INTERACTIVE BROKERS (U.K.) LTD. AGREEMENTS AND
DISCLOSURE DOCUMENTS

The documents in this package contain the terms and conditions of your customer account with
Interactive Brokers (U.K.) Ltd. and also contain important information regarding the risks and
characteristics of the securities, commodities and other investment products that may be traded
in your account. Please read all these documents carefully.

This package contains:
» Interactive Brokers (U.K.) Ltd. Customer Agreement
Options Clearing Corporation Characteristics and Risks of Standardized Options
Disclosure of Risks of Margin Trading
Portfolio Margin Risk Disclosure Statement
Disclosure Regarding IB’s Procedures for Allocating Equity Option Exercise Notices
Day Trading Risk Disclosure
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NFA/FINRA Disclosure for Security Futures Trading
Australian Futures Risk Disclosure
Euronext Amsterdam Derivative Markets Risk Disclosure Statement
Euronext Derivatives Explanatory Memorandum
Euronext Liffe Risk Disclosure
French Risk Disclosure
German Risk Disclosure
Hong Kong Regulations
Swiss Franc Denominated Account Risk Disclosure-Futures
Swiss Franc Denominated Account Risk Disclosure-Options

Risk Disclosure Statement for Forex Trading and IB Multi-Currency Accounts
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CFTC Rule 15.05 Notice to Non-U.S. Traders



Notice Regarding Anti-Money Laundering and Customer Identification Procedures: To help the U.S.
government fight the funding of terrorism and money laundering activities, Federal law requires all
financial institutions to obtain, verify, and record information that identifies each person or entity who
opens an account. We are required by law to ask you to provide your name, address, date of birth and
other information about you, your organization or persons related to your organization that will allow us
to identify you before we approve your account. We also will ask you to provide certain identifying
documents, such as your driver's license or passport or your organization's articles of incorporation and
may obtain credit and other consumer reports to assist us in verifying your identity and in determining
whether you satisfy our account criteria. Unless you provide the requested information and
documentation, we may not be able to open your account. By applying for an IB account, you agree to
provide accurate and truthful information as requested by IB and you consent to IB's acquisition of
credit and other consumer reports about you for the purposes described above.



Notice of Execution and Clearing Agreement

1. This Notice applies only to persons who are parties to the Customer Agreement Among Customer,
Interactive Brokers (U.K.) Limited and Interactive Brokers LLC ("IB UK Customer Agreement") and/
or persons who have opened an account ("IB UK Account") with Interactive Brokers (U.K.) Limited
("IB UK Customers").

2. Interactive Brokers (U.K.) Limited ("IB UK") has been authorised by the Financial Conduct Authority
("FCA") to conduct investment business in the U.K. and Europe and is regulated in the U.K. by the
FCA.

3. Interactive Brokers LLC ("IB LLC") is a U.S.-located affiliate of IB UK. IB LLC is registered as a
broker-dealer with the U.S. Securities and Exchange Commission and as a futures commission
merchant with the U.S. Commodity Futures Trading Commission.

4. IB UK and IB LLC are parties to an Execution and Clearing Agreement pursuant to which IB LLC
performs certain services with respect to IB UK Customers, IB UK Accounts and IB UK Transactions
("Execution and Clearing Agreement"). The Execution and Clearing Agreement permits IB LLC to
satisfy its obligations thereunder by using the services of other affiliates of IB UK ("IB UK
Affiliates") or unaffiliated third parties. By executing an IB UK Customer Agreement, an IB UK
Customer enters into a contractual relationship with IB UK and, for the limited purposes stated
therein, with IB LLC. The relationships between IB UK Customers and IB UK and between IB UK
Customers and IB LLC are not altered by the Execution and Clearing Agreement.

5. This Notice is intended to be a general disclosure of the relationship between IB UK and IB LLC, not
a definitive enumeration of each and every service that may be performed by IB LLC with respect
to IB UK Customers, IB UK Accounts and/or IB UK Transactions. Such services may include the
performance of any or all of IB UK's responsibilities under the terms and conditions of the IB UK
Customer Agreement, although nothing in this Notice obligates IB LLC or other IB UK Affiliates to
perform such services. The relationship between IB UK and IB LLC or other IB UK Affiliates may
change from time to time.

6. IB UK generally shall be responsible for the following:

a. Obtaining and verifying new IB UK Customer and IB UK Account information and
documentation and opening and closing IB UK Accounts.

b. Providing software or otherwise arranging for the transmission through the IB system of orders
(and modifications and cancellations thereof) submitted by IB UK Customers for the specified
securities, options, futures, currencies and other investment products that IB UK may make
available from time to time for IB UK Customer trading and arranging for the execution and/or
clearance of such orders.



c. Accepting instructions regarding voluntary corporate actions (e.g., tender or exchange offers)
from IB UK Customers and transmitting them to IB LLC for processing. Neither IB UK nor IB
LLC shall be responsible for providing IB UK Customers with notice of voluntary corporate
actions.

d. Determining the commissions and other fees charged to IB UK Customers. Commission and fee
payments owed by IB UK Customers may be shared and allocated between IB UK and IB LLC as
IB UK and IB LLC agree from time to time.

