or to obtain an extension of time to meet a
margin call.

Brokerage firms generally reserve the right to liquidate a customer’s security futures
contract positions or sell customer assets to meet a margin call at any time without contacting
the customer. Brokerage firms may also enter into equivalent but opposite positions for your
account in order to manage the risk created by a margin call. Some customers mistakenly
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believe that a firm is required to contact them for a margin call to be valid, and that the firm is
not allowed to liquidate securities or other assets in their accounts to meet a margin call unless
the firm has contacted them first. This is not the case. While most firms notify their customers of
margin calls and allow some time for deposit of additional margin, they are not required to do
so. Even if a firm has notified a customer of a margin call and set a specific due date for a
margin deposit, the firm can still take action as necessary to protect its financial interests,
including the immediate liquidation of positions without advance notification to the customer.

Here is an example of the margin requirements for a long security futures position.

A customer buys 3 July EJG security futures at 71.50. Assuming each contract
represents 100 shares, the nominal value of the position is $21,450 (71.50 x 3 contracts x 100
shares). If the initial margin rate is 20% of the nominal value, then the customer’s initial margin
requirement would be $4,290. The customer deposits the initial margin, bringing the equity in
the account to $4,290.

First, assume that the next day the settlement price of EJG security futures falls to
69.25. The marked-to-market loss in the customer’s equity is $675 (71.50 — 69.25 x 3 contacts x
100 shares). The customer’s equity decreases to $3,615 ($4,290 — $675). The new nominal
value of the contract is $20,775 (69.25 x 3 contracts x 100 shares). If the maintenance margin
rate is 20% of the nominal value, then the customer’s maintenance margin requirement would
be $4,155. Because the customer’s equity had decreased to $3,615 (see above), the customer
would be required to have an additional $540 in margin ($4,155 — $3,615).

Alternatively, assume that the next day the settlement price of EJG security futures rises
to 75.00. The mark-to-market gain in the customer’s equity is $1,050 (75.00 — 71.50 x 3
contacts x 100 shares). The customer’s equity increases to $5,340 ($4,290 + $1,050). The new
nominal value of the contract is $22,500 (75.00 x 3 contracts x 100 shares). If the maintenance
margin rate is 20% of the nominal value, then the customer’'s maintenance margin requirement
would be $4,500. Because the customer’s equity had increased to $5,340 (see above), the
customer’s excess equity would be $840.

The process is exactly the same for a short position, except that margin calls are
generated as the settlement price rises rather than as it falls. This is because the customer's
equity decreases as the settlement price rises and increases as the settlement price falls.

Because the margin deposit required to open a security futures position is a fraction of
the nominal value of the contracts being purchased or sold, security futures contracts are said to
be highly leveraged. The smaller the margin requirement in relation to the underlying value of
the security futures contract, the greater the leverage. Leverage allows exposure to a given
quantity of an underlying asset for a fraction of the investment needed to purchase that quantity
outright. In sum, buying (or selling) a security futures contract provides the same dollar and
cents profit and loss outcomes as owning (or shorting) the underlying security. However, as a
percentage of the margin deposit, the potential immediate exposure to profit or loss is much
higher with a security futures contract than with the underlying security.

For example, if a security futures contract is established at a price of $50, the contract
has a nominal value of $5,000 (assuming the contract is for 100 shares of stock). The margin
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requirement may be as low as 20%. In the example just used, assume the contract price rises
from $50 to $52 (a $200 increase in the nominal value). This represents a $200 profit to the
buyer of the security futures contract, and a 20% return on the $1,000 deposited as margin. The
reverse would be true if the contract price decreased from $50 to $48. This represents a $200
loss to the buyer, or 20% of the $1,000 deposited as margin. Thus, leverage can either benefit
or harm an investor.

Note that a 4% decrease in the value of the contract resulted in a loss of 20% of the

margin deposited. A 20% decrease would wipe out 100% of the margin deposited on the
security futures contract.
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Section 5 — Settlement

If you do not liquidate your position prior to the end of trading on the last day before the
expiration of the security futures contract, you are obligated to either 1) make or accept a cash
payment (“cash settlement”) or 2) deliver or accept delivery of the underlying securities in
exchange for final payment of the final settlement price (“physical delivery”). The terms of the
contract dictate whether it is settled through cash settlement or by physical delivery.

The expiration of a security futures contract is established by the exchange on which the
contract is listed. On the expiration day, security futures contracts cease to exist. Typically, the
last trading day of a security futures contract will be the third Friday of the expiring contract
month, and the expiration day will be the following Saturday. This follows the expiration
conventions for stock options and broad-based stock indexes. Please keep in mind that the
expiration day is set by the listing exchange and may deviate from these norms.

5.1. Cash settlement

In the case of cash settlement, no actual securities are delivered at the expiration of the
security futures contract. Instead, you must settle any open positions in security futures by
making or receiving a cash payment based on the difference between the final settlement price
and the previous day’s settlement price. Under normal circumstances, the final settlement price
for a cash-settled contract will reflect the opening price for the underlying security. Once this
payment is made, neither the buyer nor the seller of the security futures contract has any further
obligations on the contract.

5.2. Settlement by physical delivery

Settlement by physical delivery is carried out by clearing brokers or their agents with
National Securities Clearing Corporation (“NSCC"), an SEC-regulated securities clearing
agency. Such settlements are made in much the same way as they are for purchases and sales
of the underlying security. Promptly after the last day of trading, the regulated exchange’s
clearing organization will report a purchase and sale of the underlying stock at the previous
day’s settlement price (also referred to as the “invoice price”) to NSCC. In general, if NSCC
does not reject the transaction by a time specified in its rules, settlement is effected pursuant to
the rules of the exchange and NSCC's Rules and Procedures within the normal clearance and
settlement cycle for securities transactions, which currently is three business days. However,
settlement may be effected on a shorter timeframe based on the rules of the exchange and
subject to NSCC's Rules and Procedures.

If you hold a short position in a physically settled security futures contract to expiration,
you will be required to make delivery of the underlying securities. If you already own the
securities, you may tender them to your brokerage firm. If you do not own the securities, you will
be obligated to purchase them. Some brokerage firms may not be able to purchase the
securities for you. If your brokerage firm cannot purchase the underlying securities on your
behalf to fulfill a settlement obligation, you will have to purchase the securities through a
different firm.
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Section 6 — Customer Account Protections

Positions in security futures contracts may be held either in a securities account or in a
futures account. Your brokerage firm may or may not permit you to choose the types of account
in which your positions in security futures contracts will be held. The protections for funds
deposited or earned by customers in connection with trading in security futures contracts differ
depending on whether the positions are carried in a securities account or a futures account. If
your positions are carried in a securities account, you will not receive the protections available
for futures accounts. Similarly, if your positions are carried in a futures account, you will not
receive the protections available for securities accounts. You should ask your broker which of
these protections will apply to your funds.

You should be aware that the regulatory protections applicable to your account are not
intended to insure you against losses you may incur as a result of a decline or increase in the
price of a security futures contract. As with all financial products, you are solely responsible for
any market losses in your account.

Your brokerage firm must tell you whether your security futures positions will be held in a
securities account or a futures account. If your brokerage firm gives you a choice, it must tell
you what you have to do to make the choice and which type of account will be used if you fail to
do so. You should understand that certain regulatory protections for your account will depend on
whether it is a securities account or a futures account.

6.1. Protections for Securities Accounts

If your positions in security futures contracts are carried in a securities account, they are
covered by SEC rules governing the safeguarding of customer funds and securities. These rules
prohibit a broker/dealer from using customer funds and securities to finance its business. As a
result, the broker/dealer is required to set aside funds equal to the net of all its excess payables
to customers over receivables from customers. The rules also require a broker/dealer to
segregate all customer fully paid and excess margin securities carried by the broker/dealer for
customers.

The Securities Investor Protection Corporation (SIPC) also covers positions held in
securities accounts. SIPC was created in 1970 as a non-profit, non-government, membership
corporation, funded by member broker/dealers. Its primary role is to return funds and securities
to customers if the broker/dealer holding these assets becomes insolvent. SIPC coverage
applies to customers of current (and in some cases former) SIPC members. Most
broker/dealers registered with the SEC are SIPC members; those few that are not must disclose
this fact to their customers. SIPC members must display an official sign showing their
membership. To check whether a firm is a SIPC member, go to www.sipc.org, call the SIPC
Membership Department at (202) 371-8300, or write to SIPC Membership Department,
Securities Investor Protection Corporation, 805 Fifteenth Street, NW, Suite 800, Washington,
DC 20005-2215.
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SIPC coverage is limited to $500,000 per customer, including up to $100,000 for cash.
For example, if a customer has 1,000 shares of XYZ stock valued at $200,000 and $10,000
cash in the account, both the security and the cash balance would be protected. However, if the
customer has shares of stock valued at $500,000 and $100,000 in cash, only a total of
$500,000 of those assets will be protected.

For purposes of SIPC coverage, customers are persons who have securities or cash on
deposit with a SIPC member for the purpose of, or as a result of, securities transactions. SIPC
does not protect customer funds placed with a broker/dealer just to earn interest. Insiders of the
broker/dealer, such as its owners, officers, and partners, are not customers for purposes of
SIPC coverage.

6.2. Protections for Futures Accounts

If your security futures positions are carried in a futures account, they must be
segregated from the brokerage firm's own funds and cannot be borrowed or otherwise used for
the firm’s own purposes. If the funds are deposited with another entity (e.g., a bank, clearing
broker, or clearing organization), that entity must acknowledge that the funds belong to
customers and cannot be used to satisfy the firm’s debts. Moreover, although a brokerage firm
may carry funds belonging to different customers in the same bank or clearing account, it may
not use the funds of one customer to margin or guarantee the transactions of another customer.
As a result, the brokerage firm must add its own funds to its customers’ segregated funds to
cover customer debits and deficits. Brokerage firms must calculate their segregation
requirements daily.

You may not be able to recover the full amount of any funds in your account if the
brokerage firm becomes insolvent and has insufficient funds to cover its obligations to all of its
customers. However, customers with funds in segregation receive priority in bankruptcy
proceedings. Furthermore, all customers whose funds are required to be segregated have the
same priority in bankruptcy, and there is no ceiling on the amount of funds that must be
segregated for or can be recovered by a particular customer.

Your brokerage firm is also required to separately maintain funds invested in security
futures contracts traded on a foreign exchange. However, these funds may not receive the
same protections once they are transferred to a foreign entity (e.g., a foreign broker, exchange
or clearing organization) to satisfy margin requirements for those products. You should ask your
broker about the bankruptcy protections available in the country where the foreign exchange (or
other entity holding the funds) is located.
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Section 7 — Special Risks for Day Traders

Certain traders who pursue a day trading strategy may seek to use security futures
contracts as part of their trading activity. Whether day trading in security futures contracts or
other securities, investors engaging in a day trading strategy face a number of risks.

Day trading in security futures contracts requires in-depth knowledge of the securities and

futures markets and of trading techniques and strategies. In attempting to profit through day

trading, you will compete with professional traders who are knowledgeable and

sophisticated in these markets. You should have appropriate experience before engaging in

day trading.

Day trading in security futures contracts can result in substantial commission charges, even

if the per trade cost is low. The more trades you make, the higher your total commissions
will be. The total commissions you pay will add to your losses and reduce your profits. For
instance, assuming that a round-turn trade costs $16 and you execute an average of 29
round-turn transactions per day each trading day, you would need to generate an annual
profit of $111,360 just to cover your commission expenses.

Day trading can be extremely risky. Day trading generally is not appropriate for someone of

limited resources and limited investment or trading experience and low risk tolerance. You
should be prepared to lose all of the funds that you use for day trading. In particular, you
should not fund day trading activities with funds that you cannot afford to lose.
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Section 8 — Other

8.1. Corporate Events

As noted in Section 2.4, an equity security represents a fractional ownership interest in
the issuer of that security. By contrast, the purchaser of a security futures contract has only a
contract for future delivery of the underlying security. Treatment of dividends and other
corporate events affecting the underlying security may be reflected in the security futures
contract depending on the applicable clearing organization rules. Consequently, individuals
should consider how dividends and other developments affecting security futures in which they
transact will be handled by the relevant exchange and clearing organization. The specific
adjustments to the terms of a security futures contract are governed by the rules of the
applicable clearing organization. Below is a discussion of some of the more common types of
adjustments that you may need to consider.

Corporate issuers occasionally announce stock splits. As a result of these splits, owners
of the issuer's common stock may own more shares of the stock, or fewer shares in the case of
a reverse stock split. The treatment of stock splits for persons owning a security futures contract
may vary according to the terms of the security futures contract and the rules of the clearing
organization. For example, the terms of the contract may provide for an adjustment in the
number of contracts held by each party with a long or short position in a security future, or for an
adjustment in the number of shares or units of the instrument underlying each contract, or both.

Corporate issuers also occasionally issue special dividends. A special dividend is an
announced cash dividend payment outside the normal and customary practice of a corporation.
The terms of a security futures contract may be adjusted for special dividends. The adjustments,
if any, will be based upon the rules of the exchange and clearing organization. In general, there
will be no adjustments for ordinary dividends as they are recognized as a normal and customary
practice of an issuer and are already accounted for in the pricing of security futures. However,
adjustments for ordinary dividends may be made for a specified class of security futures
contracts based on the rules of the exchange and the clearing organization.

Corporate issuers occasionally may be involved in mergers and acquisitions. Such
events may cause the underlying security of a security futures contact to change over the
contract duration. The terms of security futures contracts may also be adjusted to reflect other
corporate events affecting the underlying security.

8.2. Position Limits and Large Trader Reporting

All security futures contracts trading on regulated exchanges in the United States are
subject to position limits or position accountability limits. Position limits restrict the number of
security futures contracts that any one person or group of related persons may hold or control in
a particular security futures contract. In contrast, position accountability limits permit the
accumulation of positions in excess of the limit without a prior exemption. In general, position
limits and position accountability limits are beyond the thresholds of most retail investors.
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Whether a security futures contract is subject to position limits, and the level for such limits,
depends upon the trading activity and market capitalization of the underlying security of the
security futures contract.

Paosition limits apply are required for security futures contracts that overlie a security that
has an average daily trading volume of 20 million shares or fewer. In the case of a security
futures contract overlying a security index, position limits are required if any one of the securities
in the index has an average daily trading volume of 20 million shares or fewer. Position limits
also apply only to an expiring security futures contract during its last five trading days. A
regulated exchange must establish position limits on security futures that are no greater than
13,500 (100 share) contracts, unless the underlying security meets certain volume and shares
outstanding thresholds, in which case the limit may be increased to 22,500 (100 share)
contracts.

For security futures contracts overlying a security or securities with an average trading
volume of more than 20 million shares, regulated exchanges may adopt position accountability
rules. Under position accountability rules, a trader holding a position in a security futures
contract that exceeds 22,500 contracts (or such lower limit established by an exchange) must
agree to provide information regarding the position and consent to halt increasing that position if
requested by the exchange.

Brokerage firms must also report large open positions held by one person (or by several
persons acting together) to the CFTC as well as to the exchange on which the positions are
held. The CFTC'’s reporting requirements are 1,000 contracts for security futures positions on
individual equity securities and 200 contracts for positions on a narrow-based index. However,
individual exchanges may require the reporting of large open positions at levels less than the
levels required by the CFTC. In addition, brokerage firms must submit identifying information on
the account holding the reportable position (on a form referred to as either an “ldentification of
Special Accounts Form” or a “Form 102") to the CFTC and to the exchange on which the
reportable position exists within three business days of when a reportable position is first
established.

8.3. Transactions on Foreign Exchanges

U.S. customers may not trade security futures on foreign exchanges until authorized by
U.S. regulatory authorities. U.S. regulatory authorities do not regulate the activities of foreign
exchanges and may not, on their own, compel enforcement of the rules of a foreign exchange or
the laws of a foreign country. While U.S. law governs transactions in security futures contracts
that are effected in the U.S., regardless of the exchange on which the contracts are listed, the
laws and rules governing transactions on foreign exchanges vary depending on the country in
which the exchange is located.

8.4. Tax Consequences
For most taxpayers, security futures contracts are not treated like other futures

contracts. Instead, the tax consequences of a security futures transaction depend on the status
of the taxpayer and the type of position (e.g., long or short, covered or uncovered). Because of
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the importance of tax considerations to transactions in security futures, readers should consult
their tax advisors as to the tax consequences of these transactions.

Section 9 — Glossary of Terms

This glossary is intended to assist customers in understanding specialized terms used in
the futures and securities industries. It is not inclusive and is not intended to state or suggest the
legal significance or meaning of any word or term.

Arbitrage — taking an economically opposite position in a security futures contract on another
exchange, in an options contract, or in the underlying security.

Broad-based security index — a security index that does not fall within the statutory definition
of a narrow-based security index (see Narrow-based security index). A future on a broad-based
security index is not a security future. This risk disclosure statement applies solely to security
futures and generally does not pertain to futures on a broad-based security index. Futures on a
broad-based security index are under exclusive jurisdiction of the CFTC.

Cash settlement — a method of settling certain futures contracts by having the buyer (or long)
pay the seller (or short) the cash value of the contract according to a procedure set by the
exchange.

Clearing broker —a member of the clearing organization for the contract being traded. All
trades, and the daily profits or losses from those trades, must go through a clearing broker.

Clearing organization — a regulated entity that is responsible for settling trades, collecting
losses and distributing profits, and handling deliveries.

Contract — 1) the unit of trading for a particular futures contract (e.g., one contract may be 100
shares of the underlying security), 2) the type of future being traded (e.g., futures on ABC
stock).

Contract month — the last month in which delivery is made against the futures contract or the
contract is cash-settled. Sometimes referred to as the delivery month.

Day trading strategy — an overall trading strategy characterized by the regular transmission by
a customer of intra-day orders to effect both purchase and sale transactions in the same
security or securities.

EDGAR - the SEC's Electronic Data Gathering, Analysis, and Retrieval system maintains
electronic copies of corporate information filed with the agency. EDGAR submissions may be
accessed through the SEC’s Web site, www.sec.gov.

Futures contract — a futures contract is (1) an agreement to purchase or sell a commodity for
delivery in the future; (2) at a price determined at initiation of the contract; (3) that obligates
each party to the contract to fulfill it at the specified price; (4) that is used to assume or shift risk;
and (5) that may be satisfied by delivery or offset.
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Hedging — the purchase or sale of a security future to reduce or offset the risk of a position in
the underlying security or group of securities (or a close economic equivalent).

Illiguid market — a market (or contract) with few buyers and/or sellers. Illiquid markets have
little trading activity and those trades that do occur may be done at large price increments.

Liquidation — entering into an offsetting transaction. Selling a contract that was previously
purchased liquidates a futures position in exactly the same way that selling 100 shares of a
particular stock liquidates an earlier purchase of the same stock. Similarly, a futures contract
that was initially sold can be liquidated by an offsetting purchase.

Liquid market — a market (or contract) with numerous buyers and sellers trading at small price
increments.

Long — 1) the buying side of an open futures contact, 2) a person who has bought futures
contracts that are still open.

Margin — the amount of money that must be deposited by both buyers and sellers to ensure
performance of the person’s obligations under a futures contract. Margin on security futures
contracts is a performance bond rather than a down payment for the underlying securities.

Mark-to-market — to debit or credit accounts daily to reflect that day’s profits and losses.

Narrow-based security index — in general, and subject to certain exclusions, an index that has
any one of the following four characteristics: (1) it has nine or fewer component securities; (2)
any one of its component securities comprises more than 30% of its weighting; (3) the five
highest weighted component securities together comprise more than 60% of its weighting; or (4)
the lowest weighted component securities comprising, in the aggregate, 25% of the index’s
weighting have an aggregate dollar value of average daily trading volume of less than $50
million (or in the case of an index with 15 or more component securities, $30 million). A security
index that is not narrow-based is a “broad based security index.” (See Broad-based security
index).

Nominal value — the face value of the futures contract, obtained by multiplying the contract
price by the number of shares or units per contract. If XYZ stock index futures are trading at
$50.25 and the contract is for 100 shares of XYZ stock, the nominal value of the futures contract
would be $5025.00.

Offsetting — liquidating open positions by either selling fungible contracts in the same contract
month as an open long position or buying fungible contracts in the same contract month as an
open short position.

Open interest — the total number of open long (or short) contracts in a particular contract
month.

Open position — a futures contract position that has neither been offset nor closed by cash
settlement or physical delivery.

24 of 26



Performance bond — another way to describe margin payments for futures contracts, which are
good faith deposits to ensure performance of a person’s obligations under a futures contract
rather than down payments for the underlying securities.

Physical delivery — the tender and receipt of the actual security underlying the security futures
contract in exchange for payment of the final settlement price.

Position — a person’s net long or short open contracts.

Regulated exchange — a registered national securities exchange, a national securities
association registered under Section 15A(a) of the Securities Exchange Act of 1934, a

designated contract market, a registered derivatives transaction execution facility, or an
alternative trading system registered as a broker or dealer.

Security futures contract — a legally binding agreement between two parties to purchase or
sell in the future a specific quantify of shares of a security (such as common stock, an
exchange-traded fund, or ADR) or a narrow-based security index, at a specified price.

Settlement price — 1) the daily price that the clearing organization uses to mark open positions
to market for determining profit and loss and margin calls, 2) the price at which open cash
settlement contracts are settled on the last trading day and open physical delivery contracts are
invoiced for delivery.

Short — 1) the selling side of an open futures contract, 2) a person who has sold futures
contracts that are still open.

Speculating — buying and selling futures contracts with the hope of profiting from anticipated
price movements.

Spread — 1) holding a long position in one futures contract and a short position in a related
futures contract or contract month in order to profit from an anticipated change in the price
relationship between the two, 2) the price difference between two contracts or contract months.

Stop limit order — an order that becomes a limit order when the market trades at a specified
price. The order can only be filled at the stop limit price or better.

Stop loss order — an order that becomes a market order when the market trades at a specified
price. The order will be filled at whatever price the market is trading at. Also called a stop order.

Tick — the smallest price change allowed in a particular contract.
Trader — a professional speculator who trades for his or her own account.
Underlying security — the instrument on which the security futures contract is based. This

instrument can be an individual equity security (including common stock and certain exchange-
traded funds and American Depositary Receipts) or a nharrow-based index.
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Volume — the number of contracts bought or sold during a specified period of time. This figure
includes liquidating transactions.
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INTERACTIVE BROKERS DISCLOSURE STATEMENT FOR BOND TRADING

THIS DISCLOSURE STATEMENT DISCUSSES THE CHARACTERISTICS AND RISKS OF
TRADING BONDS THROUGH INTERACTIVE BROKERS (IB). BEFORE TRADING BONDS
YOU SHOULD CONSIDER CONSULTING A FINANCIAL ADVISOR, WHO CAN PROVIDE
ADVICE ON WHETHER PARTICULAR INVESTMENTS SUIT YOUR FINANCIAL GOALS.

IB MERELY PROVIDES EXECUTION AND CLEARING SERVICES AND DOES NOT
PROVIDE SPECIFIC TRADING OR INVESTMENT ADVICE. 1B WILL NOT MONITOR YOUR
TRADES AND INVESTMENTS TO DETERMINE IF THEY ARE APPROPRIATE FOR YOUR
FINANCIAL NEEDS.

BEFORE TRADING ANY PARTICULAR BOND, YOU SHOULD UNDERSTAND THE EXACT
TERMS AND CONDITIONS OF THE BOND, INCLUDING ITS CREDIT RATING, ITS MATURIT
Y,ITS RATE

AND YIELD, WHETHERIT IS CALLABLE, AND OTHER RELEVANT INFORMATION.

More information on bond trading can be found on the following website sponsored by the Securities
Industry and Financial Markets Association: www.investinginbonds.com.

Section 1 — Characteristics of Bonds
1.1 — What is a bond?

A bond is a type of interest-bearing or discounted security usually issued by a government or
corporation that obligates the issuer to pay the holder an amount (usually at set intervals) and to
repay the entire amount of the loan at maturity. It is another way for the issuer to generate
money as opposed to issuing stock.

1.2 — What are the types of bonds?

A. U.S. Government Bonds

Bonds issued by the U.S. government are called Treasuries. These are grouped
into three categories: (1) Treasury bills; (2) Treasury notes; and (3) Treasury bonds.
They each have a different length of time until maturity. Income earned on Treasuries is
exempt from state and local taxes, but taxable by the federal government. Treasuries
are considered to be the safest bond investments since the U.S. government backs
them and it is highly unlikely that a situation of default will occur. However,
Treasuries with long maturities have more potential for inflation and credit risk.

B. Municipal Bonds
Municipal bonds are debt obligations of state or local governments. The funds may be
used to support general governmental needs or special projects. Municipal bonds are
considered riskier investments than Treasuries, but they are exempt from taxing by
the federal government and local governments often exempt their own citizens from
taxes on its bonds. However, municipal bonds often have a lower coupon rate because
of the tax break.

C. Corporate Bonds
Corporate bonds are debt instruments issued by private corporations. They usually
have four distinguishing characteristics: (1) they are taxable; (2) they usually have a par
value of $1,000; (3) they have a term maturity (they become due all at once) and are paid
for out of a sinking fund for that purpose; and (4) they are traded on major
exchanges with prices published in newspapers. Corporate bonds come in
various maturities. They are considered the riskiest of the bonds because there is
much more of a credit risk with corporate bonds, but this usually means that the
bondholder will be paid a higher interest rate. Corporations with low credit ratings
issue bonds too, and these are speculative products called junk bonds. Par value, or
face amount, is usually $,1000, but bond prices are quoted on $100. For example, a quote
of 80 is a bond selling for $800. Amounts less than $10 are quoted in eighths ($1.25).



Therefore, a quote of 80 1/8 is equal to $801.25.

Convertible Bonds are bonds that may be converted into another form of corporate
security, usually shares of common stock. Conversion only occurs at specific times
at specific prices under specific conditions and this will all be detailed at the time the
bond is issued.

D. Zero-Coupon Bonds
These are bonds that do not pay interest periodically, but instead pay a lump sum of the
principal and interest at maturity. Investors, however, must pay taxes on the interest as it
accrues, not when they receive it.

1.3 — Bond Ratings

Standard & Poor’s and Moody’s Investors Service assign credit ratings to governments and
corporations which help determine the amount of interest paid. The ratings for bonds are in
the chart below. The ratings represent greater default risk as you read down the chart (see
Section 2 for credit and other risks associated with bonds).

Quality Moody’s Standard & Poor’s
Best Quality Aaa AAA

High Quality Aa AA

Upper-medium grade A A

Medium grade Baa BBB

Junk Bonds/Speculative/High Yield Ba, B, Caa, Ca BB, B, CCC, CC
Default - D

Bond ratings are subject to change by factors that affect the company’s credit.

The ratings that appear for the bonds IB offers are from sources IB believes to be reliable;
however, IB cannot guarantee their accuracy.

* * * *

Section 2 — General Risks of Bond Trading

Trading bonds may not be suitable for all investors. Although bonds are often thought to be
conservative investments, there are numerous risks involved in bond trading. If you
are uncomfortable with any of the risks involved, you should not trade bonds.

There is a credit risk involved with trading bonds. When you purchase a corporate bond, you
are lending money to a company. There is always the risk that the issuer will go bankrupt. If
this happens, you will not receive your investment back. This is a risk of which you must be aware.
Credit risk is figured into the pricing of bonds.

There is a prepayment risk involved. Prepayment risk involves the scenario where an issuer “calls”
a bond. If this happens, your investment will be paid back early. Certain bonds are callable
and others are not, and this information is detailed in the prospectus. If a bond is callable, the
prospectus will detail a “yield-to-call” figure. Corporations may call their bonds when interest
rates fall below current bond rates.

A “put” provision allows a bondholder to redeem a bond at par value before it matures. Investors
may do this when interest rates are rising and they can get higher rates elsewhere. The issuer will
assign specific dates to take advantage of a put provision. Prepayment risk is figured into the
pricing of bonds.

There is a significant inflation risk when trading bonds. Inflation risk is the risk that the rate of




the yield to call or maturity of the bond will not provide a positive return over the rate of
inflation for the period of the investment. In other words, if the rate of inflation for the period of
an investment is six percent and the yield to maturity of a bond is four percent, you will receive
more money in interest and principal than you invested, but the value of that money returned
is actually less than what was originally invested in the bond. As the inflation rate rises, so
do interest rates. Although the yield on the bond increases, the price of the actual bond
decreases. This is a risk of which you must be aware.

There is an interest rate risk associated with bonds. Changes in interest rates during the term of
any bond may affect the market value of the bond prior to call or the maturity date.

* * * *

Section 3 — Risks of Trading Bonds Electronically

IB is an online, direct access brokerage firm that executes virtually all trades on electronic market
centers. IB will post bids and offers for bonds from various information sources and markets
and will allow you to execute trades against those electronically-displayed bond quotes.

Unlike the practice of many other brokers, IB will not make telephone calls to various bond
dealers in seeking to execute your bond orders. Rather, IB will provide you with direct access to
electronic bond trading platforms.

Electronic trading has a number of inherent advantages (such as speed, low cost, and a clear audit
trail) but it also has certain inherent disadvantages. You should be aware that electronic
bond trading platforms may have less liquidity or less advantageous prices than could be
offered telephonically by a bond dealer. In addition, electronic trading platforms are
inherently vulnerable to technical errors and outages.

Please note that many bond dealers place quotes to buy or sell the same bond position on
multiple bond trading venues (e.g., 10 bonds on Market A and 10 bonds on Market B). If an IB
customer order executes against both of the quotes (e.g., an order to buy 20 is filled 10 at Market
A and 10 at Market B), the dealer may request that one of the trades be busted (reversed). IB
reserves the right to grant such requests without consent of customer if IB, in its discretion,
believes that the dealer is acting in good faith.

* * * *

Section 4 — Margin

When a broker-dealer lends a customer part of the funds needed to purchase a security such as a
bond, the term “margin” refers to the amount of cash, or down payment, the customer is required
to deposit. Bonds, like equity securities, may be traded on margin. Trading on margin is
inherently more risky than trading in fully-paid-for securities. For risks associated with margin
trading, please see Interactive Brokers LLC'’s “DISCLOSURE OF RISKS OF MARGIN TRADING.”

* % * *

Section 5 - Commissions and Mark-Ups

You will be charged a commission for bond trades executed through IB. IB may execute your
bond trade through or against an affiliate of IB (such as Timber Hill LLC or another
affiliate), which may charge a markup on trades such affiliate executes as principal against
your bond order.



* * * %

INTERACTIVE BROKERS DISCLOSURE REGARDING DISTRESSED BONDS

On the Settlement Date, the buyer must pay to seller only the agreed upon price, without any
payment in respect of interest. The person holding the bond on the Record Date receives any and
all interest payments whenever made. If a Record Date occurs before the Settlement Date,
seller will get any interest paid on a bond that is trading Flat. If there is a change in the Record
Date, the party that was a bondholder with respect to the prior Record Date loses any rights they
may have had to receive any related payment of principal or interest.

If a bond that was sold with accrued interest begins trading Flat after the trade date but before
Settlement date, the buyer remains responsible for paying the accrued interest to the seller,
even though the buyer may not receive interest from the bond issuer. If the accrued interest
payment is not made on the actual Payment Date, but is made during the Grace Period, any
interest payments will accrue to the seller. If accrued interest is paid after the Grace Period, it
will belong to the buyer when paid.

Bankruptcy courts can issue broad orders at the request of a bankruptcy debtor that halt or
seriously restrict trading in all of the debt and equity of the debtor corporation for the protection of
the bankruptcy debtor's net operating loss ("NOL") carryovers and other tax attributes of the
debtor.

"Minimum denomination transfer requirements" are generally found in the Indenture and the
offering documents and provide that a transfer of a bond whether in physical or book- entry form
be made in certain minimum denominations.



ISE Disclosure for Option Orders Over 500 Contracts

Interactive Brokers is required to provide to you the following disclosure regarding option orders
of over 500 contracts that may be executed using the International Securities Exchange (ISE)
Block Order Solicitation Mechanism:

When handling an order of 500 contracts or more on your behalf, Interactive Brokers may solicit
other parties to execute against your order and may thereafter execute your order using the
ISE’s Solicited Order Mechanism. This functionality provides a single-price execution only, so
that your entire order may receive a better price after being exposed to the Exchange’s
participants, but will not receive partial price improvement. For further details on the operation of
this Mechanism, please refer to ISE Rule 716, which is available at www.iseoptions.com under
"Regulation - Rules."




PLEASE READ THE FOLLOWING CAREFULLY. IT MAY SIGNIFICANTLY IMPACT THE
SUCCESS OF YOUR TRADING ACTIVITY ON OPEN OUTCRY (PIT) MARKETS.

Certain exchanges to which you may route orders through Interactive Brokers (“IB”) are non-
electronic, open outcry market places. On such exchanges, orders submitted via the TWS will
be routed to the floor electronically but are thereafter delivered into the trading pits manually and
are subject to time disadvantages inherent with such markets. Trades execute when 2 brokers
meet in the trading pit and verbally agree on a trade price and other trade details.

Traders acting on these exchanges must be aware of the following:

» All order actions (new orders, modifications, cancellations) are subject to delays relating to
the delivery process. The delays are usually 30-60 seconds but can last several/many
minutes in busy conditions such as at the open or close of the trading session.

» Frequent order modifications (price or quantity) will often result in poor executions since a
modification requires that the pre-existing order be cancelled and a new order instated. If
modifications are submitted faster than they can be processed, there is a strong likelihood of
poor or missed executions.

» There is no time or price priority for orders. It is possible that an order will not be executed
even though trades are reported at, or better than, the expected price.

» Market orders may be executed at unfavorable prices. Use of market orders is permitted, but
not recommended.

» Cancelled orders may be executed. It is not uncommon that the report of an executed order
is delayed due to market volume. When the cancel request is sent, the pit broker is then
forced to report the status which may be “filled, too late to cancel’.

IB recognizes the limitations of open outcry trading as compared to electronic trading and has
designed the TWS system to remove as many of the problems as possible. Nevertheless,
traders should not expect a similar performance from the IB brokerage system for floor-traded
markets as for electronic markets.

| acknowledge the limitations of floor-traded markets and agree that IB will not be liable for
delays and errors outside of its control relating to the manual open outcry trading process.
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Interactive Brokers Order Routing and Payment for Order Flow
Disclosure

. 1B's Order Routing System: IB does not sell its order flow to another broker to handle and route. Instead, IB has buitt a reaHime,
high-speed Best Execution Order Routing System (SmartRoutingSM), which is designed to optimize execution price, speed and total cost
of execution for stocks and options. IB constantly changes and enhances the SmartRouting system to adapt to changes in markets, new
exchanges, new trading rules, etc. IB's SmartRouting system continually scans competing market centers and automatically seeks to route
orders to the best market, taking into account factors such as quote size, quote price, exchange or ATS transaction fees or rebates and the
availability of price improvement (execution at a better price than the National Best Bid or Offer (NBBO). The IB SmartRouting system
continually reevaluates market conditions and prices for pending IB customer orders and dynamically re-routes orders as necessary.

For some products, IB customers may directly route their orders to a particular market of their choice, although IB recommends that our
customers use the IB SmartRouting system.

IB also operates an Altemative Trading System (ATS) in accordance with SEC Regulation ATS, on which it executes IB customer trades
against each other or against one or more professional liquidity providers who send orders into the IB ATS. Order executions on IB's ATS
are faster, eliminate exchange fees and may offer price improvement compared to the NBBO. Statistical information regarding the quality
of executions for orders effected through IB's ATS (e.g., average execution speed, percentage of orders receiving price improvement, etc.)
are available on the IB website at www.interactivebrokers.com or may be downloaded at:
http/Amww.interactivebrokers.com/en/general/about/IBKR _ATS 605 Reports.php

Compliance with Regulation NMS: For U.S. stocks, IB's SmartRouting system is designed to comply with Reg NMS and with our
duty as a broker-dealer to provide best execution for customer orders. IB's SmartRouting system connects to and receives market data
feeds directly from most or all exchanges and public market centers. The IB SmartRouting system also has access to ATS's. Therefore IB
can attempt to route an order directly to the most favorable overall market(s) taking into account relevant conditions. If an order is not
executed immediately, IB's system then monitors the open order and in most cases will cancel and reroute it if market conditions or prices
change and another market center becomes more favorable for the order. If an order is too large to be executed at the best price ata
single exchange or market center, IB's SmartRouting system generally will split the order and send it to multiple destinations to attempt to
get the fastest fill at the most favorable price.

Intermarket Sweep Orders for U.S. National Market System Stocks: Because IB's system monitors the available
markets and is designed to send orders to the markets posting the best price, orders routed to exchanges by the IB SmartRouting system

generally wil be marked as "Intermarket Sweep Order” (ISO), meaning that an exchange that receives such an order will be able to
execute the order in reliance that the IB system did not identify any better prices for the order, or that other orders sent at or around the
same time by IB have already taken out any better quotes on other exchanges or market centers. IB has certain processes in place to
monitor its connections to various exchanges and market centers, the quality of its market data feeds and the quality of its order
executions. If an exchange system or the IB system is experiencing technical problems, or if IB is not connected to the market that is
posting the best price, IB may route an order to an exchange without marking the order as ISO. This will allow the receiving market to re-
route the order to a market offering a better price, if necessary.

. Orders Sent Near the Opening of Trading: Please note that markets can be especially volatile near the opening of a frading
session, with prices and available volume often changing rapidly and with data feeds from various markets potentially being slow or

temporarily unavailable. IB cannot guarantee that orders sent near the opening of trading necessarily will receive the best posted price.
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You may want to consider the use of limit orders at the open, although market orders should be used if you want a higher certainty of
getting afil.

5 Order Conversion and Designation: Interactive Brokers may convert certain order types or apply conditions to certain IB

customer orders in order to facilitate an execution. For example, IB may simulate certain order types using order designations. Simulated
order types may be used in cases where an exchange does not offer an order type or in cases where IB has decided not to offer a certain
order type offered "natively” by an exchange. In addition, orders may be sent Immediate or Cancel, Fill-Or-Kill, AllFOr-None, etc. in order to
facilitate an immediate automatic execution, consistent with the objectives of the customer order. To protect customer orders from
significant and rapidly changing prices, IB may simulate market orders on exchanges by establishing an execution cap at a percentage
beyond the inside bid/ask. While this cap is set at a level intended to balance the objectives of execution certainty and minimized price risk,
there exists a remote possibility that an execution will be delayed or may not take place. In addition, IB is required by exchanges and
regulators to maintain "filters" in its systems that prevent executions at prices that might be deemed to be disruptive to an orderly market
(orexchanges may have such filters in their systems). These filters may cause an otherwise marketable order not to be executed or to be
delayed in execution, even if the customer might want the order to be executed at a certain price immediately.

: Interactive Brokers does not sell its
order flow to another broker to handle and route. Through its SmartRouting system, IB evaluates each individual order and determines the
best execution venue(s), from the perspective of the customer, where that order may be executed.

A Dark Pool and ATS Executions for Stock and ETF Orders: IB maintains connections to "dark pool" ATS's (including
the IB ATS) that execute a portion of IB customer stock orders. IB customers benefit from IB's access to dark pools. Dark pools
provide a source of substantial additional liquidity. Dark pools charge no execution fees or lower execution fees than exchanges. Dark
poals also provide fast executions and the possibility of executions at prices more favorable than the prevailing NBBO.