7. IB LLC generally shall be responsible for the following:

a. Accepting IB UK Customer orders (and modifications and cancellations thereof) and
transmitting them for execution on various exchanges through IB LLC, IB UK, another
Interactive Brokers Group affiliate or a third party intermediate broker. Pursuant to the IB UK
Customer Agreement, IB UK and IB LLC reserve the right to reject any IB UK Customer order
that may be transmitted to either of them for execution and/or clearing.

b. In the case of any IB UK Account for which IB UK has agreed to provide clearing services for
the Customer, acting as a self-clearing broker for the Customer's orders or arranging for the
clearing and settlement of the Customer's executed transactions by IB UK, IB LLC, another IB
UK Affiliate or a third party. IB UK Customers that hold IB UK accounts for which IB UK acts
only as an executing broker are required to be either a self-clearing exchange member or a
client of an exchange clearing member. The exchange-executed trades of such IB UK
Customers are taken up for clearing and settlement by the IB UK Customers' respective
clearing brokers.

c. Performing certain cashiering, client money and custody services for IB UK Customers, IB UK
Accounts and IB UK Transactions. Such services include, without limitation: (1) accepting and
holding all money submitted to fund IB UK Accounts (including, without limitation, funds
submitted for the purpose of satisfying IB UK's initial and maintenance margin requirements
[collectively, "Margin Requirements"]); (2) receiving, delivering and transferring securities
purchased and sold, borrowed and loaned and receiving and distributing payment therefor; (3)
holding in custody and safekeeping all securities and payments so received (provided that, with
respect to securities, such securities are delivered via the book entry system of a clearing
organization acceptable to IB UK); (4) paying and charging interest on IB UK Accounts; (5)
receiving and distributing dividends and other distributions; (6) processing securities as a result
of corporate actions; (7) transferring funds to Customers; and (8) as set forth in the IB UK
Customer Agreement, effectuating the liquidation of IB UK Customer positions or assets.

d. Extending credit to IB UK Customers, including complying with the Margin Requirements of IB
UK and any relevant regulatory, self-regulatory or governmental body; and effecting stock loan
and borrowing transactions in accordance with applicable law.

e. Performing certain collection services with respect to IB UK Accounts, including the collection of
all commissions and fees and other monies or assets due from IB UK Customers under the
terms of the IB UK Customer Agreement.

f. Performing certain back-office and record keeping and reporting functions with respect to IB UK
Accounts, including the preparation of confirmations (contract notes) and account statements



10.

11.

for IB UK Transactions, distributing such confirmations and account statements directly to IB
UK Customers, maintaining books and records of all IB UK Transactions, and reporting such
information as may be required by relevant regulatory or self-regulatory organizations or
applicable law.

g. Performing technical services related to the IB Trader Workstation, the IB System, or certain
computer hardware or software related thereto.

IB UK requires IB UK Customers to remit all funds related to their IB UK Transactions or to their IB
UK Accounts, or otherwise tendered pursuant to the IB UK Customer Agreement, either: (a) directly
to IB LLC or (b) to a designated financial institution with which IB LLC maintains a customer
account. Funds maintained by IB LLC are maintained in customer accounts that are held in the
name of IB LLC and are located outside of the U.K.

. IB UK and IB LLC share responsibility for the provision of certain portions of the IB UK website and

for the provision of customer service facilities. IB UK has ultimate responsibility for responding to
customer complaints regarding any IB UK Transaction or any IB UK Account, but IB LLC is
authorized to accept, process and respond to such complaints.

IB UK and IB LLC are authorized to disclose information or documentation relating to IB UK
Customers or IB UK Accounts and IB UK Transactions to each other and to their respective
affiliates. IB UK, IB LLC and their affiliates are authorized to use, store, or process personal
information provided by IB UK customers (or their employees, agents or representatives) or
otherwise acquired from them as set forth in the IB UK Customer Agreement.

IB LLC does not control, audit or supervise the activities of IB UK or its registered representatives,
nor does it verify any information provided by IB UK regarding any IB UK Customers, orders,
Transactions, or Accounts.

Interactive Brokers (UK) Limited Customer Agreement

1. Application of this Agreement:

A. Scope of this Agreement: This Agreement ("Agreement") governs the relationship between
Customer and Interactive Brokers (UK) Limited ("IB UK") and between Customer and Interactive
Brokers LLC ("IB LLC") including, without limitation, the terms and conditions of the performance
of the services set forth in Section 1.B of this Agreement and matters relating to Customer's IB
UK account.

B. Services Provided:

(1) IB UK shall provide the following services to Customer: (a) Through the Interactive Brokers
System ("IB System"), IB UK shall accept orders from Customer for the specified securities,
options, futures, and other investment products that IB UK may make available from time to time
to the type of customer account for which Customer has been approved and (b) Through its
execution and clearing agreement with IB LLC ("Execution and Clearing Agreement"), IB UK shall
provide for the execution and clearing of such transactions ("Transactions"). Pursuant to the



Execution and Clearing Agreement, Transactions may be executed and/or cleared by IB UK, IB
LLC, another affiliate of IB UK, or a non-affiliated third party.

(2) As set forth in Section 10 of this Agreement, IB LLC shall provide client money and custody
services for Customers and, with respect to the provision of such services only, Customer shall be
a customer of IB LLC, and not of IB UK. With respect to the provision of all other services under
this Agreement, Customer shall be a customer of IB UK. IB LLC is located in the United States.