IB receives rebate payments for routing certain IB customer orders to dark pools. IB shares the benefit with IB customers as follows:
As of April 2016, for customers using the Fixed commission schedule, customers pay no venue transaction fee and IB reduces the IB
commission to $.004 per share from $.005 per share (a 20% commission savings). For IB customers using the Tiered commission
schedule, customers pay no venue transaction fee and IB passes roughly 50% of the average rebates received from all dark pools/
ATS's and liquidity providers to customers whose orders are routed to any such venue.

B. Liquidity Provider Relationships in the IB ATS: IB has entered arrangements with certain institutions under which such
institutions may send orders to the IB ATS at or near the NBBO. These orders are held within the IB system and are not displayed in
the national market. If an IB customer order could be immediately executed against such an order held in the IB system (at the NBBO
or at a better price than the NBBO), the orders may be crossed and the execution reported to the National Market System. This
amangement provides extra potential liquidity (size) for IB customer orders and leads to faster executions (since the orders do not
have to be routed out to an exchange), as well as providing the possibility of price improvement (since the orders may be executed at
a better price than available on an exchange).

IB may receive payment in the form of commissions or commission equivalents from the liquidity providers for these executions in the
IB ATS. IB shares the benefit with IB customers in the same manner as described above (Fixed commission schedule customers
receive a commission reduction to $.004 per share from $.005 per share and Tiered commission schedule customers receive roughly
50% of any average payments received from all dark pools/ATS's and liquidity providers to customers whose orders are routed to the
B ATS).

C Routing of Certain Non-Marketable Stock and ETF Orders: \When IB receives a non-marketable customer order, IB
may route some portion of the order for display on a public market and may retain the remaining portion of the order on IB's ATS,
where it may be matched against a conditional order of a liquidity provider that has committed to trade against the remaining portion
of the customer order in the event that the portion of the customer order that was routed to a public market is executed. When a
liquidity provider has been committed to trade against a portion of a customer order as described above, such liquidity provider
cannot cancel its order (or the portion of its order that has been committed to trade against the customer order if the publicly-
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displayed portion of the customer order is executed). If the liquidity provider attempts to cancel some or all of the committed size, it
will receive a message rejecting the cancellation (i.e., the liquidity provider will be told that there is an IB customer order that the
liquidity provider is committed to frade against). The liquidity provider is not told the size or price of the customer order. This
arrangement provides potential additional liquidity for IB customer orders. In addition, IB will share with the customer a portion of the
commission or commission equivalent IB receives from the liquidity provider for these executions, reducing the total cost of execution
to the customer.

. Tiered Commission Structure: Under IB's Tiered commission model, IB passes to Tiered commission customers some or all
of certain rebate payments IB receives for executing stock orders, although the Tiered commission model is not intended to be a
direct pass-through of exchange and thirdparty fees and rebates. For example, IB may receive enhanced rebate payments for
exceeding volume thresholds on particular markets, but typically will not direclly pass these enhancements to customers. Likewise IB
does not pass to customers all of the rebates IB may receive for orders executed in dark pools, or orders in pink or OTCBB stocks.

Options: Interactive Brokers does not sell its option orders to another broker to handle and route. Rather, IB employs its
SmartRouting system to try to achieve the best execution for customer option orders. The SmartRouting system attempts to achieve
an execution price at NBBO or better than the NBBO by utilizing relationships with affiliates and other liquidity providers, who may
provide price improvement through the various auction and price improvement mechanisms offered under U.S. option exchange
rules.

Interactive Brokers' affiliate Timber Hill LLC (Timber Hill) is a significant market maker on U.S. options exchanges. If Timber Hill is
offering the best price in the national market or is willing to provide an execution at a better price for an IB customer than the NBBO,
IB generally will route the order to an options exchange where Timber Hill is more likely to trade with the order. This will benefit the
customer —who receives an execution at NBBO or better - and will also benefit Timber Hill, which increases its market share in
options contracts, from which it attempts to eam a market making spread.

In cases where the customer is €eligible for a rebate for the order under IB's Tiered commission schedule, if routing to an exchange
where Timber Hill is active would reduce the rebate to be paid to the customer (or increase a fee paid by the customer) compared to
a different exchange, IB generally will adjust the rebate paid to the customer (or the fee paid by the customer) to match the higher
rebate (or lower fee), although IB does not guarantee this. As a specialist on various options exchanges, Timber Hill may be
responsible for allocating payments for orders that are generated in its assigned options dasses, depending on the design of the
applicable exchange's SEC-approved payment plan. Consistent with these plans, Timber Hill pays such funds to Interactive Brokers.

IB also maintains relationships with other liquidity providers who may provide executions at the NBBO or a better price than the
NBBO for IB customer option orders. These relationships benefit IB customers, who may receive price improvement for their options
orders. IB may receive payment in the form of commissions or other payments from the liquidity providers for these executions.

Several options exchanges impose "maker-taker” fees and rebates, in which exchange members are charged for orders that take
liquidtty (i.e., marketable orders that trade against a posted quote or limit order) and receive a rebate for orders that add liquidity to
the exchange (i.e., non-marketable limit orders that are posted and then trade against incoming marketable orders), or vice versa.
The charges imposed or rebates offered by these exchanges affect the total cost of execution, and IB's SmartRouting System takes
this into account in determining where to route option orders - trying to minimize the costs that customers incur. In addition, if muttiple
exchanges are quoting at the NBBO for an option order and IB has discretion as to where to send the order or a portion ofit, IB
generally will "break the tie" by sending the order to an exchange where it will receive the most payment for the order.

Under certain circumstances, IB may route a marketable option order to an exchange that is not curently posting the NBBO but
which may be willing to execute the order at the NBBO. Generally, IB will do this in order to avoid or reduce the fee for executing the
order, compared to routing to a different exchange. IB generally will share the economic benefit of routing orders in this manner with
customers in the form of reduced execution fees, although IB does not guarantee that it will share such benefit. In addition, in the
limited circumstances where IB routes orders in this manner, IB generally guarantees a fill at the NBBO at the time the order was
routed.
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Under IB's Tiered commission model, IB passes to Tiered commission customers some or all of certain rebate payments IB receives
for executing option orders, although the Tiered commission model is not intended to be a direct pass-through of exchange and third-
party fees and rebates. For example, IB may receive enhanced rebate payments for exceeding volume thresholds on particular
markets, but typically will not directly pass these enhancements to customers. Likewise IB does not pass to customers all of the
rebates IB may receive for liquidity taking orders, complex orders or orders executed in price improvement auctions. Traditional
exchange payment for order flow programs result in payments to specialists or primary market makers, some portion of which may be
paid on to IB. IB does not pass these payments directly to customers.

7. Affiliate Investments in Exchanges: An dffiliate or affiliates of Interactive Brokers LLC own(s) minority interests in OneChicago
(security futures exchange), ISE Stock Exchange, CBOE Stock Exchange and a substantial, minority investment in the Boston Options

Exchange Group LLC, which operates the BOX Options Exchange.

Seo.mhes and Exchange Comm|SS|on mles reqwre al brokerage ﬁrms to make publlcly avallable quarteriy reports descnblng thelr order
routing practices. IB's quarterly order routing reports are available on the IB website at www.interactivebrokers.com, or you can contact IB
Customer Service.

In addition to the basic quarterly reports, under Rule 606 of SEC Regulation NMS, a broker-dealer is required upon a customer request to
provide information regarding the identity of the market center to which the customer's orders were routed in the six months prior to the
request; whether the order was a directed or non-directed order, and the time of the transaction, if any, that resulted from such order.
Please contact the IB Customer Service Desk in writing through the information on the IB website at interactivebrokers.comvhelp if you wish
to receive the foregoing routing information for any order(s) within the past six months. Please type "Request for Order Routing
Information" in the subject line of your request and please include your name, user id and account number as well as the date of the order,
the security, the quantity, and any other information necessary to identify the order (e.g., the time of day if there were several similar orders
thatday.)
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Notice Regarding Pre-Arranged Trading On U.S. Futures
Exchanges

Pre-arranged trading results when a discussion is held by market participants prior to trade execution
to ensure that a contra party will take the opposite side of a particular order. U.S. futures exchanges,
including, but not limited to, CME, CBOT, NYMEX, ICE-US, CFE, OneChicago and Nasdagq OMX Futures
have regulations regarding the execution of pre-arranged trades. Interactive Brokers customers are
responsible to know and abide by ALL exchange restrictions regarding pre-arranged trading.
Interactive Brokers customers should not engage in pre-arranged trading unless such transactions are
permitted by the relevant exchange. Customers should review the rules of each exchange to
determine whether, and under what circumstances, such transactions are permitted. For your
reference, various exchange rulebooks can be found at the following websites:

CME, CBOT, NYMEX
http://www.cmegroup.com/market-regulation/rulebook/

ICE Futures U.S.
https://www.theice.com/futures-us/regulation#Rulebook

CFE
http://cfe.cboe.com/aboutcfe/rules.aspx

OneChicago
http://www.onechicago.com/?page_id=4

Nasdaq OMX Futures
http://nasdagomxphlx.cchwallstreet.com/nasdagomxphlx/ngf/
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FINANCIAL SERVICES GUIDE

Interactive Brokers LLC

This Financial Services Guide (“FSG”) is issued by Interactive Brokers LLC (ARBN 091191141; AFSL 245574) (“IB”) to inform you of various topics,
including:

The Services We Offer;

Details Regarding How to Instruct Us;

Remuneration;

Any Associations or Relationships we May Have and Details of Any Potential Conflicts of Interest;
How We Use Your Personal Information (IBG Privacy Statement);

How We Handle Customer Complaints (Dispute Resolution); and

Our Contact Information

Purpose & Content of the FSG

The purpose of this FSG is to provide IB customers with important information about the financial services that we offer and is structured to
give you information required to make an informed decision about whether to use those financial services. In addition to the general
information offered in this FSG, we have also outlined the remuneration that may be paid to IB in relation to the financial services we offer,
and we have included a section on how we handle complaints.

In addition to this FSG, you may receive, from time to time, a Product Disclosure Statement (“PDS”) that will disclose important information
about financial products offered by IB including, but not limited to: features, benefits, risks, costs, taxation implications and the availability of
additional information regarding certain products (e.g., futures and options) that you may decide to trade.

IB has prepared this document in accordance with the requirements under the Australian Corporations Act (2001). While IB offers execution and
clearing services to customers on worldwide exchanges, this FSG is primarily geared toward IB’s activities in Australia.

Financial Services Offered

The affiliates of Interactive Brokers Group (“IBG”), an automated global electronic market maker and broker, specialize in routing orders and executing
and processing trades in securities, futures and foreign exchange instruments. IBG affiliates conduct business on more than 60 electronic exchanges

and trading venues around the world. IB, using its proprietary software, provides non-advisory brokerage services to professional traders and investors
with direct access to stocks, options, futures, forex and bonds from a single IB Universal Account™.

In Australia, IB’s financial services licence authorizes it to deal in securities, derivatives and foreign exchange contracts and to provide custodial and
depository services to customers. As such, IB offers customers access to securities and futures traded on the Sydney Futures Exchange Limited
(“SFE”) and the Australian Stock Exchange Limited (“ASX”). In this regard, IB acts as Agent for customers.

IB is a participant on the SFE. IB is not a participant on the ASX. IB’s proprietary trading affiliate, Timber Hill Australia Pty Limited (ABN 25079993534)
(“THA”) is a participant on the ASX. For customers wishing to execute trades on ASX, IB routes such orders through THA’s connection to the ASX
Integrated Trading System (‘ITS”) using an electronic communications process (“ecp”) dedicated to the routing of only IB customer orders.

A full list of the products IB offers and the worldwide exchanges on which they are offered is available on the IB website at www.interactivebrokers.com.

IB does not solicit orders from customers, nor does it offer any trading, tax or other advice or recommendations to customers. IB employees are
prohibited from providing any such advice to customers.

How You Can Send IB Instructions

IB Customers route orders to IB through their Trader Workstation (“TWS”), Computer to Computer Interface (“CTCI”) or an Application Programming
Interface (“API”), by logging in through a secure username and password. As set forth in the IB Customer Agreement, IB does not know whether an
unauthorized person is entering orders with a customer’s user name/password. Customers are fully responsible for the confidentiality and use of their
user name/password and remain responsible for all transactions entered using their user name/password. Customers may also contact IB Customer
Service using the details below should they experience technical difficulties.

Remuneration

Commission and fee information is available for each exchange or market center from a link on the 1B website at www.interactivebrokers.com. Please
note that IB does not solicit orders from customers, does not offer any advice or recommendations to customers, and IB representatives do not handle
customer accounts. As such, no IB employee earns a commission for the trades that are self-directed by IB customers. All commissions are earned by
the firm.

Information regarding commissions and brokerage fees may be found on the IB website at www.interactivebrokers.com.

Associations/Relationships & Potential Conflicts of Interest

Neither IB nor any related bodies corporate have any relationships or associations with any product issuer that could be expected to influence us in the
provision of financial services. Similarly, IB does not act under any binder in providing any authorized services.
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Use of Your Personal Information — IBG Privacy Statement

IBG does not sell or license information about IB customers to third parties, nor do we sell customer lists or customer e-mail addresses to third-party
marketers.

At IB, we understand that the confidentiality and security of the personal information that you have shared with us is important to you. That's why we
have developed specific policies and practices that are designed to protect the privacy of your personal information. By opening an account with IB or by
utilizing the products and services that are available through IB, you have consented to the collection and use of your personal information in
accordance with the privacy policy set forth below. We encourage you to read this privacy statement carefully.

In order to provide brokerage services and in compliance with regulatory requirements, 1B collects certain personal, non-public information from you.
This includes information that you provide during the IB account application process (e.g., your name, e-mail address, telephone number, birth date,
social security number, investment objectives, etc.), and acquired as a result of the transactions you conduct through the IB system. We safeguard the
confidentiality of your information in a number of ways. For example:

e  We do not sell or license lists of our customers or the personal, non-public information that you provide to us.

e We restrict access to the personal, non-public information that you have shared with us to those IB employees, agents, and affiliates who need to
know such information in connection with the services that IB provides to you.

¢  We maintain strict employment policies that prohibit employees who have access to your personal, non-public information from using or disclosing
such information except for business purposes.

e  We take substantial precautions to safeguard your personal, nonpublic information. For example, the IB system can be accessed only by
authorized IB personnel via valid user names and passwords. In addition, our Internet-based systems include security measures such as
encryption and firewalls.

IB uses the personal, nonpublic information that we collect from you to service your account (e.g., to qualify you for trading the products and using the
services available through the IB system and to execute and confirm your IB transactions). In doing so, we may share such information with our
employees, agents, and affiliates.

IB also collects and uses information acquired from "cookies." "Cookies" are bits of textual information that are sent electronically from a web server to
your browser and are stored on your computer. They do not identify you individually nor do they contain personal information about you, unless you have
identified yourself or provided the information by, for example, opening an account or registering for an on-line service. IB may use cookies to measure
and identify website traffic patterns and to track the performance of web features and advertisements. By providing IB with a better understanding of how
you and others use IB's websites and other web services, cookies enable IB to improve the navigation and functionality of its websites and to present the
most useful information and offers to you. IB may share information obtained from cookies with its employees, agents and affiliates, but does not sell
such information to unaffiliated third parties. IB may permit other companies or their third party ad servers to set cookies on your browser when you visit
an IB website. Such companies generally use these cookies as we do.

We do not disclose personal, nonpublic information to individuals or entities that are not affiliated with 1B, except as provided by law. For example,
among other reasons we may disclose or report such information: where necessary to authorize, effect, administer, or enforce transactions that you
request or authorize; to maintain and administer your account; to provide you with account confirmations, statements and records; to maintain
appropriate archival records; where we believe that disclosure is required by applicable law, rules or regulations; to cooperate with law enforcement or
regulatory or self-regulatory organizations; to enforce our customer and other agreements; to meet our obligations, or to protect our rights and property.

Finally, if you choose to subscribe to any of the Trader's Toolbox suite of third-party services that are provided through the IB website, we may disclose
such information to the service providers as necessary for them to provide the services that you have requested. IB requires these service providers to
enter into confidentiality agreements with IB that limit their use of the information that they receive. Such agreements prohibit the service provider from

using 1B customer information that they receive other than to carry out the purposes for which the information was disclosed.

If you have any questions about these policies, please contact the IB Customer Service Department at help@interactivebrokers.com.

Dispute Resolution

If you wish to file a complaint with IB, we encourage you to send your complaint via Account Management for the most expedient and efficient handling.
This can be done by clicking on "Inquiry Ticket." Under "New Ticket" select the following:

Category: Other Regulatory
Sub-category: Submit a Complaint

Alternatively, customers may send their complaints by e-mail to help@interactivebrokers.com; by telephone to the customer service telephone numbers
listed on the IB website at www.interactivebrokers.com; or by hard copy addressed to:

Legal & Compliance Department
Interactive Brokers LLC

One Pickwick Plaza

Greenwich, CT 06830

As indicated by the Financial Industry Complaints Service Limited (“FICS”), if you have not received a satisfactory response to your complaint, or, forty-
five (45) days have elapsed, you may refer the matter to the FICS. FICS can be contacted at:

P.O. Box 579
Collins Street West
Melbourne Vic 8007
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Telephone: 1300 78 08 08
Fax: (03) 9621 2291

Email: fics@fics.asn.au

Website: www.fics.asn.au
This service is provided to you free of charge.

You may also refer the matter to the Australian Securities and Investments Commission (“ASIC”). ASIC may be contacted on their Infoline on 1300 300
630.

Alternatively, customers who wish to file a complaint with, or initiate an arbitration or reparations proceeding against, IB, may consult the website of, or
contact, a Self-Regulatory Organization ("SRQO"), e.g., the Securities and Exchange Commission (www.sec.gov), the Financial Industry Regulatory
Authority (www.finra.org), the National Futures Association (www.nfa.futures.org), the Commodity Futures Trading Commission (www.cftc.gov).

Contact Information
Interactive Brokers LLC
One Pickwick Plaza
Greenwich, CT 06830

1-877-442-2757 (from inside the U.S.)
312-542-6901 (from outside the U.S.)

e-mail: help@interactivebrokers.com

Additional contact information, including issue-specific details, is available at www.interactivebrokers.com.
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INTERACTIVE BROKERS LLC
PRODUCT DISCLOSURE STATEMENT
FOR
FUTURES & FUTURES OPTIONS TRADED ON THE SYDNEY FUTURES EXCHANGE
e Interactive Brokers LLC (ARBN 091191141; AFSL 245574) (“IB”) provides this Product Disclosure Statement (“PDS”) for exchange traded futures

and futures options on the Sydney Futures Exchange (“SFE”). YOU MUST READ THIS DOCUMENT IN FULL BEFORE TRADING SUCH
PRODUCTS.

. Some features and benefits of futures and futures options, including taxation implications, are detailed below.

e As detailed more fully below, futures and futures options are highly-risky investments. You should familiarize yourself with all the risks involved
before trading such products.

. IB’s commissions and fees are available on the IB website at www.interactivebrokers.com.

. General information regarding margin is set forth below, and I1B’s margin policies are available on the IB website at www.interactivebrokers.com.
You acknowledge, however, that IB GENERALLY WILL NOT ISSUE MARGIN CALLS, THAT IB WILL NOT CREDIT YOUR ACCOUNT TO
MEET INTRADAY MARGIN DEFICIENCIES, AND THAT IB GENERALLY WILL LIQUIDATE POSITIONS IN YOUR ACCOUNT IN ORDER TO
SATISFY MARGIN REQUIREMENTS WITHOUT PRIOR NOTICE TO YOU. You have also acknowledged that you have received and reviewed
IB’s Disclosure of Risks of Margin Trading provided separately by IB and available on the IB website.

e Asdetailed more fully below, IB is an SFE participant. Customers’ executed trades shall be cleared by Fortis Clearing Sydney Pty Ltd (“Fortis”), an
SFE Clearing Corporation Pty Ltd (“SFE Clearing”) participant.

e  The availability of additional information, including market data, is set forth below.
. Information regarding the availability of dispute resolution forums is detailed at the end of this document.