C. No Adyvice, Solicitation, or Discretion: Representatives of IB UK and IB LLC are not
authorized to, and shall not be under any obligation to provide, any investment, tax, trading or
other advice or recommendations or to solicit orders. None of the information, research, or other
materials provided by IB UK, provided by any of IB UK's affiliates (IB UK affiliates, including IB
LLC, shall be collectively referred to as "Affiliates") or on the IB UK website constitutes advice, a
recommendation or a solicitation to buy or sell securities, options, futures or other investment
products. Neither IB UK nor any of its Affiliates have any discretionary authority with respect to
any Transactions entered into by Customer, except for the discretion to select the marketplace to
which to route a Customer order described in Section 3.B.(2) of this Agreement and Customer
retains full responsibility for making all trading decisions with respect to Customer's account.

D. Treatment of Customer: 1B UK shall treat Customer as a private customer for the purposes
of the rules of the Financial Conduct Authority ("FCA Rules").

E. Amendments to this Agreement: No provision of this Agreement can be amended or waived
by Customer, in any respect, except in a writing by an officer of IB UK that has been confirmed by
IB UK's secretary (or, in the case of Section 10 of this Agreement, in a writing by an officer of IB
LLC that has been confirmed in writing by IB LLC's Secretary) and, in entering into this
Agreement, Customer has not relied on, or been otherwise induced by, any matter not contained
in such writing. IB Customer Service Department employees are not authorized to amend or to
waive the terms of this Agreement in any respect. Customer understands and agrees that IB UK
or IB LLC may modify or change the terms and conditions of this Customer Agreement (in each
instance, a "Revised Agreement") by providing Customer with notice of a Revised Agreement via
e-mail. The terms and conditions of any Revised Agreement shall be deemed to be accepted by
Customer and the Revised Agreement shall become effective five (5) business days after the date
of the e-mail notice to the Customer ("5 Day Period") unless, within the 5 Day Period, Customer
has sent a written notice of objection via an e-mail to the IB Customer Service Department at
help@interactivebrokers.com and IB UK has received such objection. If Customer objects to any
term or condition of any Revised Agreement, Customer must promptly cease using the services of
IB UK and IB LLC, except as necessary to close Customer's account. Customer's continued use of
the services of either IB UK or IB LLC after the 5 Day Period also shall constitute acceptance of
the terms and conditions of the Revised Agreement.

2. Applicable Regulations:

A. This Agreement and any orders or Transactions placed or executed under it are subject to all
applicable laws and regulations including, without limitation, the constitutions, articles, by-laws,
rules, regulations, policies, procedures and interpretations (collectively, "Rules") of the exchanges,
markets and clearing houses to which orders are routed or Transactions are executed or cleared;
of the Financial Conduct Authority ("FCA"); and any other applicable Rules of a regulatory, self-
regulatory or governmental authority ("Applicable Regulations"). IN NO EVENT SHALL IB UK
OR ANY OF ITS AFFILIATES BE LIABLE TO CUSTOMER FOR ANY ACTION, INACTION,
DECISION OR RULING OF ANY EXCHANGE, MARKET, CLEARING HOUSE OR REGULATORY
OR SELF-REGULATORY AUTHORITY.
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B. IB UK or its Affiliates may take or omit any action they consider reasonable to comply with
Applicable Regulations. Customer specifically acknowledges that exchange Rules may afford the
exchange wide powers in various situations, including, but not limited to, in an emergency, in an
otherwise undesirable situation, or in the event of a default (not necessarily on the part of IB UK,
IB LLC, their Affiliates, or Customer), to close-out a transaction, to require the exercise of set-off
rights or to take such other steps or combination of steps as the exchange thinks fit. Customer
agrees that, if a relevant exchange (or intermediate broker acting at the direction of, or as a
result of any action taken by, any exchange) takes any action which affects any Transaction, then
IB UK or its Affiliates may take any action which IB UK or its Affiliate, in its absolute discretion,
considers desirable to respond to such action or to mitigate any loss incurred as a result of such
action. Any such action taken by IB UK or its Affiliates will be binding on Customer. In no event
shall IB UK or its Affiliates be liable to Customer for any action, inaction, decision or ruling of any
exchange, market, clearing house or regulatory, self-regulatory, governmental or supra national
authority.

3. Customer Orders:

A. Responsibility for Customer Orders and Customer Trades: IB UK and its Affiliates shall be
entitled to act for Customer upon any instructions given or purported to be given by Customer.
Once given, instructions may only be withdrawn by Customer with consent. Customer
understands that neither IB UK nor any of its Affiliates is able to know whether someone other
than Customer has entered, or is entering, orders using Customer's user name and password.
Unless specified to and agreed to by IB UK, Customer shall not permit any other person to have
access to Customer's account for any purpose. Customer shall be responsible for the
confidentiality and use of, and any Customer orders entered with, Customer's user name and
password. Customer agrees to report any loss or theft of Customer's user name or password, or
any unauthorized access to Customer's account, immediately by e-mail to the IB Customer
Service Department at help@interactivebrokers.com. However, Customer shall remain responsible
for all orders entered using Customer's user name and password.

B. Order Routing:

(1) Unless otherwise directed by Customer, IB UK and its Affiliates have the discretion to select
the marketplace to which to route any Customer order. To the extent that IB UK or any of its
Affiliates provide execution services for Customer, it shall provide best execution in accordance
with Applicable Regulations.