. IB has prepared this document in accordance with the requirements under the Australian Corporations Act (2001). While IB offers exchange traded
futures and futures options on worldwide exchanges, the focus of this PDS is primarily on IB’s activities in Australia. You should note that
transactions on derivatives exchanges outside Australia are generally subject to the exchange rules and laws of that jurisdiction.

The information in this Product Disclosure Statement (“PDS”) does not take into account your personal objectives, financial situation and needs. Before
trading in the products referred to in this PDS you should read this PDS and be satisfied that any trading you undertake in relation to those products is
appropriate in view of your objectives, financial situation and needs. Inasmuch as Interactive Brokers LLC employees are not authorized to provide you
with any advice or recommendation, you should consult your independent financial advisor or obtain other independent advice before trading in
exchange traded futures and futures options.

Purpose of this PDS

Interactive Brokers LLC (ARBN 091191141; AFSL 245574) (“IB”) has prepared this PDS for your review to assist you in determining whether you should
engage in trading exchange traded futures and futures options on the Sydney Futures Exchange (“SFE”). This document does not constitute a
recommendation or solicitation to engage in such trading. Rather, this document is meant to help you evaluate the risks and rewards of trading futures
and futures options on the SFE and whether they are appropriate for your investment objectives and financial situation.

Under the Australian Corporations Act, where IB enters into an exchange traded derivative on a customer’s behalf, IB is regarded as having issued the
derivative to the customer. IB’s contact details are as follows:

Interactive Brokers LLC

AFSL 245574
ARBN 091191141

One Pickwick Plaza
Greenwich, CT 06830
203-618-5763

Features of Futures and Futures Options Contracts

An exchange traded futures contract is an agreement, traded on a derivatives exchange, to deliver or take delivery of a specified amount of a security or
a commodity of a given grade or quality, or to make a cash adjustment based on a change in the price of the commaodity, financial instrument, security or
stock indices at an agreed time in the future.

Exchange traded futures contracts are issued for periods of up to several years in the future. The time of delivery or settlement for exchange traded
futures contracts is one of a series of standardized maturity times.

Option contracts traded over futures contracts (futures options) represent the right to enter into a futures contract at the exercise price of the futures
option granted in return for a premium. The seller is then under the obligation to enter into a futures contract at the exercise price of the futures option if
the option is validly exercised.
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It is important to distinguish between futures options and exchange traded options. If a futures option is exercised, it results in the establishment of a
futures contract, but, if an exchange traded option is exercised, it results in making or taking delivery of the actual commodity or instrument underlying
the option, or making a cash adjustment based on a change in the price of the commodity or instrument or on the movement in an index.

Possible Benefits of Exchange Traded Futures and Futures Options Contracts

Some people engage in trading derivatives contracts to provide those who deal in the traded commodities, financial instruments and securities with a
way to hedge the associated risks related to changing prices for their investments. Others may speculate (i.e., attempt to benefit from changing prices in
traded commodities, financial instruments or indices.

Risks of Trading Exchange Traded Futures and Futures Options Contracts

The risk of loss in trading in futures and futures options contracts can be substantial. You should therefore carefully consider whether that kind of trading
is appropriate for you in the light of your financial circumstances. In deciding whether or not you will become involved in that kind of trading, you should
be aware of the following matters.

(a) You could sustain a total loss of the initial margin funds that you deposit with your broker to establish or maintain a position in a futures
market.
(b) If the derivatives market moves against your position, you may be required, at short notice, to deposit with your futures broker additional

margin funds in order to maintain your position. Those additional funds may be substantial. If you fail to provide those additional funds within
the required time, your position may be liquidated at a loss and in that event you will be liable for any shortfall in your account resulting from
that failure.

(c) Exchange traded derivatives are subject to movements in the underlying market. In the case of options, they may fall in price or become
worthless at or before expiry.

(d) Under certain conditions, it could become difficult or impossible for you to liquidate a position (this can, for example, happen when there is a
significant change in prices over a short period).

(e) The placing of contingent orders (such as a 'stop-loss' order) may not always limit your losses to the amounts that you may want. Market
conditions may make it impossible to execute such orders.

f) A 'spread’ position is not necessarily less risky than a simple 'long' or 'short' position.

(9) The high degree of leverage that is obtainable in futures trading because of small margin requirements can work against you as well as for
you. The use of leverage can lead to large losses as well as large gains.

(h) If you propose to trade in futures options, the maximum loss in buying an option is the amount of the premium, but the risks in selling an option
are the same as in other futures trading.

(i) Options have a limited life span as their value erodes as the option reaches its expiry date. It is therefore important to ensure that the options
selected meet your investment objectives.

(k) The exchanges and their Clearing Houses have discretionary powers to take action in relation to the market and the operation of the clearing
facility to ensure fair and orderly markets are maintained as far as practicable. These actions can affect an investor’s option positions.

This statement does not disclose all of the risks and other significant aspects involved in trading on a derivatives market. You should therefore study
such trading carefully before becoming involved in it.

Costs & Amounts Payable Associated with Trading Exchange Traded Futures and Futures Options Contracts

Costs — Information regarding commissions and brokerage fees for exchange traded futures and futures options may be found on the IB website at
www.interactivebrokers.com. Commissions are due at the time of the trade.

Additional information on pricing and contract specifications for SFE futures and futures options contracts can be found on the Australian Securities
Exchange website at www.asx.com.au.

Amounts Payable
Margins
Generally, margin transactions for futures and futures options are subject to initial and maintenance margin requirements of exchanges, clearinghouses

and regulators and also to any additional margin requirement of IB. Initial margin may vary from time to time according to the volatility of the market.
Contracts are effectively marked to market on at least a daily basis.
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Details regarding IB’s margin policies are set forth on the IB website at www.interactivebrokers.com. You acknowledge that IB GENERALLY WILL NOT
ISSUE MARGIN CALLS, THAT IB WILL NOT CREDIT YOUR ACCOUNT TO MEET INTRADAY MARGIN DEFICIENCIES, AND THAT IB
GENERALLY WILL LIQUIDATE POSITIONS IN YOUR ACCOUNT IN ORDER TO SATISFY MARGIN REQUIREMENTS WITHOUT PRIOR NOTICE
TO YOU.

Clearing Arrangements

IB is a participant on the SFE and IB shall execute SFE orders for its customers. Orders executed for IB customers shall be cleared by Fortis Clearing
Sydney Pty Ltd (“Fortis”), an SFE Clearing Corporation Pty Ltd (“SFE Clearing”) participant.

The business address and phone number for Fortis are below:

Fortis Clearing Sydney Pty Limited
Level 8

50 Bridge Street

Sydney

NSW, 2000, Australia

612 8221 3000

Market Data

Market data is available for exchange traded futures and futures options contracts by subscribing to the Sydney Futures Exchange Data Feed through
IB.

Additional pricing information and contract specifications for SFE contracts are available at www.asx.com.au.

Taxation Implications

Your tax position when trading exchange traded derivatives will depend on your individual circumstances and you should consult your own tax advisor
before making any decisions to trade. It is important to determine whether you are a trader, a speculator or a hedger as the tax treatments for each may
differ. 1B cannot provide a detailed treatment of the taxation issues that are relevant to trading or investing in exchange traded futures and futures
options, nor does IB offer any taxation advice, and you must therefore discuss these issues with your tax advisor.

Some of the issues that may be relevant to you include:

e  Australian Tax Office (“ATO”) rulings need to be considered.

Are you classified as a trader, as a speculator or as a hedger?

Does revenue hedging or capital hedging apply to you?

Are there timing issues, for example, when an option is opened in one tax year and closed in the next tax year?

This is by no means a comprehensive list of the taxation issues of futures and futures options trading. The information contained in this PDS is provided
for educational purposes only and does not constitute investment, taxation or financial product advice. Taxation issues will vary from investor to investor.
It is therefore important to discuss your taxation situation with your independent financial advisor or accountant, to ensure that any options trades you
enter into will not have adverse taxation implications to you.

Dispute Resolution

If you wish to file a complaint against IB, we encourage you to send your complaint via Account Management for the most expedient and efficient
handling. This can be done by clicking on "Inquiry Ticket." Under "New Ticket" select the following:

Category: Other Regulatory
Sub-category: Submit a Complaint.

Alternatively, customers may send their complaints by e-mail to help@interactivebrokers.com; by telephone to the customer service telephone numbers
listed on the IB website at www.interactivebrokers.com; or by hard copy addressed to:

Legal & Compliance Department
Interactive Brokers LLC

One Pickwick Plaza

Greenwich, CT 06830

As indicated by the Financial Industry Complaints Service (“FICS”), if you have not received a satisfactory response or 45 days have elapsed, you may
refer the matter to the FICS. FICS can be contacted at:

P.O. Box 579

Collins Street West
Melbourne Vic 8007
Telephone: 1300 78 08 08
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Fax: (03) 9621 2291
Email: fics@fics.asn.au

Website: www.fics.asn.au
This service is provided to you free of charge.

You may also refer the matter to the Australian Securities and Investments Commission (“ASIC”). ASIC may be contacted on their Infoline on 1300 300
630.

Alternatively, customers who wish to file a complaint with, or initiate an arbitration or reparations proceeding against, IB, may consult the website of, or
contact, a Self-Regulatory Organization ("SRQO"), e.g., the Securities and Exchange Commission (www.sec.gov), the Financial Industry Regulatory
Authority (www.finra.org), the National Futures Association (www.nfa.futures.org), the Commodity Futures Trading Commission (www.cftc.gov).
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INTERACTIVE BROKERS LLC
PRODUCT DISCLOSURE STATEMENT
FOR
OPTIONS TRADED ON THE AUSTRALIAN STOCK EXCHANGE LIMITED
. Interactive Brokers LLC (ARBN 091191141; AFSL 245574) (“IB”) provides this Product Disclosure Statement (“PDS”) for exchange-traded options

(“ETOs”) on the Australian Stock Exchange Limited (“ASX”). YOU MUST READ THIS DOCUMENT IN FULL BEFORE TRADING SUCH
OPTIONS.

e  Some features and benefits of ETOs, including taxation implications and returns, are detailed below.

e  As detailed more fully below, ETOs are highly-risky investments. You should familiarize yourself with all the risks involved before trading such
options.

. IB’s commissions and fees are available on the IB website at www.interactivebrokers.com.

. General information regarding margin is set forth below, and IB’s margin policies are available on the IB website at www.interactivebrokers.com.
You acknowledge, however, that IB GENERALLY WILL NOT ISSUE MARGIN CALLS, THAT IB WILL NOT CREDIT YOUR ACCOUNT TO
MEET INTRADAY MARGIN DEFICIENCIES, AND THAT IB GENERALLY WILL LIQUIDATE POSITIONS IN YOUR ACCOUNT IN ORDER TO
SATISFY MARGIN REQUIREMENTS WITHOUT PRIOR NOTICE TO YOU. If you maintain a margin account with IB, you have also received and
reviewed IB’s Disclosure of Risks of Margin Trading provided separately by IB and available on the IB website.

e  As of the date of this PDS, the cutoff time for the exercise of ASX options is 17:00 Sydney time. All in-the-money options shall be automatically
exercised.

e As detailed more fully below, IB is not an ASX participant. IB’s proprietary trading affiliate, Timber Hill Australia Pty Limited (ABN 25079993534)
(“THA”) is a participant on the ASX and shall execute customer orders on the ASX. Such executed trades shall be cleared by Fortis Clearing
Sydney Pty Ltd (“Fortis”). Contact details for these entities are included below.

e  The availability of additional information, including market data and educational material, is set forth below.
. Information regarding the availability of dispute resolution forums is detailed at the end of this document.

. IB has prepared this document in accordance with the requirements under the Australian Corporations Act (2001). While IB offers exchange traded
options on worldwide exchanges, the focus of this PDS is primarily on IB’s activities in Australia. You should note that transactions on derivatives
exchanges outside Australia are generally subject to the exchange rules and laws of that jurisdiction.

The information in this Product Disclosure Statement (“PDS") does not take into account your personal objectives, financial situation and needs. Before
trading in the products referred to in this PDS you should read this PDS and be satisfied that any trading you undertake in relation to those products is
appropriate in view of your objectives, financial situation and needs. Inasmuch as Interactive Brokers LLC employees are not authorized to provide you
with any advice or recommendation, you should consult your independent financial advisor or obtain other independent advice before trading in
exchange traded options (“ETOs").

Purpose of this PDS

Interactive Brokers LLC (ARBN 091191141; AFSL 245574) (“IB”) has prepared this PDS for your review to assist you in determining whether you should
engage in trading ETOs on the Australian Stock Exchange Limited (“ASX”). This document does not constitute a recommendation or solicitation to
engage in such trading. Rather, this document is meant to help you evaluate the risks and rewards of trading ASX ETOs and whether they are
appropriate for your investment objectives and financial situation.

Under the Australian Corporations Act, where IB enters into an exchange traded derivative on a customer’s behalf, IB is regarded as having issued the
derivative to the customer. IB’s contact details are as follows:

Interactive Brokers LLC

AFSL 245574
ARBN 091191141

One Pickwick Plaza
Greenwich, CT 06830
203-618-5763

Features of ETOs
Underlying securities/approved indices - Options traded on ASX's Options Market are only available for certain securities and approved indices. These

securities are referred to as underlying securities or underlying shares. They must be listed on ASX and are selected by the Australian Clearing House
Pty Limited (“ACH”) according to specific guidelines. The issuers of underlying securities do not participate in the selection of securities against which
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options may be listed. Index options are cash settled, rather than deliverable, because it is not practical to deliver all the securities which make up the
index. You will receive a cash payment on exercising an in-the-money index option.

Contract Size - On ASX's Options Market an option contract size is standardised at 1,000 underlying shares. That means that 1 option contract
represents1,000 underlying shares. This may change if there is an adjustment such as a new issue or a reorganisation of capital in the underlying
share. In the case of index options, contract value is fixed at a certain number of dollars per index point (for example, $10 per index point). The size of
the contract is equal to the index level x the dollar value per index point (for example, for an index at 5,000 points, 1 contract would be 5,000 x $10 =
$50,000).

Expiration - Options have a limited life span and expire on standard expiry days set by ACH. The expiry day is the day on which all unexercised options
in a particular series expire and is the last day of trading for that particular series. For shares this is usually the Thursday before the last Friday in the
month. For index options, expiry is usually the third Thursday of the contract month. However, ACH has the right to change this date should the need
arise. In general, all options for a particular class follow one of the three quarterly cycles listed below:

« January/April/July/October;
* February/May/August/November; or
» March/June/September/December.

Options are usually listed for the next three months in the quarterly expiry cycle.
Exercise (strike) Price - The exercise price is the predetermined buying or selling price for the underlying shares if the option is exercised. ACH sets the

exercise prices for all options listed on ASX's Options Market with a range of exercise prices available for options on the same expiry. New exercise
prices are listed as the underlying share price moves.

Premium - The premium is the price of the option which is arrived at by the negotiation between the taker and the writer of the option. It is the only
component of the five option components that is not set by ACH. Option premiums are quoted on a cents per share basis. To calculate the full premium
payable for a standard size option contract, multiply the quoted premium by the number of shares per contract, usually 1,000.

The strike price and premium of an index option are usually expressed in points. A multiplier is then applied to give a dollar figure. For example, the
multiplier may be $10 per point, meaning that to buy an index option with a premium of 50 points, you would pay $500 (plus brokerage and exchange
fees).

Possible Benefits of ETOs

ETOs may provide you with certain benefits, including:

Risk Management — Put options may allow an investor to hedge (protect) against a possible drop in value of the shares the investor holds. By
purchasing index put options, you can lock in the value of a share portfolio. You may fear a market downturn, but have good reasons for not wanting to
sell stocks. By purchasing index put options, you can make profits if the index falls. Profits on put options should compensate you for the loss of value in
the stocks in the portfolio. This outcome effectively insures the portfolio at the level of the put options less the cost of the put.

Time to Decide —A call option determines the purchase price for the underlying shares and gives the call option holder until the expiry day to decide
whether or not to exercise the option and buy the shares. Likewise, the taker of a put option until the expiry day has time to decide whether or not to sell
the shares at the determined price.

Speculation — Provided there is sufficient liquidity, you may also trade in and out of an option position without exercising the option. If you expect a stock
or index to rise, you may decide to buy call options for that stock or index. Conversely, if you expect the market to decline, you may decide to buy put
options for that stock or index. Index options allow for exposure to the broader market. Investing in index options approximates trading a share portfolio
that tracks a particular index. It provides exposure to the broader market which the index represents, with no specific company risk. Often index options
are over benchmark indices traded by professional investors, who are less dependent on having to ‘pick individual winners’.

Leverage - Leverage provides the potential to make a higher return from a smaller initial outlay than investing directly. However, leverage usually
involves more risks than a direct investment in the underlying shares. Trading in options can allow you to benefit from a change in the price of the share
without having to pay the full price of the share. Like options over a single company, index

options can provide leveraged profit opportunities. When the market rises (or falls), percentage gains (or losses) are far greater for the option than rises
(or falls) in the underlying index.

Diversification - Options can allow you to build a diversified portfolio for a lower initial outlay than purchasing shares directly.
Income - You can earn extra income over and above dividends by writing call options against your shares, including shares bought on margin. By writing
an option you receive the option premium up front. While you get to keep the option premium, there is a possibility that you could be exercised against

and have to deliver your shares at the exercise price.

Risks of Trading ETOs

Transactions involving options contracts carry a high degree of risk. You should only trade ETOs if you understand the nature of the products and the
extent of your exposure to risks. You should familiarize yourself with the type of option (i.e., put or call) which you contemplate trading and the
associated risks. You should calculate the extent to which the value of the options must increase for your position to become profitable, taking into
account the premium and all transaction costs. Before you invest in options, you should consider your experience, investment objectives, financial
resources and all other relevant considerations and consult your independent financial advisor if necessary.

Market Risks - The market value of options is affected by a range of factors. They may fall in price or become worthless on or before expiry. Changes in
the price of the underlying security may result in changes to the price of an option, but the change can sometimes be in a different direction or of a
different magnitude to the change in the price of the underlying.



Options are a wasting asset - Options have an expiry date and therefore have a limited life. An option's time value erodes over its life and this
accelerates as an option nears expiry. It is important to assess whether the options you have selected have sufficient time to expiry for your view of the
market to be realised.

Effect of ‘Leverage’ or ‘Gearing’ - The initial outlay of capital may be small relative to the total contract value with the result that options transactions are
‘leveraged’ or ‘geared’. A relatively small market movement may have a proportionately larger impact on the value of the contract. This may work against
you as well as for you. The use of leverage can lead to large losses as well as large gains.

Your Loss May Be Unlimited - Writing (selling) options may entail considerably greater risk than taking options. The premium received by the writer
(seller) is fixed and limited, however the writer may incur losses greater than that amount. The writer who does not own the underlying shares or does
not have offsetting positions potentially faces unlimited losses.

Liquidity and Pricing Relationships - Market conditions (for example, lack of liquidity) may increase the risk of loss by making it difficult to effect
transactions or close out existing positions. Normal pricing relationships may not exist in certain circumstances, for example, in periods of high buying or
selling pressure, high market volatility or lack of liquidity in the underlying security.

Orderly market powers - ASX and ACH have broad powers under the ASX Market Rules to take action in the interests of maintaining fair and orderly
markets or of providing services in a fair and effective way. These powers include the ability to suspend trading, impose position limits or exercise limits
and terminate open contracts. In some circumstances, this may affect your positions. Similarly, regulatory authorities such as the Australian Securities
Investment Commission (“ASIC”) may give directions to ASX or ACH, for example, to suspend dealings in products.

Trading Disputes - You should be aware that all options transactions on ASX are subject to the rules, procedures, and practices of ASX and ACH.
Under the ASX Market Rules, certain trading disputes between market participants (for example, errors involving traded prices that do not bear a
relationship to fair market or intrinsic value) may lead to ASX cancelling or amending a trade. In these situations the customer’s consent is not required
for the cancellation of a trade.

Trading Facilities - As with all trading facilities and systems, there is the possibility of temporary disruption to, or failure of the systems used in ASX's
Options Market, which may result in your order not being executed according to your instructions or not being executed at all and such disruptions,
failures and unavailability may result in your not being able to close out existing positions. In addition, your ability to recover certain losses may be
subject to limits on liability imposed by the system provider, ASX, ACH or IB.

Costs & Amounts Payable Associated with Trading ETOs

Costs — Information regarding commissions and brokerage fees for ETOs may be found on the IB website at www.interactivebrokers.com. Commissions
are due at the time of the trade.

Additional information on pricing and contract specifications for ASX options contracts can be found on the Australian Securities Exchange website at
WWWw.asx.com.au.

Amounts Payable
Margins

With regard to ETOs, the ACH calculates margins using a system known as TIMS (Theoretical Intermarket Margining System). TIMS takes into account
the volatility of the underlying security when calculating margin obligations.

The total margin for ETOs is made up of two components:

Premium margin is the market value of the position at the close of business each day. It represents the amount that would be required to close out your
option position.

Risk margin covers the potential change in the price of the option contract assuming the maximum probable inter-day movement (daily volatility) in the
price of the underlying security. The daily volatility figure, expressed as a percentage, is known as the margin interval.

Margins are recalculated by ACH on a daily basis to ensure an adequate level of margin is maintained. This means that you may have to pay more if the
market moves against you. If the market moves in your favour, margins may fall. 1B’s margin requirements may be higher than those set by ACH, and
IB’s margin policies are available on the IB website at www.interactivebrokers.com. You acknowledge, however, that IB GENERALLY WILL NOT
ISSUE MARGIN CALLS, THAT IB WILL NOT CREDIT YOUR ACCOUNT TO MEET INTRADAY MARGIN DEFICIENCIES, AND THAT IB
GENERALLY WILL LIQUIDATE POSITIONS IN YOUR ACCOUNT IN ORDER TO SATISFY MARGIN REQUIREMENTS WITHOUT PRIOR NOTICE
TO YOU.

Exercise Policy

ASX listed options are exercised though the IB Trader Workstation’s Option Exercise window. As of the date of this PDS, the cutoff time for the exercise
of ASX options is 17:00 Sydney time. All in-the-money options shall be automatically exercised.

Execution & Clearing Arrangements

IB is not a participant on the ASX. IB’s proprietary trading affiliate, Timber Hill Australia Pty Limited (ABN 25079993534) (“THA”) is a participant on the
ASX. For customers wishing to execute trades on ASX, IB shall route such orders through THA’s connection to the ASX Integrated Trading System
(‘ITS”) using an electronic communications process (“ecp”) dedicated to the routing of only IB customer orders.
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The business address and phone number for THA is below:

Timber Hill Australia Pty Limited
Level 25

56 Pitt Street

Sydney

NSW, 2000, Australia
6129240 5145

Orders executed for IB clients shall be cleared by Fortis Clearing Sydney Pty Ltd (“Fortis”), an ACH Clearing Participant. With respect to clients’ orders
executed on ASX and cleared by Fortis, Fortis carries the Clearing Obligations and any settlement obligations for all Market Transactions of THA and IB
(including those of Customer). As the Clearing Participant, Fortis must settle such transactions as principal with ACH or the relevant counter-party, even
though the Market Transaction may have been entered into on Customer’s behalf. The Clearing Obligations and any settlement obligations of Customer
are therefore owed directly to Fortis, as the Clearing Participant.

If Customer fails to pay the amounts due in respect of a Market Transaction; or if Customer fails to fulfill its settlement obligations in respect of a Market
Transaction, Fortis has direct rights against Customer, including the rights of sale under the Market Rules. As such, an agreement is deemed to have
been entered into between Fortis and Customer. Such deemed agreement comes into existence immediately upon the receipt by IB of an order by
Customer to enter into a Cash Market Transaction.

The business address and phone number for Fortis are below:
Fortis Clearing Sydney Pty Limited
Level 8
50 Bridge Street
Sydney

NSW, 2000, Australia
61 2 8221 3000

Returns

ETOs do not entitle investors to dividends or other entitlements paid by the issuer of the underlying securities, unless the investor exercises the option to
become the holder of the underlying securities at or before the relevant date for dividend or entitlement purposes.

Market Data

Market data is available for ETOs by subscribing to the Australian Stock Exchange Data Feed through IB. Additional pricing information and contract
specifications are available on the ASX website at www.asx.com.au.

Educational Booklets

ASX has prepared a series of educational booklets relating to ETOs which are available to you via their website at
http://www.asx.com.au/resources/publications/booklets.htm. In addition to reviewing this PDS, investors should be aware that much of the information
included in this PDS overlaps with these explanatory booklets and you should review them accordingly. If you cannot access them on the ASX website,
you may contact the IB Customer Service Department at 1-877-442-2757 (from the U.S.) or 312-542-6901 (from outside the U.S.). IB will provide a hard
copy to you. Additional contact details are available on the IB website at www.interactivebrokers.com.

Taxation Implications

Your tax position when trading exchange traded derivatives will depend on your individual circumstances and you should consult your own tax advisor
before making any decisions to trade. It is important to determine whether you are a trader, a speculator or a hedger as the tax treatments for each may
differ. 1B cannot provide a detailed treatment of the taxation issues that are relevant to trading or investing in exchange traded options, nor does IB offer
any taxation advice, and you must therefore discuss these issues with your tax advisor.

Some of the issues that may be relevant to you include:

Australian Tax Office (“ATQO”) rulings need to be considered.

Are you classified as a trader, as a speculator or as a hedger?

Is an option trade on revenue account or on capital account?

Are there timing issues, for example, when an option is opened in one tax year and closed in the next tax year?

Where an option strategy is in place around the time a stock goes ex-dividend, are you in danger of not satisfying the 45-day Holding Period Rule
and therefore being disqualified from receiving the franking credits attached to the dividend?

. Could the exercise of an option position crystallise a taxation event for the underlying shareholding?

This is by no means a comprehensive list of the taxation issues of futures and options trading. The information contained in this PDS is provided for
educational purposes only and does not constitute investment, taxation or financial product advice. Taxation issues will vary from investor to investor. It
is therefore important to discuss your taxation situation with your independent financial advisor or accountant, to ensure that any options trades you
enter into will not have adverse taxation implications to you.
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Dispute Resolution

If you wish to file a complaint against IB, we encourage you to send your complaint via Account Management for the most expedient and efficient
handling. This can be done by clicking on "Inquiry Ticket." Under "New Ticket" select the following:

Category: Other Regulatory
Sub-category: Submit a Complaint.

Alternatively, customers may send their complaints by e-mail to help@interactivebrokers.com; by telephone to the customer service telephone numbers
listed on the IB website at www.interactivebrokers.com; or by hard copy addressed to:

Legal & Compliance Department
Interactive Brokers LLC

One Pickwick Plaza

Greenwich, CT 06830

As indicated by the Financial Industry Complaints Service (“FICS”), if you have not received a satisfactory response or 45 days have elapsed, you may
refer the matter to the FICS. FICS can be contacted at:

P.O. Box 579

Collins Street West
Melbourne Vic 8007
Telephone: 1300 78 08 08
Fax: (03) 9621 2291
Email: fics@fics.asn.au

Website: www.fics.asn.au
This service is provided to you free of charge.

You may also refer the matter to the Australian Securities and Investments Commission (“ASIC”). ASIC may be contacted on their Infoline on 1300 300
630.

Alternatively, customers who wish to file a complaint with, or initiate an arbitration or reparations proceeding against, IB, may consult the website of, or
contact, a Self-Regulatory Organization ("SRO"), e.g., the Securities and Exchange Commission (www.sec.gov), the Financial Industry Regulatory
Authority (www.finra.org), the National Futures Association (www.nfa.futures.org), the Commodity Futures Trading Commission (www.cftc.gov).
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INTERACTIVE BROKERS LLC AGREEMENT FOR CUSTOMERS TRADING SYDNEY FUTURES EXCHANGE PRODUCTS

The following terms and conditions are required by Sydney Futures Exchange (“SFE” or “Exchange”) Operating Rule 2.2.25 to be in place
between Interactive Brokers LLC (“IB”), an SFE Full Participant, and its clients who wish to trade SFE products.

(a) Governing Law and Rules

The Client and IB are bound by the SFE Operating Rules and the customs, usages and practices of the Exchange’s Markets.

(b) Client to Provide Information

In relation to the Client's trading on the Exchange, the Client will upon IB’s request, provide all information and documentation relevant to that trading, to
IB and IB is authorised by the Client to provide the information and documentation to the Exchange.

(c) Benefit to IB of Contract Registration with SFE Clearing

Any benefit or right obtained by IB upon registration of a contract with SFE Clearing by way of assumption of liability of SFE Clearing under any contract
or any other legal result of such registration is personal to IB and the benefit of such benefit or right does not pass to the Client.

(d) Client only has Rights Against IB

In relation to all trades conducted on the Exchange by IB and all Contracts registered by IB with SFE Clearing the Client has no rights whether by way of
subrogation or otherwise, against any person or corporation other than IB.

(e) Margins

Client acknowledges that:

(i) 1B may call for payment of Margin such money or property (or Call for the lodgement of Approved Securities in lieu thereof) as IB, in its absolute
discretion, feels is necessary to protect itself from the personal obligation incurred by Dealing in Contracts on behalf of the Client.

(ii) should the Client fail to meet the Call (or lodge Approved Securities) then IB may (without prejudice to any other rights or powers under the
Agreement) in its absolute discretion, and without creating an obligation to do so, Close Out, without notice, all or some of the Client's Contracts.

(iii) the time for payment of Margins is of the essence and if no other time is stipulated by IB prior to calling a Margin then the Client is required to comply
within twenty-four (24) hours.

(iv) liability to pay the Initial Margin accrues at the time the trade is executed regardless of when a Call is made.

(v) liability to pay Margin accrues at the time the Margin comes into existence regardless of when a Call is made.

(vi) the Client is responsible to pay in cash any deficit owing to IB after closure and that if the Client defaults in payment of such deficit, IB may realise
any securities held by IB and apply the proceeds against that deficiency.

(f) Appointment of Attorney

Client appoints the Managing Director of SFE Clearing as the Client's attorney to do all things necessary to transfer any Open Position held by IB on the
Client's behalf to another SFE Participant where the SFE Participant status of IB has been suspended or terminated.

(g) Exchange Data

Client acknowledges that:

(i) data made available to the Client by access to electronic order entry facilities is not the property of IB and remains the valuable property of the
Exchange; and

(i) the Client is prohibited from publicly displaying, redistributing or re-transmitting the data in any way without having executed a Market Data
Distribution Agreement or similar agreement with the Exchange.



(h) Tape Recordings

Client acknowledges that the Client’s telephone conversations with IB can be recorded by IB or the Exchange. The Client is to be given the right to
listen to any recording in the event of a dispute or anticipated dispute.

(i) Right to Refuse to Deal

Client acknowledges that IB reserves the right to refuse to Deal on behalf of the Client in relation to any Dealings in Contracts (other than closing out
existing Open Positions held in IB’s account on behalf of the Client) or limit the number of Open Positions held on behalf of the Client or both. 1B will
inform the Client of any refusal at or before the time of the Client placing the order or as soon as possible thereafter.

(j) Termination and Closing Out

Client acknowledges that:

(i) without affecting any existing obligations or liabilities, either the Client or IB may terminate the agreement at any time by giving the other notice in
writing to that effect;

(i) upon termination of the Client Agreement that unless otherwise agreed in writing, 1B will Close out all the Client’'s Futures Contracts and Close Out,
abandon or exercise any Options not yet exercised.



INTERACTIVE BROKERS LLC SUPPLEMENTAL AGREEMENT & DISCLOSURES FOR TRADING ON THE AUSTRALIAN STOCK EXCHANGE
LIMITED

Effect of the Supplemental Agreement & Disclosures

This Supplemental Agreement & Disclosures for Trading on the Australian Stock Exchange Limited (“ASX”) (“the Agreement”) is in addition to the
Interactive Brokers (ARBN 091191141; AFSL 245574) (“IB”) Customer Agreement and forms part of the contract between IB and Customer (hereinafter,
“Customer” or “Client”) regarding transactions on ASX.

Market Transactions on ASX are entered into subject to the Rules, directions, decisions and requirements of ASX, and the Australian Clearing House
Pty Limited (“ACH”) Clearing Rules, and, where relevant, the ASX Settlement and Transfer Corporation Pty Limited (“ASTC”) Settlement Rules; the
customs and usages of the Market; and the correction of errors and omissions. Confirmations regarding Customer’s transactions are issued subject to
these terms.

ASX Authority Regarding Market Transactions

Customer understands and agrees that ASX has the power under the Rules to cancel or amend Market Transactions or Crossings.

Disclosures Regarding the Execution and Clearing of ASX Transactions

Pursuant to ASX Market Rule 7.1.1, IB provides you with the following information:

IB is not a participant on the ASX. IB’s proprietary trading affiliate, Timber Hill Australia Pty Limited (ABN 25079993534) (“THA”) is a participant on the
ASX. IB shall route customers’ ASX orders through THA’s connection to the ASX dedicated to the routing of only IB customer orders.

The business address and phone number for THA is:

Level 25

56 Pitt Street

Sydney

NSW, 2000, Australia
6129240 5145

Orders executed for IB clients shall be cleared by Fortis Clearing Sydney Pty Ltd (“Fortis”), an ACH Clearing Participant. With respect to clients’ orders
executed on ASX and cleared by Fortis, Fortis carries the Clearing Obligations and any settlement obligations for all Market Transactions of THA and 1B
(including those of Customer). As the Clearing Participant, Fortis must settle such transactions as principal with ACH or the relevant counter-party, even
though the Market Transaction may have been entered into on Customer’s behalf. The Clearing Obligations and any settlement obligations of Customer
are therefore owed directly to Fortis, as the Clearing Participant.

If Customer fails to pay the amounts due in respect of a Market Transaction; or if Customer fails to fulfill its settlement obligations in respect of a Market
Transaction, Fortis has direct rights against Customer, including the rights of sale under the Market Rules. As such, an agreement is deemed to have
been entered into between Fortis and Customer upon the terms included herein. Such deemed agreement comes into existence immediately upon the
receipt by IB of an order by Customer to enter into a Cash Market Transaction.

The business address and phone number for Fortis are below:

Level 8

50 Bridge Street
Sydney

NSW, 2000, Australia
61 2 8221 3000

National Guarantee Fund Coverage of ASX Market Transactions

IB is not a participant on the ASX and Customer’s market transactions are not covered by the National Guarantee Fund (“NGF”).
Contact

Customer may contact IB’s Customer Service Department with any questions regarding this document. The contact details to reach an IB Customer
Service Representative are available on the IB website at: www.interactivebrokers.com. IB’ s main customer service telephone numbers are as follows:

1-877-442-2757 (from inside the U.S.)
312-542-6901 (from outside the U.S.)

| have read, understand and agree to be bound by these terms.

IF YOUR INTERACTIVE BROKERS ACCOUNT CONFIGURATION WILL INCLUDE PERMISSIONS TO TRADE OPTIONS ON THE AUSTRALIAN
STOCK EXCHANGE LIMITED, YOUR ACCOUNT WILL ALSO BE SUBJECT TO THE FOLLOWING TERMS AND CONDITIONS.



INTERACTIVE BROKERS LLC AGREEMENT FOR CUSTOMERS TRADING OPTIONS ON THE AUSTRALIAN STOCK EXCHANGE LIMITED

The following terms and conditions are required by Australian Stock Exchange Limited (“ASX”) Market Rule 7.1.2 to be in place between
Market Participants and their customers who trade options on ASX. Though Interactive Brokers (ARBN 091191141) (“IB”) is not a participant
on the ASX, IB has implemented the below terms and conditions in accordance with ASX Market Rule 7.1.2.

1  Application of Market Rules

The Client and IB are bound by the Market Rules of Australian Stock Exchange Limited (“ASX”), the Corporations Act and the Procedures,
customs, usages and practices of ASX and its related entities, as amended from time to time, in so far as they apply to Options/derivative
instruments traded on ASX for the Client. Client authorizes IB to route Client’s orders for equity and index options to the ASX for execution.

2  Explanatory Booklet

The Client has received and read a copy of the current explanatory booklet published by ASX in respect of each ASX Derivative Market Contract.

3 Authority

The Client acknowledges that they are either:

(a) acting as principal; or

(b) acting as an intermediary on another’s behalf and are specifically authorized to transact the ASX Derivative Market Contracts, by the terms of:-

(i) a licence held by the Client;
(i) a trust deed (if the Client is a trustee); or
(iii) an agency contract.

4  Nature of IB’s Obligations

Notwithstanding that IB may act in accordance with the instructions of, or for the benefit of, the Client, the Client acknowledges that any contract
arising from any order submitted to the Market, is entered into by IB as principal.

5 Dealing as principal
The Client acknowledges that IB or its affiliates, including Timber Hill Australia Pty Limited (ABN 25079993534) (“THA”), may, in certain
circumstances permitted under the Corporations Act and the Market Rules, take the opposite position in a transaction in the ASX Derivative Market
Contracts, either acting for another client or on its own account.

6 Commissions and fees

The Client must pay to IB commissions, fees, taxes and charges in connection with dealings for the Client in ASX Derivative Market Contracts at
the rates determined by IB from time to time and notified to the Client in writing.

7  Tape recording of conversations

The Client acknowledges that IB may record telephone conversations between the Client and IB. If there is a dispute between the Client and IB,
the Client has the right to listen to any recording of those conversations.

8 Client to provide information

The Client will take all reasonable steps to deliver information or documentation to IB, or cause information or documentation to be delivered to 1B
concerning Option Transactions which are requested by a person having a right to request such information or documentation. IB is authorized to
produce the information or documentation to the person making the request.

9 Right to refuse to deal

IB is not an ASX participant. 1B’s proprietary trading affiliate, THA, is an ASX participant. For clients wishing to execute trades on ASX, IB shall
route such orders through THA’s connection to the ASX Integrated Trading System (‘ITS”).

The Client acknowledges that IB may at any time refuse to deal in, or may limit dealings in, the ASX Derivative Market Contracts for the Client.
Neither IB nor its affiliate, THA, the ASX Trading Participant, are required to act in accordance with the Client’s instructions where to do so would
constitute a breach of the Market Rules, the Clearing Rules, or the Corporations Act. IB will notify the Client of any refusal or limitation as soon as
practicable.
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Termination of Agreement

Either the Client or IB may terminate this Agreement by giving notice in writing to the other. Termination will be effective upon receipt of the notice
by the other party.

Effect of termination
Termination does not affect the existing rights and obligations of the Client or IB at termination.
Revised terms prescribed by ASX
If ASX prescribes amended minimum terms for a Client Agreement for the ASX Derivative Market Contracts for the purposes of the Rules (the
“New Terms”), to the extent of any inconsistency between these minimum terms and the New Terms, the New Terms will override the terms of this
Agreement and apply as if the Client and IB had entered into an agreement containing the New Terms.
Market Participant to provide Client with copy of changes
IB will provide a copy of the New Terms to the Client as soon as practicable after ASX prescribes the New Terms.