(2) For investment products that are traded at multiple market centers, IB UK may provide an
order-by-order best execution order-routing option whereby the IB System attempts to seek the
best available terms for a Customer's order using a proprietary, computerized routing algorithm
("Smart Routing"). Customer is advised to choose Smart Routing when trading products for which
Smart Routing is available. If Customer elects to direct orders to a particular market center,
Customer assumes responsibility for examining and directing Customer's trading in accordance
with the relevant Rules of the market center to which the orders are routed (e.g., Rules regarding
trading hours, bidding and offering, types of orders accepted, short sale restrictions, odd-lot
trading restrictions, etc.). Customer acknowledges that, if Customer elects to direct orders to a
particular market center, Customer does so at Customer's risk, including the risk that such orders
may be executed on less advantageous terms.

(3) IB UK and its Affiliates cannot and do not warrant or guarantee that every Customer order will
be executed at the best posted price. Among other things: (a) neither IB UK nor its Affiliates may
have access to every market at which a particular product may trade; (b) other orders may trade
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ahead of Customer's order and exhaust available volume at a posted price; (c) exchanges or
market makers may fail to honor their posted prices; (d) exchanges may re-route customer
orders out of automated execution systems for manual handling (in which case, execution or
representation of Customer's order may be substantially delayed); or (e) exchange Rules or
decisions or systems delays or failures may prevent Customer's order from being executed, may
cause a delay in the execution of Customer's order, or may cause Customer's order not to be
executed at the best posted price.

C. Order Execution:

(1) IB UK and its Affiliates shall act as agent on Customer's behalf, unless otherwise confirmed.
However, IB UK and its Affiliates are authorized to execute Customer orders as principal. IB UK
may utilize another executing broker, including an Affiliate or a non-affiliated third party, to
execute Customer orders. Such executing brokers shall have the benefit of all of IB UK's rights
and remedies and limitations on liability under this Agreement. IB UK or its Affiliates may decline
any Customer order, at any time, in their respective sole discretion.

(2) IB UK and its Affiliates may decline any Customer order or terminate this Agreement and/or
customer's use of the facilities and services provided by IB UK or its Affiliates for the transmission
and execution of Customer orders at any time in their discretion. Customer shall be responsible
for monitoring all Customer orders until IB UK confirms execution or cancellation of the order to
Customer.

D. Order Cancellation and Modification: Customer acknowledges that it may not be possible to
cancel or modify an order. Any attempt to cancel or modify an order is simply a request to cancel
or modify. Neither IB UK nor its Affiliates shall be liable to Customer if IB UK or its Affiliates are
unable to cancel or modify an order. Customer further acknowledges that attempts to modify or
cancel and replace an order can result in an over-execution of the order, or the execution of
duplicate orders, and Customer shall be responsible for all such executions.

4. Particular Products or Orders:

A. Volume Weighted Average Price Orders: IB UK may accept Volume Weighted Average Price
("VWAP") orders for certain securities or futures products. VWAP stock transactions will be
executed after the close of trading at the average price for the security during the reference
period, as calculated by a third-party pricing service ("Pricing Service"). The average price
reported to Customer on the relevant confirmation may not reflect the actual trading level of the
security at any point during the trading day, but rather reflects an average price based upon
transactions effected during the reference period, as calculated by the Pricing Service. In VWAP
transactions, IB UK or IB LLC, as agent or riskless principal, generally will forward the transactions
for execution to an IB UK Affiliate which will act as principal in the transaction. Customers
entering VWAP orders agree to accept the VWAP price for the reference period as calculated by
the Pricing Service. Neither IB UK nor its Affiliates have any control over the methodology used by
the Pricing Service to calculate VWAP prices and do not warrant the accuracy of those prices. IB
UK and its Affiliates reserve the right NOT to execute a VWAP transaction at the close of trading in
the following circumstances: (1) Customer's VWAP order violates exchange Rules or securities or
commodities laws, regulations or Rules, or is intended to defraud or manipulate the market; (2) a
significant disruption in or premature close of trading in the market on which the security or
futures product is traded; (3) acts of God, war (declared or undeclared), terrorism, fire or action
by an exchange, regulatory or governmental authority that disrupts trading in the relevant
security or the Pricing Service's calculation of the VWAP; or (4) if the Pricing Service's calculation
of VWAP prices is clearly erroneous. In such cases, neither IB UK nor its Affiliates shall have any
obligation to execute Customer's VWAP order.

B. Penny Shares: Customer understands that there is an extra risk of losing money when shares



are bought in some smaller companies including penny shares. There is a big difference between
the buying price and selling price of these shares. Customer further understands that, if such
shares have to be sold immediately, Customer may get back much less than the Customer paid
for them. The price may change quickly and it may go down as well as up.

C. Warrants and Derivatives: Customer represents that Customer has received, read and
understands the "Warrants and Derivatives Risk Warning Notice" set forth as Addendum 1 hereto.

D. Commodity Options: Customer acknowledges and agrees that commodity option contracts
may not be exercised and must be closed out by offset. Except for cash-settled commodity
options, if Customer has not offset commodity options contract positions at least one (1) hour
prior to the time specified by an exchange for final settlement, IB UK or its Affiliates are
authorized to do so, or to sell any position into which the option position is converted upon
expiration, or to otherwise liquidate the resulting positions, and credit or debit Customer's account
accordingly. Customer shall pay IB UK or its Affiliates for all costs and expenses related to such
liquidations and shall hold IB UK and its Affiliates harmless for any actions taken, or not taken, in
connection therewith.