Application of Clearing Rules

The Client acknowledges that each Option registered with an Approved Clearing Facility is subject to operating rules and the practices, directions,
decisions and requirements of that Approved Clearing Facility.

Authority of ASX Regarding Market Transactions

Customer understands and agrees that ASX has the power under the Rules to cancel or amend Market Transactions or Crossings.

| have read, understand and agree to be bound by these terms.

Customer Signature Date



Euronext.LIFFE Disclosure

Rules of LIFFE and our capacity: All contracts in the terms of an Exchange Contract made on LIFFE (hereinafter,”LIFFE” or “Exchange”)
shall be subject to the Rules of LIFFE as from time to time in force. As a member of LIFFE, an affiliate of Interactive Brokers LLC (“IB”), which
shall act as executing broker, contracts only as a principal in respect of contracts in the terms of an Exchange Contract. In the event of a
conflict between the Rules of LIFFE and the terms of this Agreement, the Rules of LIFFE as from time to time in force, shall prevail.

LIFFE Risk Disclosure for Financial Futures: Pursuant to General Notice Number 1376, issued 18 March 1999 with an effective date of 12
April 1999, LIFFE requires that we provide you with certain information in connection with your trading of equity futures and options through
LIFFE CONNECT, as follows:

Client Issues

1. Exclusion of Liability: As set forth in section 8 below, unless otherwise expressly provided for, the Exchange shall not be liable to
any member or client for loss or damage caused as a result of such curtailment of trading opportunities.

2. Client Orders: Prior to the commencement of trading, clients must undertake to understand the characteristics of order types
recognised in LIFFE CONNECT™ and be aware that the Exchange has a number of powers which, if exercised, may impact upon
the ability of a member to submit an order on behalf of a client or which may lead to the cancellation of an order after submission to
the LIFFE CONNECT™ trading Host prior to execution. In particular, in addition to the powers already available to the Exchange
(including those in relation to investor protection and maintaining an orderly and proper market), clients should be aware that, in
respect of LIFFE CONNECT™

1. the Exchange has the power to suspend a member’s access, or access via a particular Individual Trading Mnemonic
(“ITM”) or ITMs, following a single warning, and to terminate a member’s access under certain conditions;

2. the Exchange will cancel all outstanding orders on the default of a member;
3. orders outside the price limits will be rejected automatically by the Trading Host;
4. all orders (with the exception of GTC orders) will be cancelled automatically at Market close or when the ITM under which

the order was submitted is logged out without being transferred to an alternative ITM

5. all orders (including GTC orders) will be cancelled at close of business on the Last Trading Day of the expiry month to
which they relate; and

6. all orders with the exception of GTC orders will be cancelled automatically if the Trading Host fails.

Error Correction Facility: In our and your interests, the Exchange may from time to time sanction the making of contracts by us outside the
pit in order to satisfy your order, where there has been an error in the execution of your order in the pit. Where a better price (an
improvement) can be obtained, we will seek to secure and offer that improvement to you. However, you should note that where, in response
to your order, we have bought or sold in accordance with the instruction in your order to buy or, as the case may be, to sell but have traded the
wrong delivery/expiry month or wrong exercise price of the relevant contract, then we may in accordance with the Exchange’s Rules offset any
loss arising from that trade against any improvement achieved for you in the course of correctly satisfying your order, thus offering you only
the net improvement, if any.

Matching contracts: In respect of every contract made between us subject to the Rules of LIFFE, we shall have made an equivalent contract
on the floor of the market for execution by open outcry or in the market conducted on the Automated Pit Trading system, or shall have
accepted the allocation of any such contract.

Allocation: In respect of every contract made between us for allocation to another member specified by you:

(a) in the event that such other member accepts the allocation, we shall (without prejudice to any claim we may have for commission or
other payment) upon such acceptance cease to be a party to the contract and shall have no obligation to you for its performance;

(b) in the event that such other member declines to accept the allocation, we shall be entitled at our option either to confirm the contract
with you or to liquidate it by such sale, purchase, disposal or other transaction or cancellation as we may in our discretion determine,
whether on the market or by private contract or any other feasible method; and any balance resulting from such liquidation shall be
promptly settled between us.

Allocation on Delivery or Exercise: Where the London Clearinghouse (“LCH”) does not specify a particular contract when making a delivery
or exercise, IB shall use a random lottery when selecting particular contracts. This method is detailed in the Disclosure Regarding I1B’s
Procedures for Allocating Equity Option Exercise Notices available on the IB website. However, Customer acknowledges that: (A) commodity
options cannot be exercised and must be closed out by offset; and (B) for futures contracts that settle not in cash but by physical delivery of
the commodity (including currencies not on IB's Deliverable Currency List), Customer cannot make or receive delivery. If Customer has not
offset a commaodity option or physical delivery futures position prior to the deadline on the IB website, IB is authorized to roll or liquidate the
position or liquidate any position or commaodity resulting from the option or futures contract, and Customer is liable for all losses/costs. As
such, IB does not use an allocation method on physical delivery futures.
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Margin: Customer shall monitor Customer’s account so that at all times the account shall contain a sufficient Account Balance to meet the
margin requirements set by 1B, margin requirements which IB may modify for any Customer for open and new positions at any time in IB’s sole
discretion. The required margin may exceed the margin required by any exchange or clearing house. IB may reject any Customer Order while
determining the correct margin status of Customer’s account. Customer shall maintain, without notice or demand, a sufficient Account Balance
at all times so as to continuously meet the margin requirements established by IB. IB has no obligation to notify Customer of any failure to
meet margin requirements in Customer’s account prior to exercising its rights and remedies under this Agreement. Customer understands that
IB will not issue margin calls, and that IB will not credit Customer’s account to meet intraday margin deficiencies.

The Market - Exclusion of Liability (rule 1.4): The Exchange is obliged under the Financial Services Markets Act 2000 to ensure that
business conducted by means of its facilities is conducted in an orderly manner and so as to afford proper protection to investors. To this end,
the Exchange will at all times endeavour to maintain a fair and orderly market as is consistent with the Exchange’s legal obligations and the
object of the market.

The Exchange wishes to draw to the attention of members and clients that, inter alia, business on the market may from time to time be
suspended or restricted or the market may from time to time be closed for a temporary period or for such longer period as may be determined
in accordance with the LIFFE’s Rules including, without limitation, as a result of a decision taken under Rule 4.15 or 4.16 on the occurrence of
one or more events which require such action to be taken in the interests of, inter alia, maintaining a fair and orderly market. Any such action
may result the inability of one or more members and through such members one or more clients to enter into contracts in accordance with the
Rules on the terms of Exchange Contracts either by means of contracts entered into on the market floor or through an ATS.

Furthermore, a member and through the member one or more clients may from time to time be prevented from or hindered in entering into
contracts in the terms of Exchange Contracts, or errors in orders or in contracts in the terms of Exchange Contracts may arise, as a result of a
failure or malfunction of communications, or equipment, or market facilities, or the ATS central processing systems, or one or more ATS
workstations supplied to the member by the Exchange or otherwise used by the member or software supplied to the member by the Exchange
or any other person.

The Exchange further wishes to draw the following exclusion of liability to the attention of members and clients. Unless otherwise expressly
provided in the Rules or in any other agreement to which the Exchange is party, the Exchange shall not be liable to any member or client for
loss (including any indirect or consequential loss including, without limitation, loss of profit), damage, injury or delay, whether direct or indirect,
arising from any of the circumstances or occurrences referred to in Rule 1.4.2. or from any act or omission of the Exchange, its officers,
employees, agents or representatives under LIFFE’s Rules or pursuant to the Exchange’s obligations under statute or from any breach of
contract by or any negligence howsoever arising of the Exchange, its officers, employees, agents or representatives.

Arbitration. Any dispute arising from or relating to this agreement, in so far as it relates to contracts made between us subject to the Rules of
LIFFE, and any dispute arising from or relating to any such contract as aforesaid and made hereunder shall, unless resolved between us, be
referred to arbitration under the arbitration rules of LIFFE, or to such other organisation as LIFFE may direct before either of us resort to the
jurisdiction of the courts (other than to obtain an injunction or an order for security for a claim).

Governing Law. This agreement and all contracts made under this agreement shall be subject to and construed in accordance with English
law.

Jurisdiction: Subject to the arbitration clause above, disputes arising from this agreement or from contracts made under this agreement shall
(for our benefit) be subject to the exclusive jurisdiction of the English courts to which both parties hereby irrevocably submit, provided that this
shall not prevent us bringing an action in the courts of any other jurisdiction.

Changes to Agreement: Notwithstanding any previous agreement between us to the contrary, we now agree that a variation of the terms
agreed between us from time to time does not require the written agreement of both of us. This notification shall take effect 12 days after
despatch by us, provided that you do not object within 10 days of receipt.



REGULATORY INFORMATION AND ADDITIONAL PROVISIONS FOR USERS FROM HONG KONG & USERS TRADING ON HONG KONG
EXCHANGES

Your agreement is with Interactive Brokers' United States office ("IB"). IB wants to make sure that you are aware that:

® As of March 6, 2000, The Stock Exchange of Hong Kong Limited (“SEHK”), Hong Kong Futures Exchange Limited (“HKFE”) and Hong Kong
Securities Clearing Company Limited (“HKSCC”) merged under a single holding company, Hong Kong Exchanges and Clearing Limited
(“HKEX”). The SEHK Options Clearing House Limited (“SEOCH”) and the HKFE Clearing Corporation Limited are also wholly-owned
subsidiaries of HKEx.

IB is not a member of the HKFE.
IB is not a member of the SEHK.

®  Factual information, including market quotations and other data, is provided as a discretionary courtesy; and IB does not warrant in any
fashion, and is not responsible for, the accuracy or timeliness of such information. Reliance on such information is at the Customer's own risk.
(See paragraph 25 of the IB Customer Agreement).

e  Electronic or computer-based facilities and systems such as those used by IB are vulnerable to disruption or failure. Your ability to make
claims or recover losses may be subject to limits on liability imposed by the IB Customer Agreement. (See paragraph 28 of the IB Customer
Agreement).

e Because information is being sent to you, and from you, through internet facilities, there will be a time delay with respect to price
quotations and data transmission and your orders may not necessarily be executed at the price indicated to you through the
internet.

The following "Additional Provisions" are applicable to Users from Hong Kong and Users trading on Hong Kong Exchanges and are in addition to the
Provisions of the IB Customer Agreement. To the extent that there is any conflict between the terms of the IB Customer Agreement and the terms of the
Additional Provisions, the Additional Provisions shall prevail.

The following definitions are applicable to the Additional Provisions:

"Agreement" refers to the IB Customer Agreement and these Additional Provisions;

“Commission” means the Securities and Futures Commission;

"HKFE" means Hong Kong Futures Exchange Limited;

"the HKFE Clearing House" means HKFE Clearing Corporation Limited;

"SEHK" means The Stock Exchange of Hong Kong Limited;

"SEOCH" means The SEHK Options Clearing House Limited;

“CCASS” means the Central Clearing and Settlement System operated by Hong Kong Securities Clearing Company Limited;
“HKSCC” means Hong Kong Securities Clearing Company Limited;

"IB" means Interactive Brokers LLC, an overseas company registered with the Securities and Futures Commission as a Dealer and also
registered in the United States as a broker-dealer with the U.S. Securities and Exchange Commission and a Futures Commission Merchant
with the U.S. Commodity Futures Trading Commission;

®  "Procedures" means the practices, procedures and administrative requirements prescribed from time to time by the HKEx, HKFE, SEHK,
HKFE Clearing House, CCASS/HKSCC or SEOCH, as applicable;

"the Ordinance" means the Securities and Futures Ordinance, Chapter 571 of the Laws of Hong Kong as amended from time to time;

"THSHK" means Timber Hill Securities Hong Kong Limited, an entity registered with the Securities and Futures Commission and a member of
the SEHK, HKFE, HKFE Clearing House, SEOCH and HKSCC; THSHK is an affiliate of IB.

e  "Rules" means the Rules and Regulations of the HKEx, HKFE, SEHK, HKFE Clearing House, CCASS/HKSCC or SEOCH, as applicable, and
any amendments, supplements, variations or modifications thereto.

1. These Additional Provisions are subject to and governed by the provisions of the Ordinance and Hong Kong Law.

2. The rules and regulations of the HKEx, HKFE or SEHK as applicable, and the HKFE Clearing House, CCASS/HKSCC or SEOCH, as applicable, shall
be binding on the Customer and IB. Those rules and regulations contain provisions which require IB, in certain circumstances, to disclose the name and
beneficial identity or such other information concerning Customer as the exchange or Commission may request. Customer agrees to provide such
information to IB in compliance with the Ordinance, exchange Rules, Regulations and Procedures or as the exchange or Commission may require.
Customer acknowledges that if such information is not provided, the Chief Executive of the exchange may require the closing out of Customer’s
positions or the imposition of a margin surcharge on Customer's positions.

3. IB, its affiliates, including THSHK, and their respective directors and/or employees may trade on their own account and, subject to the provisions of
the Ordinance, IB and its affiliates may take the opposite position to the Customer's order in relation to any futures/options contract, whether on IB's or
its affiliate's own account or for the account of other customers of IB, provided that such trade is executed competitively on or through the facilities of
HKFE in accordance with its rules or the facilities of any other commodity, futures or options exchange in accordance with the rules and regulations of
the exchanges and clearinghouses governing the relevant markets.

4. Unless otherwise confirmed in writing by IB and agreed to by the Customer and IB, IB is acting solely as broker to any transactions made with 1B by
the Customer.



5. In all transactions referred to in the Agreement, IB or its affiliates are authorized to engage in proprietary trading and may contract as principal.

6. The Customer submits to the non-exclusive jurisdiction of the Courts of Hong Kong in respect of all disputes, differences and claims relating to or
arising out of the Agreement.

7. The Customer is bound by rule 631 of the HKFE which permits the HKFE or Chief Executive of the HKFE to take steps to limit positions or require the
closing out of contracts of the Customer who in the opinion of the HKFE or the Chief Executive are accumulating positions which are or may be
detrimental to any particular Market or Markets, or which are or may be capable of adversely affecting the fair and orderly operation of any Market or
Markets as the case may be. In addition, IB may be required to report information regarding large open positions held by its Customers in accordance
with relevant regulations. More information on these requirements can be found in HKFE rules 628 — 633 and the Securities and Futures (Contracts
Limits and Reportable Positions) Rules and related guidance notes issued by the Commission.

8. All monies or other properties received by IB from the Customer or from any other person, including the HKFE Clearing House for the account of the
Customer in respect of the futures/options contracts transacted on behalf of the Customer, shall be held by IB as trustee, segregated from IB's own
assets and paid into a segregated bank account. All monies or other property so held by IB shall not form part of the assets of IB for insolvency or
winding up purposes but shall be promptly returned to Customer upon the appointment of a provisional liquidator, liquidator or similar officer over all or
any part of IB's business or assets.

9. The Customer hereby authorizes IB to apply any monies, approved debt securities or approved securities which the Customer may pay to IB in order
to: (i) meet obligations to the HKFE Clearing House (provided that no withdrawal from the Customer's accounts with IB may be made which would have
the effect that the relevant margin requirements or trading liabilities conducted on behalf of any Customer are thereby financed by any other Customery);
(i) pay commission, brokerage, levies and other proper charges for contracts transacted by IB on behalf of the Customer; and/or (iii) make payments in
accordance with the Customer's directions (provided that no money may be paid into another account of the Customer unless that account is also a
segregated bank account). The Customer acknowledges that IB may apply such monies, approved debt securities or approved securities in or towards
meeting IB's obligations to any party insofar as such obligations arise in connection with or incidental to all futures/options contracts transacted on the
Customer's behalf. The Customer agrees that IB may retain interest on the Customer's money.

10. In respect of any account of IB, its affiliates, including THSHK, or any other broker acting on their behalf, maintained with the HKFE Clearing House,
whether or not such account is maintained wholly or partly in respect of the futures/options contracts transacted on behalf of the Customer and whether
or not monies or approved securities paid or deposited by the Customer has been paid to the HKFE Clearing House, as between such entities and the
HKFE Clearing House, such entities deal as principal and accordingly no such account is impressed with any trust or other equitable interest in favor of
the Customer and the monies and/or approved securities paid to or deposited with the HKFE Clearing House are thereby freed from the trust referred to
in paragraph 8, above.

11. In the event that the Customer directs IB to enter into any contract on an exchange or other market on which such transactions are effected in a
foreign currency: (i) any profit or loss arising as a result of a fluctuation in the exchange rate affecting such currency will be entirely for the account and
risk of the Customer; (i) all initial and subsequent deposits for margin purposes shall be made in such currency in such amounts as IB may, at its sole
discretion, require; and (iii) when such a contract is liquidated IB shall debit or credit the account of the Customer in the currency in which such account
is denominated at a rate of exchange (where the relevant contract is denominated in a currency other than that of the account) determined by IB at its
sole discretion on the basis of the then prevailing money market rates of exchange.

12. The Customer acknowledges that the HKFE Clearing House may do all things necessary to transfer any open positions held by IB on the
Customer's behalf and money and securities standing to the credit of the Customer's account with IB to another member of the HKFE if necessary.

13. LEVIES & COMMISSIONS

e  Every contract executed on the floor of the HKFE shall be subject to the charge of an applicable Investor Compensation Fund levy and a levy
pursuant to the Ordinance, the cost of both of which shall be borne by the Customer.

e Inrespect of contracts executed in markets other than those organized by the HKFE, any charges levied on such contracts by the relevant
markets shall be borne by the Customer.

e  The Customer will pay commission and other charges at rates to be determined by IB and at charges pursuant to Hong Kong law or the rules
of the HKFE or other exchanges governing the relevant markets.

14. RULES & LAWS

e  All transactions shall be subject to the constitution, rules, regulations, customs, usages, rulings and interpretations, from time to time extant or
in force of the HKEx, HKFE or SEHK or other markets as applicable (and of their respective clearing house, if any), where the transactions
are executed by IB or IB agents. All transactions under this agreement shall also be subject to any law, rule, or regulation then applicable
thereto, including but not by way of limitation, the provisions of the Ordinance, as amended from time to time, and the rules and regulations
thereunder.

e  All transactions entered between IB and the Customer relating to any money, foreign currency, currency option, currency future, or currency
forward contract or foreign exchange contract shall be governed by and subject to all the rules, regulations, orders and laws of the country of
the currency or money concerned and those of Hong Kong and/or the by-laws, rules and regulations of the exchange concerned in which the
transaction is done.

e All transactions related to futures/options contracts executed in markets other than those organized by the HKFE will be subject to the rules
and regulations of those markets and not those of the HKFE, with the result that the Customer may have a markedly different level and type of
protection in relation to those transactions as compared to the level and type of protection afforded by the rules of the HKFE.



e  No provisions of this Agreement will operate to remove, exclude, or restrict any of your rights or any obligations of IB under Hong Kong law.
15. EXPLANATION OF MARGIN PROCEDURES AND UNILATERAL CLOSING OUT OF CLIENTS' POSITIONS
Margin Procedures

We set out below an explanation of margin procedures and the circumstances under which Customer positions may be unilaterally closed.

Paragraph 11 of the IB Customer Agreement sets out detailed provisions regarding Margin Requirements.
IB follows all margin rules laid down by all exchanges on which products are traded on margin.
Any changes in margin requirements (whether imposed by the exchange or by IB) will be communicated to customers.

Customers must remember that, in the event of a default, IB may close out the customers' open positions without prior notice to or consent

from the customers as provided for by the terms of the Agreement. IB has reserved in the Agreement the right to close out any open

positions(s) without notice: (i) when the margins on deposit with IB are exhausted, inadequate in the opinion of IB to protect it against possible

price fluctuations or any adverse conditions; or (ii) any other appropriate circumstances. Please Note: IB is required to notify the HKFE (and

may be required to report to the HKFE and the Commission particulars of all open positions) if Customer fails to meet two or more successive

margin calls or demands for variation adjustments if the total amount in default exceeds HK $150,000.

®  No conduct or omission on behalf of IB, nor any agreement purportedly entered into on IB's behalf (save an agreement in accordance with the
terms of the Agreement), shall constitute any form of waiver or variation or relaxation of IB's rights to close out customers' positions
unilaterally.

®  Any steps taken by IB to close out customers' positions unilaterally will be entirely without prejudice to IB's other rights under the Agreement

and otherwise, in particular the right to payments from customers of all amounts outstanding.

16. STATEMENT OF PARTICULARS OF APPROVED CONTRACTS

IB and THSHK are licensed to trade in the products approved by the HKEx, HKFE or SEHK, as applicable, from time to time. Contract specifications for
the products in question are available on request.

17. If Customer suffers pecuniary loss by reason of IB’s default, the liability of the Investor Compensation Fund will be restricted to valid claims as
provided for in the Ordinance and the relevant subsidiary legislation and will be subject to the monetary limits specified in the Securities and Futures
(Investor Compensation — Compensation Limits) Rules and accordingly there can be no assurance that any pecuniary loss sustained by reason of such
a default will necessarily be recouped from the Investor Compensation Fund in full, in part or at all.

18. We disclose the following to you: Company Name: Interactive Brokers LLC. Licensed for Dealing in Securities, Dealing in Futures Contracts and
Leveraged Foreign Exchange Trading. Central Entity Number (CE Number): AEX264. Staff responsible for your account: The IB Customer Service
Desk. Name of IB Responsible Officer / Registered Representative: David E. Friedland CE No.: ACP478.

19. RISK DISCLOSURE STATEMENT FOR EQUITY SECURITIES

e  Customer acknowledges that the price of securities can and does fluctuate, and that any individual security may experience downward
movements, and under some circumstances even become valueless. Customer appreciates therefore that there is an inherent risk that losses
may be incurred rather than profit made, as a result of buying and selling securities. This is a risk that the Customer is prepared to accept.

e  Customer also acknowledges that there are risks in leaving securities in the custody of the Broker or in authorizing the Broker to deposit
securities as collateral for loans or advances made to the Broker or authorizing the Broker to borrow or loan securities.



HONG KONG RISK DISCLOSURE STATEMENTS

RISK OF SECURITIES TRADING

®  The prices of securities fluctuate, sometimes dramatically. The price of a security may move up or down, and may become valueless. It is as
likely that losses will be incurred rather than profit made as a result of buying and selling securities.

RISK OF TRADING FUTURES AND OPTIONS

e  Therisk of loss in trading futures contracts or options is substantial. In some circumstances, you may sustain losses in excess of your initial
margin funds. Placing contingent orders, such as "stop-loss" or "stop-limit" orders, will not necessarily avoid loss. Market conditions may make
it impossible to execute such orders. You may be called upon at short notice to deposit additional margin funds. If the required funds are not
provided within the prescribed time, your position may be liquidated. You will remain liable for any resulting deficit in your account. You should
therefore study and understand futures contracts and options before you trade and carefully consider whether such trading is suitable in the
light of your own financial position and investment objectives. If you trade options you should inform yourself of exercise and expiration
procedures and your rights and obligations upon exercise or expiry.

RISK OF TRADING IN LEVERAGED FOREIGN EXCHANGE CONTRACTS

e Therisk of loss in leveraged foreign exchange trading can be substantial. You may sustain losses in excess of your initial margin funds.
Placing contingent orders, such as "stop-loss" or "stop-limit" orders, will not necessarily limit losses to the intended amounts. Market
conditions may make it impossible to execute such orders. You may be called upon at short notice to deposit additional margin funds. If the
required funds are not provided within the prescribed time, your position may be liquidated. You will remain liable for any resulting deficit in
your account. You should therefore carefully consider whether such trading is suitable in light of your own financial position and investment
objectives.

RISK OF TRADING IN GROWTH ENTERPRISE MARKET STOCKS

o Growth Enterprise Market (GEM) stocks involve a high investment risk. In particular, companies may list on GEM with neither a track record of
profitability nor any obligation to forecast future profitability. GEM stocks may be very volatile and illiquid.

®  You should make the decision to invest only after due and careful consideration. The greater risk profile and other characteristics of GEM
mean that it is a market more suited to professional and other sophisticated investors.

e  Current information on GEM stocks may only be found on the internet website operated by The Stock Exchange of Hong Kong Limited. GEM
Companies are usually not required to issue paid announcements in gazetted newspapers.

®  You should seek independent professional advice if you are uncertain of or have not understood any aspect of this risk disclosure statement or
the nature and risks involved in trading of GEM stocks.

RISK OF CLIENT ASSETS RECEIVED OR HELD OUTSIDE HONG KONG

e Client assets received or held by the licensed or registered person outside Hong Kong are subject to the applicable laws and regulations of the
relevant overseas jurisdiction which may be different from the Securities and Futures Ordinance (Cap.571) and the rules made thereunder.
Consequently, such client assets may not enjoy the same protection as that conferred on client assets received or held in Hong Kong.

RISK OF PROVIDING AN AUTHORITY TO REPLEDGE YOUR SECURITIES COLLATERAL ETC.

e  There is risk if you provide the licensed or registered person with an authority that allows it to apply your securities or securities collateral
pursuant to a securities borrowing and lending agreement, repledge your securities collateral for financial accommodation or deposit your
securities collateral as collateral for the discharge and satisfaction of its settlement obligations and liabilities.

e  |f your securities or securities collateral are received or held by the licensed or registered person in Hong Kong, the above arrangement is
allowed only if you consent in writing. Moreover, unless you are a professional investor, your authority must specify the period for which it is
current and be limited to not more than 12 months. If you are a professional investor, these restrictions do not apply.

e Additionally, your authority may be deemed to be renewed (i.e. without your written consent) if the licensed or registered person issues you a
reminder at least 14 days prior to the expiry of the authority, and you do not object to such deemed renewal before the expiry date of your then
existing authority.

®  You are not required by any law to sign these authorities. But an authority may be required by licensed or registered persons, for example, to
facilitate margin lending to you or to allow your securities or securities collateral to be lent to or deposited as collateral with third parties. The
licensed or registered person should explain to you the purposes for which one of these authorities is to be used.

e |f you sign one of these authorities and your securities or securities collateral are lent to or deposited with third parties, those third parties will
have a lien or charge on your securities or securities collateral. Although the licensed or registered person is responsible to you for securities
or securities collateral lent or deposited under your authority, a default by it could result in the loss of your securities or securities collateral.

e A cash account not involving securities borrowing and lending is available from most licensed or registered persons. If you do not require
margin facilities or do not wish your securities or securities collateral to be lent or pledged, do not sign the above authorities and ask to open
this type of cash account.



G. RISK OF MARGIN TRADING

e  Therisk of loss in financing a transaction by deposit of collateral is significant. You may sustain losses in excess of your cash and any other
assets deposited as collateral with the licensed or registered person. Market conditions may make it impossible to execute contingent orders,
such as "stop-loss" or "stop-limit" orders. You may be called upon at short notice to make additional margin deposits or interest payments. If
the required margin deposits or interest payments are not made within the prescribed time, your collateral may be liquidated without your
consent. Moreover, you will remain liable for any resulting deficit in your account and interest charged on your account. You should therefore
carefully consider whether such a financing arrangement is suitable in light of your own financial position and investment objectives.

H. ADDITIONAL RISK DISCLOSURE FOR FUTURES AND OPTIONS TRADING

e  This brief statement does not disclose all of the risks and other significant aspects of trading in futures and options. In light of the risks, you
should undertake such transactions only if you understand the nature of the contracts (and contractual relationships) into which you are
entering and the extent of your exposure to risk. Trading in futures and options is not suitable for many members of the public. You should
carefully consider whether trading is appropriate for you in light of your experience, objectives, financial resources and other relevant
circumstances.

Futures
1. Effect of 'Leverage’ or 'Gearing'

Transactions in futures carry a high degree of risk. The amount of initial margin is small relative to the value of the futures contract so that
transactions are 'leveraged' or 'geared'. A relatively small market movement will have a proportionately larger impact on the funds you have
deposited or will have to deposit: this may work against you as well as for you. You may sustain a total loss of initial margin funds and any
additional funds deposited with the firm with which you deal to maintain your position. If the market moves against your position or margin
levels are increased, you may be called upon to pay substantial additional funds on short notice to maintain your position. If you fail to comply
with a request for additional funds within the time prescribed, your position may be liquidated at a loss and you will be liable for any resulting
deficit.

2. Risk-reducing orders or strategies

The placing of certain orders (e.g. “stop-loss” orders, or “stop-limit” orders), which are intended to limit losses to certain amounts, may not be
effective because market conditions may make it impossible to execute such orders. Strategies using combinations of positions, such as
'spread' and 'straddle’ positions may be as risky as taking simple 'long' or 'short' positions.

Options

3. Variable degrees of risk

Transactions in options carry a high degree of risk. Purchasers and sellers of options should familiarize themselves with the type of option (i.e.
put or call) which they contemplate trading and the associated risks. You should calculate the extent to which the value of the options must
increase for your position to become profitable, taking into account the premium and all transaction costs.

The purchaser of options may offset or exercise the options or allow the options to expire. The exercise of an option results either in a cash
settlement or in the purchaser acquiring or delivering the underlying interest. If the option is on a futures contract, the purchaser will acquire a
futures position with associated liabilities for margin (see the section on Futures above). If the purchased options expire worthless, you will
suffer a total loss of your investment which will consist of the option premium plus transaction costs. If you are contemplating purchasing deep-
out-of-the-money options, you should be aware that the chance of such options becoming profitable ordinarily is remote.

Selling (‘writing' or 'granting') options generally entails considerably greater risk than purchasing options. Although the premium received by
the seller is fixed, the seller may sustain a loss well in excess of that amount. The seller will be liable for additional margin to maintain the
position if the market moves unfavorably against him. The seller will also be exposed to the risk of the purchaser exercising the option and the
seller will be obligated to either settle the options in cash or to acquire or deliver the underlying interest. If the option is on a futures contract,
the seller will acquire a position in a futures contract with associated liabilities for margin (see the section on Futures above). If the option is
'covered' by the seller holding a corresponding position in the underlying interest or a futures contract or another option, the risk may be
reduced. If the option is not covered, the risk of loss can be unlimited.

Certain exchanges in some jurisdictions permit deferred payment of the option premium, exposing the purchaser to liability for margin
payments not exceeding the amount of the premium. The purchaser is still subject to the risk of losing the premium and transaction costs.
When the option is exercised or expires, the purchaser is responsible for any unpaid premium outstanding at that time.



Additional Risks Common to Futures and Options

4. Terms and conditions of contracts

You should ask the firm with which you deal about the terms and conditions of the specific futures or options which you are trading and
associated obligations (e.g. the circumstances under which you may become obliged to make or take delivery of the underlying interest of a
futures contract and, in respect of options, expiration dates and restrictions on the time for exercise). Under certain circumstances the
specifications of outstanding contracts (including the exercise price of an option) may be modified by the exchange or clearing house to reflect
changes in the underlying interest.

5. Suspension or restriction of trading and pricing relationships

Market conditions (e.g. illiquidity) and/or the operation of the rules of certain markets (e.g. the suspension of trading in any contract or contract
month because of price limits or 'circuit breakers') may increase the risk of loss by making it difficult or impossible to effect transactions or
liquidate/offset positions. If you have sold options, this may increase the risk of loss.

Further, normal pricing relationships between the underlying interest and the futures, and the underlying interest and the option may not exist.
This can occur when, for example, the futures contract underlying the option is subject to price limits while the option is not. The absence of an
underlying reference price may make it difficult to judge 'fair' value.

6. Deposited cash and property

You should familiarize yourself with the protections given to money or other property you deposit for domestic and foreign transactions,
particularly in the event of a firm insolvency or bankruptcy. The extent to which you may recover your money or property may be governed by
specific legislation or local rules. In some jurisdictions, property which had been specifically identifiable as your own will be pro-rated in the
same manner as cash for purposes of distribution in the event of a shortfall.

7. Commission and other charges

Before you begin to trade, you should obtain a clear explanation of all commission, fees and other charges for which you will be liable. These
charges will affect your net profit (if any) or increase your loss.

8. Transactions in other jurisdictions

Transactions on markets in other jurisdictions, including markets formally linked to a domestic market, may expose you to additional risk. Such
markets may be subject to regulation which may offer different or diminished investor protection. Before you trade, you should enquire about
any rules relevant to your particular transactions. Your local regulatory authority will be unable to compel the enforcement of the rules of
regulatory authorities or markets in other jurisdictions where your transactions have been effected. You should ask the firm with which you
deal for details about the types of redress available in both your home jurisdiction and other relevant jurisdictions before you start to trade.

9. Currency risks

The profit or loss in transactions in foreign currency-denominated contracts (whether they are traded in your own or another jurisdiction) will be
affected by fluctuations in currency rates where there is a need to convert from the currency denomination of the contract to another currency.

10. Trading facilities

Electronic trading facilities are supported by computer-based component systems for the order-routing, execution, matching, registration or
clearing of trades. As with all facilities and systems, they are vulnerable to temporary disruption or failure. Your ability to recover certain losses
may be subject to limits on liability imposed by the system provider, the market, the clearing house and/or participant firms. Such limits may
vary: you should ask the firm with which you deal for details in this respect.

11. Electronic trading

Trading on an electronic trading system may differ not only from trading in an open-outcry market but also from trading on other electronic
trading systems. If you undertake transactions on an electronic trading system, you will be exposed to risks associated with the system
including the failure of hardware and software. The result of any system failure may be that your order is either not executed according to your
instructions or is not executed at all.

12. Off-exchange transactions

In some jurisdictions, and only then in restricted circumstances, firms are permitted to effect off-exchange transactions. The firm with which
you deal may be acting as your counterparty to the transaction. It may be difficult or impossible to liquidate an existing position, to assess the
value, to determine a fair price or to assess the exposure to risk. For these reasons, these transactions may involve increased risks. Off-



exchange transactions may be less regulated or subject to a separate regulatory regime. Before you undertake such transactions, you should
familiarize yourself with applicable rules and attendant risks.

. DISCLOSURE REGARDING HONG KONG OPTIONS

. Hong Kong options are treated as normal premium options in that IB will not post changes in variation margin (profits or losses) for such
options. The profit or loss will be determined at the time a position is closed and will be the difference between the opening and closing
transaction prices. You should note that the end profit or loss calculation result remains identical. It is important to note that positions
resulting from strategies with combined futures and options legs may require additional collateral to maintain. This is because commodity
accounts must maintain a positive cash balance and adverse market movements may cause the futures portion of the strategy to generate
negative cash which will not be offset by options price changes.



Client Standing Authority

To: Interactive Brokers LLC
Suite 1512, Two Pacific Place
88 Queensway
Admiralty, Hong Kong

Authority under Securities and Futures (Client Securities) Rules

This letter of authority is in respect of my/our securities or securities collateral as set out below.

Unless otherwise defined, all the terms used in this authorisati on letter shall have the same meani ngs as in the Securities and Futures Ordinance and
the Securities and Futures (Client Securities) Rules as amended from time to time.

This letter authorises you to:
i apply any of my/our securities or securities collateral pursuant to a securities borrowing and lending agreement;

ii. deposit any of my/our securities collateral with an authorized financial institution as collateral for financial accommodation provided
to you;

iii. deposit any of my/our securities collateral with Hong Kong Securities Clearing Company Limited (“HKSCC”) as collateral for the
discharge and satisfaction of your settlement obligations and liabilities. 1/We understand that HKSCC will have a first fixed charge
over my/our securities to the extent of your obligations and liabilities;

iv. deposit any of my/our securities collateral with any other recognised clearing house, or another intermediary licensed or registered
for dealing in securities, as collateral for the discharge and satisfaction of your settlement obligations and liabilities; and

V. apply or deposit any of my/our securities collateral in accordance with paragraphs (i), (ii), (iii) and/or (iv) above if you provide
financial accommodation to me/us in the course of dealing in securities and also provide financial accommodation to me/us in the
course of any other regulated activity for which you are licensed or registered.

You may do any of these things without giving me/us notice. I/W e acknowledge that this authority shall not affect your right to dispose or initiate a
disposal by your associated entity of my/our securities or securities collateral in settlement of any liability owed by or on behalf of me/us to you, the
associated entity or a third person.

This authority is given to Interactive Brok ers LLC in consideration of its agreeing to continue to maintain securities cash and /or margin account(s) f or
me/us and in consideration of its agreeing to continue to maintain futures account(s) for me/us.

I/We understand that a third party may have rights to my/our securities, which you must satisfy before my/our securities can be returned to me/us.
This authority is valid for a period of 12 months from the date of this letter.

This authority may be revoked by giving you written notice addressed to the Customer Service Department at your address specified above. Such notice
shall take effect upon the expiry of two weeks from the date of your actual receipt of such notice.

I/We understand that this authority shall be deemed to be renewed on a continuing basis without my/our written consent if you issue me/us a written
reminder at least 14 days prior to the expiry date of this authority, and l/we do not object to such deemed renewal before such expiry date.

This letter has been explained to me/us and I/we understand the contents of this letter.



Client Money Standing Authority

To: Interactive Brokers LLC
Suite 1512, Two Pacific Place
88 Queensway
Admiralty, Hong Kong

Authority under Securities and Futures (Client Money) Rules
This letter of authority covers money held or received by Interactive Brokers LLC in Hong Kong (including any interest derived from the holding of the
money which does not belong to you) in one or more segregated account(s) on my/our behalf ("Monies").

Unless otherwise defined, all the terms used in this authorisati on letter shall have the same meani ngs as in the Securities and Futures Ordinance and
the Securities and Futures (Client Money) Rules as amended from time to time.

This letter authorises you to:

1. combine or consolidate any or all segregated accounts, of any nature whatsoever and either individually or jointly with others, maintained by you
or IBG LLC ( “IB Group”) and/or any of its subsidiaries from ti me to time and you ma y transfer any sum of Monies to and bet ween such
segregated account(s) to satisfy my/our obligations or liabilities t o any member of the IB Group, whether such obligations and liabilities are
actual, contingent, primary or collateral, secured or unsecured, or joint or several; and

2. transfer any sum of Monies interchangeably between any of the segregated accounts maintained at any time by any member of the 1B Group.

You may do any of these things without giving me/us notice.

This authority is given to Interactive Brok ers LLC in consideration of its agreeing to continue to maintain securities cash and /or margin account(s) f or
me/us and in consideration of its agreeing to continue to maintain futures account(s) for me/us.

This authority is given w ithout prejudice to other authorities or rights which 1B Group ma y have in relation to dealing in Moni es in the segregated
accounts.

This authority is valid for a period of 12 months from the date of this letter.

This authority may be revoked by giving you written notice addressed to the Customer Service Department at your address specified above. Such notice
shall take effect upon the expiry of two weeks from the date of your actual receipt of such notice.

I/We understand that this authority shall be deemed to be renewed on a continuing basis without my/our written consent if you issue me/us a written
reminder at least 14 days prior to the expiry date of this authority, and l/we do not object to such deemed renewal before such expiry date.

This letter has been explained to me/us and I/we understand the contents of this letter.



Notice Regarding NFA's BASIC System

Interactive Brokers LLC ("IBL") is required to inform its customers of the National Futures
Association ("NFA") Background Affiliation Status Information Center ("BASIC"). The BASIC
system compiles various information on registrants and anyone can access this system on the
Internet.

The information in the BASIC system includes Commodity Futures Trading Commission
("CFTC") registration information and membership information from the NFA. Also included are
regulatory and non-regulatory actions contributed by the NFA, the CFTC and the U.S. futures
exchanges regarding futures-related activity.