E. Close-Out Deadline for Futures Contracts Not Settled in Cash: For futures contracts that
are not settled in cash, but are settled by actual physical delivery of the underlying commodity
(including those foreign currency contracts that call for actual delivery of the physical currency
and are not on the IB Deliverable Currency List). Customer may not make or receive delivery of
the underlying commodity. For long positions not settled in cash, Customer agrees to roll forward
or to close-out any position by offset three (3) business days prior to the exchange-specified first
notice day (the long "Close-Out Deadline"). For short positions not settled in cash, Customer
agrees to roll forward or close-out the position by offset three (3) business days prior to the
exchange-specified last trade day (the short "Close-Out Deadline"). It is Customer's responsibility
to make itself aware of the last trading date for such contracts and the Close-Out Deadline. If
Customer has not closed out any position in a futures contract not settled in cash by the Close-
Out Deadline, IB UK and its Affiliates shall have the right to liquidate Customer's position in the
expiring contract, at any time and in any such manner as IB UK or its Affiliates deem necessary,
without prior notice to Customer. If Customer fails to close out a futures position and IB UK or its
Affiliates are unable to close out the position prior to the expiration of the contract, then Customer
shall be liable for any and all costs of delivery and the liquidation of the resulting physical
currency position.

F. Non-Readily Realisable Investments: Customer understands that there is a restricted
market for designated investments that are not readily realisable investments and that, therefore,
it may be difficult to deal in such designated investments or to obtain reliable information about
their value. Customers who choose to trade designated investments that are not readily realisable
investments do so at their own risk.

5. Short Sales: Customer acknowledges that: (A) short sales may only be effected in a margin
account and are subject to initial and maintenance Margin Requirements; (B) prior to effecting a
short sale for Customer, IB UK, IB LLC or their Affiliate, as the case may be, must have
reasonable assurance that it will be able to borrow such stock on Customer's behalf to effect
delivery of such stock to the purchaser; (C) if IB UK, IB LLC or their Affiliate, as applicable, is
unable to borrow stock to enable Customer to effect delivery on a short sale, or if IB UK, IB LLC or
their Affiliate, as applicable, is unable to re-borrow stock in order to satisfy a re-call notice from a
stock lender, then IB UK, IB LLC or their Affiliate may be subject to a buy-in pursuant to
regulatory or clearing house Rules. Customer understands that, if IB UK, IB LLC or their Affiliate,
as applicable, is unable to borrow or re-borrow such stock, then IB UK, IB LLC and their Affiliates,
without notice to Customer, are authorized by Customer to cover Customer's short position by



purchasing stock on the open market at the then-current market price and Customer shall be
liable for any resulting losses and all associated costs incurred by IB UK, IB LLC or their Affiliate.

6. Corporate Actions: Except with respect to proxy materials which IB UK or its Affiliate shall
transmit to Customer in accordance with Applicable Regulations, Customer acknowledges that
Customer is responsible for knowing the rights and terms of any securities, options, futures,
currencies and investment products in Customer's account including, but not limited to, corporate
actions (e.g., whether a security is the subject of a tender or exchange offer, a reorganization, a
stock split or reverse stock split) and that neither IB UK nor its Affiliates has any obligation to
notify Customer of dates of meetings or to take any other action without specific written
instructions that have been sent by Customer to the IB Customer Service Department at
help@interactivebrokers.com and have been received by the IB Customer Service Department.
The consequences of Customer's failure to timely provide such instructions are entirely the
Customer's own responsibility.

7. Consent to Electronic Records and Communications: Customer consents to the receipt of
electronic instructions, notices, messages, trade confirmations, account statements and other
records and communications (collectively, "Records and Communications") relating to this
Agreement; any other agreement between customer and IB UK, IB LLC or their Affiliates; any of
Customer's orders, Transactions or accounts; or any of Customer's dealings with IB UK, IB LLC or
any of their Affiliates, in lieu of the receipt of Records and Communications in any other form.

8. Confirmations and Account Statements:

A. IB UK or its Affiliates shall send a summary of the trading activity in Customer's account to
Customer via e-mail on a daily basis. IB UK or its Affiliates shall send to Customer valuation
statements of Customer's account via e-mail on a monthly basis. The valuation shall not include a
measure of the performance of Customer's total IB UK portfolio.

B. IB UK and its Affiliates may elect to confirm the execution or cancellation of any Customer
order by the sole methods of transmitting an electronic confirmation to Customer via e-mail or
through the IB System or, for security purposes, by posting the information on the IB UK website
with a notification sent to Customer to login and retrieve the information. Customer agrees to
accept electronic trade confirmations in lieu of printed confirmations.

C. Customer agrees to monitor each open order until IB UK or one of its Affiliates confirms the
execution or cancellation of the order to Customer. Confirmations may be subject to delays.
Customer understands that reports and confirmations of order executions or cancellations may be
erroneous for various reasons including, but not limited to, cancellation or adjustment by an
exchange. Confirmations also are subject to change by IB UK or its Affiliates, in which case,
Customer shall be bound by the actual order execution, so long as it is consistent with Customer's
order.

D. Customer agrees to notify IB UK by telephone at the telephone number(s) specified on the IB
UK website or by e-mail to the IB Customer Service Department at help@interactivebrokers.com
as soon as reasonably possible after Customer has become aware, or should have become aware,
that: (1) Customer has failed to receive an accurate confirmation of an execution or cancellation;
(2) Customer has received a confirmation that is not consistent with Customer's order; (3)
Customer has received confirmation of execution or cancellation of an order that Customer did not
place; or (4) Customer has received a confirmation; account statement; or other information
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reflecting inaccurate orders, trades, account balances, securities, options or futures positions,
funds, margin status or transaction history.