The NFA BASIC system may be accessed at www.nfa.futures.org/basicnet/. To locate
information on a registrant, simply enter the registrant's NFA ID number when prompted. For
questions regarding this system, you may contact the NFA information center at 1-800-621-
3570 between the hours of 8:00 a.m. to 5:00 p.m. CST.



FINRA Investor Protection Information Resources

Financial Industry Regulatory Authority ("FINRA") Conduct Rule 2267 requires that Interactive Brokers provide
customers with certain information regarding its Public Disclosure Program. This information is included below:

1. The FINRA Public Disclosure (BrokerCheck) Program Hotline Number, Address and Facsimile number are:
Telephone: (800) 289-9999

FINRA BrokerCheck
P.O. Box 9495
Gaithersburg, MD 20898-9495

Fax: (240) 386-4750
2. The FINRA Website address is:

http://www.finra.org

Customers who wish to obtain a brochure that describes FINRA BrokerCheck should contact the FINRA at the
address or phone number listed above.



TRUSTEE CERTIFICATION

Title of Trust:

In consideration of Interactive Brokers LLC (“IB”) opening a brokerage account (“Account”) for the
trust named above (“Trust”), each undersigned trustee (“Trustee”) hereby represents, warrants and
certifies that:

1. The Trust exists under applicable laws.

2. The Trust was established on

3. The information provided in the Trust’s IB account application is complete and accurate.
Each Trustee has reviewed and agrees to the terms and conditions of the IB Customer
Agreement.

4. The Trustee(s) has(have) the power under the instrument or agreement that governs the
Trust (the “Trust Agreement “) and under applicable law to enter into all transactions
authorized under the IB Customer Agreement.

5. Isthe Trust authorized to engage in margin transactions in the Account?

LYes
LINo

6. All transactions effected and instructions given on this Account will be in full compliance

with the Trust Agreement. The Trustees will continuously monitor the transactions in the

Account to ensure that such transactions are authorized under the Trust Agreement.

7. The following is a complete list of all trustees associated with the Trust, their addresses and
their respective authorized powers under the Trust Agreement:

Individual Trustee
Full Legal Name of Trustee:

Residential Address (no PO Box):

Mailing Address (if different):

[s this Trustee an authorized signatory for the Trust? [1Yes = [INo
Is this Trustee an authorized trader for the Trust? Yes [No

Individual Co-Trustee
Full Legal Name of Trustee:

Residential Address (no PO Box):

Mailing Address (if different):

Interactive Brokers LLC
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Is this Trustee an authorized signatory for the Trust? [JYes  [INo

Is this Trustee an authorized trader for the Trust? CYes CINo

Entity Trustee
Full Legal Name of Trustee:

Business Address (no PO Box):

Mailing Address (if different):

Is this Trustee an authorized signatory for the Trust? [1Yes  [INo

Is this Trustee an authorized trader for the Trust? CYes CINo

8. The settlor(s)/grantor(s) of the Trust is(are):
Full Legal Name of Settlor/Grantor:

Full Legal Name of Settlor/Grantor:

9. Isthe Trustis revocable? LJYes [No
If yes, please list all individuals or entities with the power to revoke the Trust.
Full Legal Name:
Full Legal Name:

10. The Trustee(s) agrees(agree) that any notice sent to one Trustee will constitute notice to all
Trustees. IB, in its sole discretion may require the written consent of any or all Trustees
prior to acting upon the instructions of any Trustee. Neither the Trustee(s) nor the Trust
impose any obligation upon IB for determining the purpose or validity of any instructions
received from any Trustee.

11. The Trustee(s) acknowledge(acknowledges) that (a) IB will be relying solely on the
certifications herein for all matters relating to such certifications and operation of the
Account, (b) IB will not review or interpret the Trust Agreement, and (c) IB will not monitor
transactions to determine if they are in compliance with the Trust Agreement.

12. The Trust has not been revoked, modified or amended in any manner, which would cause
the representations contained in this Certification to be incorrect. Each Trustee agrees to
notify IB immediately in writing of any change that would cause this Certification to become
incorrect or incomplete. Each Trustee acknowledges and agrees that IB is permitted to
verify any information that is provided to IB in the account application.

13. All assets (whether cash, securities or commodities) in the Account are to be held by or on
behalf of the Trust.
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14. The Trustees may grant a Power of Attorney to a third party concerning the Account, and the
undersigned certify that they have the authority under the terms of the Trust Agreement and
applicable law to make such grant.

15. The undersigned Trustees jointly and severally agree to indemnify IB, its affiliates, officers,
directors, employees and agents from, and to hold such persons harmless from any losses,
expenses, penalties, claims or liabilities (including reasonable attorneys’ fees) that may arise
out of IB acting in reliance on the representations contained in this Certification. This
indemnification shall survive the termination of the trust and/or the Account.

CERTIFIED TO INTERACTIVE BROKERS LLC BY TRUSTEES. The undersigned certify under
penalty of perjury that the foregoing is true and correct. The representations and obligations stated
in this Certification will survive the termination of the Account and shall be governed by the laws of
the State of Connecticut, U.S.A.

TRUSTEE
By:

Name:

Date:

TRUSTEE

By:
Name:

Date:

Interactive Brokers LLC
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é InteractiveBrokers

Rules of the U.S. National Futures Association ("NFA") require Interactive Brokers ("IB") to provide you with the
following Risk Disclosure Statement:

RISK DISCL OSURE STATEMENT

OFF-EXCHANGE FOREIGN CURRENCY ("FOREX") TRANSACTIONS INVOLVE THE LEVERAGED
TRADING OF CONTRACTS DENOMINATED IN FOREIGN CURRENCY CONDUCTED WITH A FUTURES
COMMISSION MERCHANT OR A RETAIL FOREIGN EXCHANGE DEALER AS YOUR COUNTERPARTY.
BECAUSE OF THE LEVERAGE AND THE OTHER RISKS DISCLOSED HERE, YOU CAN RAPIDLY LOSE
ALL OF THE FUNDS YOU DEPOSIT FOR SUCH TRADING AND YOU MAY LOSE MORE THAN YOU
DEPOSIT.

YOU SHOULD BE AWARE OF AND CAREFULLY CONSIDER THE FOLLOWING POINTS BEFORE
DETERMINING WHETHER SUCH TRADING IS APPROPRIATE FOR YOU.

(1) TRADING IS NOT ON A REGULATED MARKET OR EXCHANGE—YOUR DEALER IS YOUR TRADING
PARTNER WHICH IS A DIRECT CONFLICT OF INTEREST. BEFORE YOU ENGAGE IN ANY RETAIL
FOREIGN EXCHANGE TRADING, YOU SHOULD CONFIRM THE REGISTRATION STATUS OF YOUR
COUNTERPARTY.

The off-exchange foreign currency trading you are entering into is not conducted on an interbank market, nor is it
conducted on a futures exchange subject to regulation as a designated contract market by the Commodity
Futures Trading Commission ("CFTC"). The foreign currency trades you transact are trades with the futures
commission merchant or retail foreign exchange dealer as your Counterparty. WHEN YOU SELL, THE DEALER
IS THE BUYER. WHEN YOU BUY, THE DEALER IS THE SELLER. As a result, when you lose money trading,
your dealer is making money on such trades, in addition to any fees, commissions, or spreads the dealer may
charge.

(2) AN ELECTRONIC TRADING PLATFORM FOR RETAIL FOREIGN CURRENCY TRANSACTIONS IS NOT
AN EXCHANGE. IT IS AN ELECTRONIC CONNECTION FOR ACCESSING YOUR DEALER. THE TERMS OF
AVAILABILITY OF SUCH A PLATFORM ARE GOVERNED ONLY BY YOUR CONTRACT WITH YOUR
DEALER.

Any trading platform that you may use to enter off-exchange foreign currency transactions is only connected to
your futures commission merchant or retail foreign exchange dealer. You are accessing that trading platform
only to transact with your dealer. You are not trading with any other entities or customers of the dealer by
accessing such platform. The availability and operation of any such platform, including the consequences of the
unavailability of the trading platform for any reason, is governed only by the terms of your account agreement
with the dealer.

(3) YOUR DEPOSITS WITH THE DEALER HAVE NO REGULATORY PROTECTIONS.

All of your rights associated with your retail forex trading, including the manner and denomination of any
payments made to you, are governed by the contract terms established in your account agreement with the
futures commission merchant or retail foreign exchange dealer. Funds deposited by you with a futures
commission merchant or retail foreign exchange dealer for trading off-exchange foreign currency transactions
are not subject to the customer funds protections provided to customers trading on a contract market that is
designated by the CFTC. Your dealer may commingle your funds with its own operating funds or use them for
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other purposes. In the event your dealer becomes bankrupt, any funds the dealer is holding for you in addition to
any amounts owed to you resulting from trading, whether or not any assets are maintained in separate deposit
accounts by the dealer, may be treated as an unsecured creditor's claim.

(4) YOU ARE LIMITED TO YOUR DEALER TO OFFSET OR LIQUIDATE ANY TRADING POSITIONS SINCE
THE TRANSACTIONS ARE NOT MADE ON AN EXCHANGE OR MARKET, AND YOUR DEALER MAY SET
ITS OWN PRICES.

Your ability to close your transactions or offset positions is limited to what your dealer will offer to you, as there is
no other market for these transactions. Your dealer may offer any prices it wishes, and it may offer prices
derived from outside sources or not in its discretion. Your dealer may establish its prices by offering spreads
from third party prices, but it is under no obligation to do so or to continue to do so. Your dealer may offer
different prices to different customers at any point in time on its own terms. The terms of your account
agreement alone govern the obligations your dealer has to you to offer prices and offer offset or liquidating
transactions in your account and make any payments to you. The prices offered by your dealer may or may not
reflect prices available elsewhere at any exchange, interbank, or other market for foreign currency.

(5) PAID SOLICITORS MAY HAVE UNDISCLOSED CONFLICTS

The futures commission merchant or retail foreign exchange dealer may compensate introducing brokers for
introducing your account in ways which are not disclosed to you. Such paid solicitors are not required to have,
and may not have, any special expertise in trading, and may have conflicts of interest based on the method by
which they are compensated. Solicitors working on behalf of futures commission merchants and retail foreign
exchange dealers are required to register. You should confirm that they are, in fact registered. You should
thoroughly investigate the manner in which all such solicitors are compensated and be very cautious in granting
any person or entity authority to trade on your behalf. You should always consider obtaining dated written
confirmation of any information you are relying on from your dealer or a solicitor in making any trading or
account decisions.

FINALLY, YOU SHOULD THOROUGHLY INVESTIGATE ANY STATEMENTS BY ANY DEALERS OR SALES
REPRESENTATIVES WHICH MINIMIZE THE IMPORTANCE OF, OR CONTRADICT, ANY OF THE TERMS
OF THIS RISK DISCLOSURE. SUCH STATEMENTS MAY INDICATE POTENTIAL SALES FRAUD.

THIS BRIEF STATEMENT CANNOT, OF COURSE, DISCLOSE ALL THE RISKS AND OTHER ASPECTS OF
TRADING OFF-EXCHANGE FOREIGN CURRENCY TRANSACTIONS WITH A FUTURES COMMISSION
MERCHANT OR RETAIL FOREIGN EXCHANGE DEALER.

The table below sets forth the percentage of non-discretionary retail forex customer accounts maintained by
Interactive Brokers LLC that were profitable and unprofitable for the past four calendar quarters. The accounts
were identified and these statistics were calculated according to the definitions and interpretations set forth by

the CFTC and NFAL

PERCENTAGE OF PROFTABLE PERCENTAGE o:
TVE PERICD NUMBER OF ACCOUNTS ACCOUNTS UNPROHTABLE ACOOUNTS
012019 27 427 45.31% 54.69%

042018 27 067 43.07% 56.93%

032018 26,459 42.80% 55.20%

022018 26.068 424.59% 55.41%

PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS.
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A. Overview: Interactive Brokers Multi-Currency enabled accounts allow IB Customers to trade investment
products denominated in different currencies using a single IB account denominated in a "base" currency of the
customer's choosing. IB Customers can also use their Multi-Currency enabled accounts to conduct foreign
exchange transactions in order to manage credits or debits generated by foreign securities, options or futures
trading, to convert such credits or debits back into the Customer's base currency, or to hedge or speculate. 1B
foreign exchange transactions offered to retail customers are forex spot transactions.

B. Nature of Your Account and Whether SIPC Covers Foreign Currency: Foreign currency trading at Interactive Brokers
takes place in a securities account. Your IB securities account is governed by rules of the U.S. Securities and
Exchange Commission ("SEC") and the Financial Industry Regulatory Authority. In addition, IB observes the
rules of the National Futures Association in connection with foreign currency trading.

Interactive Brokers LLC is a member of the Securities Investor Protection Corporation ("SIPC"). SIPC protects
cash and securities held with Interactive Brokers as specified in the Securities Investor Protection Act. SIPC
protects cash, including US dollars and foreign currency, to the extent that the cash was deposited with
Interactive Brokers for the purpose of purchasing securities. Whether foreign currency in your IB account would
be protected by SIPC would depend in part on whether the cash was considered to be deposited with Interactive
Brokers for the purpose of purchasing securities. Interactive Brokers expects that at least one factor in deciding
this would be whether and the extent to which the customer engages in securities trading in addition to or in
conjunction with forex trading, but, as discussed in section 3 above, funds deposited specifically for forex trading
have no regulatory protections under NFA rules or CFTC regulations. For further information, you must contact
your own legal counsel or SIPC.

Customer money held in the securities account is subject to Securities Exchange Act Rule 15¢3-3 governing
customer reserve requirements. Although relevant regulations only require computation of the 15¢3-3 reserve
requirement and associated segregation of customer funds to be performed weekly, IB performs such
calculations and segregation on a daily basis.

C. General Risk: Customer understands and acknowledges that buying and selling securities, options, futures and
other financial products that are denominated in foreign currencies or traded on foreign markets is inherently
risky and requires substantial knowledge and expertise. Customers applying for Interactive Brokers Multi-
Currency enabled accounts represent that they are aware of and understand the risks involved in trading foreign
securities, options, futures and currencies and that they have sufficient financial resources to bear such risks.

D. Customer Responsibility for Investment Decisions: Customer acknowledges that IB representatives are not
authorized to provide investment, trading or tax advice and therefore will not provide advice or guidance on
trading or hedging strategies in the Multi-Currency enabled account. Customers must evaluate carefully whether
any particular transaction is appropriate for them in light of their investment experience, financial objectives and
needs, financial resources, and other relevant circumstances and whether they have the operational resources
in place to monitor the associated risks and contractual obligations over the term of the transaction. In making
these assessments, IB strongly recommends that Customers obtain independent business, legal, and
accounting advice before entering into any transactions.

E. ExchangeRate Risk: Exchange rates between foreign currencies can change rapidly due to a wide range of
economic, political and other conditions, exposing the Customer to risk of exchange rate losses in addition to the
inherent risk of loss from trading the underlying financial product. If a Customer deposits funds in a currency to
trade products denominated in a different currency, Customer's gains or losses on the underlying investment
therefore may be affected by changes in the exchange rate between the currencies. If Customer is trading on
margin, the impact of currency fluctuation on Customer's gains or losses may be even greater.

F. Currency Huctuation: When Customer uses the foreign exchange facility provided by IB to purchase or sell
foreign currency, fluctuation in currency exchange rates between the foreign currency and the base currency
could cause substantial losses to the Customer, including losses when the Customer converts the foreign
currency back into the base currency.
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. ) ) ) ] yand IB: When Customer enters into a foreign
exchange transactlon with 1B, IB as the counterparty to Customers trade, may effectuate that transaction by
entering into an offsetting transaction with one of IB's affiliates, with another customer that enters quotes into
IB's system, or with a third party bank (IB's "Forex Providers"). In such transactions, the Forex Provider is not
acting in the capacity of a financial adviser or fiduciary to Customer or to 1B, but rather, is taking the other side of
IB's offsetting trade in an arm's length contractual transaction. Customer should be aware that the Forex
Provider may from time to time have substantial positions in, and may make a market in or otherwise buy or sell
instruments similar or economically related to, foreign currency transactions entered into by Customer. IB's
Forex Providers may also undertake proprietary trading activities, including hedging transactions related to the
initiation or termination of foreign exchange transactions with IB, which may adversely affect the market price or
other factors underlying the foreign currency transaction entered into by Customer and consequently, the value
of such transaction.

H. Prices on the IB Forex Platforms: The prices quoted by IB to Customers for foreign exchange transactions on IB's
IdealPro platform will be determined based on Forex Provider quotes and are not determined by a competitive
auction as on an exchange market. Prices quoted by IB for foreign currency exchange transactions therefore
may not be the most competitive prices available. For purposes of maintaining adequate scale and competitive
spreads, a minimum size is imposed on all IdealPro orders (USD $25,000 as of March 2019 but this is subject to
change at any time). Orders below the minimum size are considered odd lots and limit prices for these odd lot-
sized orders are not displayed through IdealPro. Retail leveraged forex orders for odd lot-sized orders are
generally executed within 1 pip of the best bid and best offer of the Interbank spread (NBBO). However, if the
best quote for such orders is more than 1 pip outside of the NBBO, IB will generally route the order to execute
against a bank or dealer bid or offer regardless of the order size in order to get an improved price. Customers
may also enter a Request for Quote ("RFQ") on the system. IB will charge transaction fees as specified by IB for
foreign currency exchange transactions. IB's Forex Providers will try to earn a spread profit on transactions with
IB (differential between the bid and ask prices quoted for various currencies).

|. Price Slippage; Order Cancellation and Adjustment: Prices quoted on IB's system generally reflect the prices at
which IB's Forex Providers are willing to trade. Prices quoted on IB's system reflect changing market conditions
and therefore quotes can and do change rapidly. As such, when a Customer order is received and processed by
IB's system, the quote on IB's platform may be different from the quote displayed when the order was sent by
Customer. This change in price is commonly referred to as "slippage.” IB generally will not execute a Customer
order at a certain price unless IB is able to trade at that price against one of IB's Forex Providers.

If Customer sends an order for a forex transaction to IB's system but Customer's requested price is no longer
available and therefore the order is non-marketable, IB will not execute the order then but will place it in IB's limit
order book in accordance with Customer's time-in-force instructions. Other customers can then trade against this
order when it becomes the National Best Bid and Offer ("NBBO") or IB may execute the order if it becomes
marketable based on prices received from IB's Forex Providers.

If Customer sends an order for a forex transaction to IB's system and the current price is more favorable for
Customer than what Customer requested in the order, the order will generally be executed at the available better
price.

Although IB attempts to obtain the best price for Customer orders on forex transactions, because of the inherent
possibility of transmission delays between and among Customers, IB and Forex Providers, or other technical
issues, execution prices may be worse than the quotes displayed on the IB platform.

To execute your order, Interactive Brokers engages in back-to-back transactions with one or more
counterparties. These counterparties on occasion may cancel or adjust forex trades with us in the event of
market or technical problems. In these cases we may have to cancel or adjust forex trades that you have
executed.

J. Other Risks: There are other risks that relate to trading foreign investment products and trading foreign
currencies that cannot be described in detail in this document. Generally, however, foreign securities, options,
futures and currency transactions involve exposure to a combination of the following risk factors: market risk,
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credit risk, settlement risk, liquidity risk, operational risk and legal risk. For example, there can be serious market
disruptions if economic or political or other unforeseen events locally or overseas affect the market. Also, the
settlement date of foreign exchange trades can vary due to time zone differences and bank holidays. When
trading across foreign exchange markets, this may necessitate borrowing funds to settle foreign exchange
trades. The interest rate on borrowed funds must be considered when computing the cost of trades across
multiple markets. In addition to these types of risk there may be other factors such as accounting and tax
treatment issues that Customers should consider.

(1)Information regarding the performance of Interactive Brokers retail forex customers for the past 5 years is
available upon request.
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