E. In the event that IB UK or any of its Affiliates confirms an execution or cancellation in error and
Customer unreasonably delays in reporting such error, IB UK and its Affiliates reserve the right to
require Customer to accept the trade, or to remove the trade from Customer's account, in their
respective sole discretion.

F. Customer understands and agrees that IB UK or its Affiliates may adjust Customer's account to
correct any error. Customer agrees to promptly return to IB UK or its Affiliates, as the case may
be, any assets distributed to Customer to which Customer was not entitled.

9. Margin: The following provisions apply to margin-enabled accounts:

A. Risk of Margin Trading: Customer understands that trading on margin involves a high
degree of risk and may result in a loss of funds greater than the amount Customer has
deposited in Customer's account. Customer represents that Customer has read and
understands the "Disclosure of Risks of Margin Trading" provided separately by IB UK.

B. Requirement to Maintain Sufficient Margin: Customer margin Transactions are subject to
IB UK initial margin and maintenance margin in accordance with the margin requirements which
have been established by IB UK or the applicable exchange, whichever is greater ("Margin
Requirements"). IB UK's Margin Requirements may exceed the margin required by any exchange
or clearing house. IB UK's Margin Requirements shall be posted on the IB UK website. The general
formulas for calculating Margin Requirements provided on the IB UK website are only indicative
and may not accurately reflect the actual Margin Requirements in effect at a particular time for
Customer's portfolio. Customer must at all times satisfy whatever Margin Requirements are
calculated by IB UK. Customer shall maintain, without notice or demand from IB UK, IB LLC or
their Affiliates, a sufficient account balance at all times so as to continuously satisfy the applicable
Margin Requirements. As set forth herein, Customer shall submit all payments made by Customer
to satisfy Margin Requirements directly to IB LLC in accordance with the instructions then set forth
on the IB UK website and then in effect.

C. Modification of Margin Requirements: IB UK may modify the Margin Requirements for any
Customer, for open and new positions, at any time, in IB UK's sole discretion. Customer shall be
required to supplement margin any time that IB UK increases Customer's Margin Requirements.

D. Acceptable Margin: Margin shall be provided by or on behalf of Customer in the acceptable
forms then listed on the IB UK website and in effect. IB UK reserves the right to alter the
acceptable forms of margin, in its sole discretion, by posting the amended acceptable margin
forms on the IB UK website.

E. Failure to Satisfy Margin Requirements: Customer shall monitor Customer's account so
that, at all times, the account shall contain a sufficient account balance to continuously satisfy the
Margin Requirements, without notice or demand. IB UK or its Affiliates may reject any Customer
order if Customer does not have a sufficient account balance to satisfy the Margin Requirements
and may delay the processing of any order while determining the correct margin status of
Customer's account. Failure by Customer to satisfy the Margin Requirements constitutes an Event
of Default and provides IB UK the right, but not the obligation, to pursue all rights and remedies
available to it pursuant this Agreement, including the right to liquidate Customer's positions.



F. IB UK Shall Not Issue Margin Calls: IB UK, IB LLC, and their Affiliates shall not have
any obligation to notify Customer of any failure to meet the Margin Requirements in
Customer's account prior to IB UK, IB LLC or any of their Affiliates exercising any of
their respective rights and remedies under this Agreement. Customer understands that
IB UK, IB LLC, and their Affiliates shall not issue margin calls and that IB UK, IB LLC and
their Affiliates shall not credit Customer's account to meet intraday margin deficiencies.
Customer understands that IB UK (through IB LLC or another IB UK Affiliate) is
authorized to liquidate positions in Customer’'s account in order to satisfy the Margin
Requirements without prior notice to Customer.

G. Margin Trading Acknowledgement: Customer acknowledges that where credit is extended
to Customer pursuant to margin loan facilities provided under the terms of this Agreement, it is
likely to exceed a sum equivalent to GBP25,000, at some stage. The maximum amount of the
margin loan will be based on the account equity.

H. Use of Margin: Customer acknowledges and agrees that:

(1) IB UK, IB LLC or their Affiliates may use any margin in the form of securities for their own
accounts or the accounts of any of their other Customers for the purposes of settling trades, in
which event IB UK, IB LLC and its Affiliates shall not be liable for any loss or expense whatsoever
that is suffered or incurred by Customer arising out of such use;

(2) IB UK may return to Customer (through IB LLC) margin in the form of securities which are
equivalent, but not identical to, the securities Customer originally deposited with IB LLC; and

(3) Margin in the form of securities may be registered in the name of IB LLC, an IB LLC Affiliate,
or such other person as IB LLC may determine. Any investments or documents of title will be held
by IB LLC or any third party as IB LLC shall determine in relation to margin in the form of
securities. IB LLC, IB UK and their Affiliates shall not be liable for any default by any other person
holding such margin.

10. Client Money and Custody:
A. IB LLC to Provide Client Money and Custody Services:

(1) IB LLC shall provide certain client money and custody services for Customer and with respect
to Customer's Transactions and IB UK accounts ("Client Money and Custody Services"). The Client
Money and Custody Services shall include, without limitation: (a) accepting and holding all money
submitted to fund Customer's account (including, without limitation, funds submitted for the
purpose of satisfying Margin Requirements; (b) holding Customer's securities and other assets
(including, without limitation, collateral and safe custody investments); (c) applying the Margin
Requirements to Customer's account; (d) conducting stock lending activity with or for the
Customer; (e) crediting Customer's account for any credit interest owed to Customer from IB UK;
(f) debiting Customer's account for any daily or debit interest owed by Customer to IB UK; (g)
transferring funds to Customer (e.g., upon Customer's request for a withdrawal of funds from
Customer's account); and (h) under the circumstances set forth in this Agreement, effectuating
the liquidation of Customer's positions or assets.

(2) Notwithstanding any other services provided by IB LLC to IB UK or to Customer pursuant to
the Execution and Clearing Agreement referenced in this Agreement, Customer shall be a
Customer of IB LLC, and not of IB UK, for the purposes of the provision of the Client Money and
Custody Services only. The terms and conditions of this Agreement shall apply to IB LLC's
provision of the Client Money and Custody Services to Customer. Notwithstanding the foregoing,



IB LLC may be a third party beneficiary to any portion of this Agreement or any other agreement
between IB UK and Customer.

B. United Kingdom Client Money and Custody Rules:

(1) IB LLC is located outside of the United Kingdom and IB LLC may deposit and hold money,
securities, and other assets (including, but not limited to, collateral and safe custody investments)
on behalf of Customer in accounts that are located outside of the United Kingdom. The legal,
regulatory, and settlement regime applicable to IB LLC and to the entities in which Customer's
money, securities and other assets will be held will be different from that of the United Kingdom
(i.e., any client money and custody Rules promulgated by the FCA will not apply). Among other
things, different practices for the separate identification of Customer's money, securities, and
assets may apply and, in the event of a default of IB LLC or the entity in which Customer's
money, securities and other assets are held, Customer's money, securities and assets may be
treated differently from the position that would apply if the money, securities or assets were held
in the United Kingdom.

(2) To the extent that IB LLC holds Customer money, securities, or other assets, IB LLC will hold
such money, securities, and assets in accordance with the rules of the U.S. Securities and
Exchange Commission ("SEC") and the U.S. Commodity Futures Trading Commission ("CFTC"), as
applicable.

C. Use of Another Intermediate Broker, Agent, Settlement Agent, or OTC Counterparty
Outside of the United Kingdom: IB LLC may pass money, securities, or other assets held on
Customer's behalf to another intermediate broker or agent, settlement agent, or OTC
counterparty that also is located in a jurisdiction outside of the United Kingdom. In such
circumstances, the legal, regulatory, and settlement regime applying to the intermediate broker,
settlement agent, or OTC counterparty with which Customer's money, securities or other assets
are held will be different from that of the United Kingdom (i.e., any client money and custody
Rules promulgated by the FCA will not apply). Among other things, different practices for the
separate identification of Customer's money, securities, and assets may apply, and, in the event
of a default of the intermediate broker, settlement agent or OTC counterparty, the Customer's
money, securities and assets may be treated differently from the position which would apply if
such money, securities and assets were held by an intermediate broker, settlement agent or OTC
counterparty in the United Kingdom.

D. Submission and Disbursement of Funds:

(1) Funds to IB LLC: Customer agrees to submit all funds related to any Transaction or to
Customer's account or otherwise made pursuant to this Agreement (including, but not limited to,
funds submitted to satisfy Margin Requirements) directly to IB LLC or to a designated financial
institution with which IB LLC maintains an account, in accordance with the instructions then set
forth on the IB UK website and in effect. IB UK reserves the right to amend such instructions, in
its sole discretion, at any time, upon notice made by posting the amended instructions on the IB
UK website.

(2) Disbursement of Funds: (a) Funds shall not be disbursed to Customer until after positions
are settled and (b) Funds received by cheque shall not be disbursed prior to twelve (12) business
days from the date of deposit by IB LLC.

E. Delivery: If, at any time, either: (1) Customer fails to deliver to IB LLC or to any of its
Affiliates any property previously sold by IB LLC or its Affiliates on Customer's behalf, or fails to
deliver any property in compliance with any transaction; or (2) IB LLC or any of its Affiliates is
required or reasonably deems it advisable (whether by reason of the requirements of any



exchange, clearing organization or otherwise) to replace any property delivered by IB LLC or its
Affiliates for Customer's account with other property of like or equivalent kind or amount, then:
Customer authorizes IB LLC and its Affiliates, in their respective discretion, to borrow or to buy
any property necessary to make delivery of property in compliance with any transaction or to
replace any such property previously delivered and to deliver the same to such purchaser or other
party to whom delivery is to be made, and if IB LLC or any of its Affiliates borrows or otherwise
acquires property from a third party for such purposes, IB LLC and its Affiliates may subsequently
pay for, or repay the loan of, such property with securities purchased or otherwise acquired for
Customer's account.

F. Stock Lending Activity:

(1) Customer consents to IB LLC and its Affiliates undertaking, or otherwise engaging in, stock
lending activity and the lending of Customer collateral, securities or other property (including, but
not limited to, safe custody investments) including, but not limited to, using Customer collateral,
securities or other property for their own accounts or for the accounts of other Customers, and
lending, either to themselves, to their Affiliates, or to others, any Customer collateral, securities
and other property held by IB LLC in Customer's accounts. Pursuant to Applicable Regulations, IB
LLC or its Affiliates may, from time to time and without notice to Customer, deposit all collateral,
securities and/or other Customer property with third parties and may pledge, re-pledge,
hypothecate or re-hypothecate, all Customer collateral, securities and/or other Customer
property, either separately or together with other securities and/or other property of other
Customers of IB UK, IB LLC or their Affiliates, for any amount due to IB UK, IB LLC, their Affiliates
or other persons, in any IB UK account in which Customer has an interest. IB LLC or its Affiliates,
may so pledge, re-pledge, hypothecate or re-hypothecate Customer collateral, securities and/or
other property without retaining in IB LLC's or its Affiliate's possession or under its control for
delivery a like amount of similar collateral, securities and/or other property and IB LLC or its
Affiliates may return to Customer collateral, securities and/or other property other than the
original, or original type of, collateral, securities and/or property that Customer deposited with IB
LLC. Collateral that is registered with a third party may not be in Customer's name.

(2) To the extent that IB LLC or its Affiliates undertakes any stock lending activity with or for
Customer, Customer should be advised that:

(@) Such activity may affect Customer's tax position and Customer should consult his tax advisor
prior to any involvement in this activity; and

(b) There may be consequences to such activity, including in relation to Customer's rights as
holder of the designated investments.

G. Interest: IB UK (through IB LLC) shall pay credit interest to Customer and shall charge debit
interest to Customer at such interest rates and on such credit or debit balances as are then set
forth on the IB UK website. IB UK reserves the right, in its sole discretion, to amend its credit and
debit interest policies, interest rates and the frequency with which interest is charged, at any
time, upon notice made by posting the amended policies or rates on the IB UK website.

H. Taxes: IB UK, through IB LLC, may, in its discretion, deduct or withhold from any Customer
account or from any amount due to Customer all forms of tax (whether a tax of the United
Kingdom or elsewhere in the world and whenever imposed) in accordance with Applicable
Regulations. In accounting for taxes or in making deductions or withholdings of tax, IB UK may
estimate the amounts concerned. Any excess of such estimated amounts over the final confirmed
liability shall be credited to the Customer's account. Any deficiency of such estimated amounts
under the final confirmed liability may be deducted or retained from any amounts that IB UK or its
Affiliates may owe to, or be holding for, Customer.



11. Cash Account Deficits: If a cash (non-margin) account incurs a deficit for any reason,
margin interest will be charged on the debit balance owed by Customer to IB UK until the deficit is
repaid. In their respective discretion, IB UK and its Affiliates shall have the right, but not the
obligation, to treat a cash (non-margin) account that has incurred a deficit as a margin account, in
which case the terms and conditions specified in this Agreement relating to margin shall apply. For
any Customer deficit in any account type that remains unpaid, Customer agrees to pay and shall
be liable for the reasonable costs and expenses of the collection of the debit balance, including,
but not limited to, attorneys' fees and/or collection agent fees.

12. Universal Accounts:

A. Customer acknowledges that an IB UK Universal Account consists of two underlying accounts:
(1) an account for trading securities and equity options, which is carried by IB LLC pursuant to
SEC regulations and (2) an account for trading futures and options on futures, which is carried by
IB LLC pursuant to CFTC regulations. Customer understands and acknowledges that the Universal
Account is actually two separate accounts for bookkeeping and regulatory purposes. Customer
authorizes IB UK, IB LLC and their Affiliates to combine information regarding the separate
securities/equity options and futures/options on futures accounts including but not limited to,
trade confirmations and position and margin information, into a single statement sent to
Customer.

B. Customers utilizing IB UK’s Universal Account functionality authorize IB UK (through IB LLC) to
transfer cash, at any time, between and among any of Customer’s underlying securities/equity
options and futures/options on futures accounts to cover any obligations (e.g., funds needed for
the purchase of investment products) or Margin Requirements in any other of Customer's
accounts. Customer acknowledges the right of IB UK and its Affiliates to liquidate positions in any
of Customer's underlying securities/equity options or futures/options on futures accounts to cover
any deficit in any other account, in accordance with the provisions of this Agreement.

C. Customer’s utilizing IB UK’s Universal Account functionality acknowledge that the funds and
positions in the underlying futures/options on futures account are not entitled to any U.S.
Securities Investor Protection Corporation ("SIPC") protection nor to any excess SIPC-type
insurance coverage that may be provided by IB UK or its Affiliates.

13. Provisions Relating to Multi-Currency Enabled Margin Accounts:

A. Operation of Multi-Currency Accounts: The IB Multi-Currency Account function gives IB UK
Customers the ability to trade securities or futures contracts that are denominated in different
currencies using a single IB UK account that is denominated in a "base" currency of the
Customer's choosing. When a Customer purchases a security or futures contract denominated in a
currency other than the base currency, a margin loan is established to fund the purchase. This
margin loan is secured by Customer funds held by IB UK (through IB LLC) in the Customer's base
currency and in other currencies and by Customer's securities and futures contract positions to
the extent allowed by law.

B. Foreign Currency Exchange Transaction Facility: Customers with Multi-Currency enabled
accounts may exchange cash funds between the base currency and other currencies through spot
foreign exchange transactions executed through the IB system. Customers can use these spot
foreign exchange transactions to convert funds to repay margin balances, to convert gains
generated on investments denominated in foreign currency back into the base currency, or to take
positions in particular currencies for purposes of investment or speculation.

C. Foreign Currency Exchange Transactions: For foreign currency exchange transactions



executed through IB UK's spot foreign currency exchange facility, IB UK, IB LLC or one of their
Affiliates generally will act as agent or riskless principal and may effect such transactions through
an IB UK Affiliate, which may earn a profit (or suffer a loss) in connection with such transactions.
Customer shall pay a transaction fee to IB UK (through IB LLC) for each foreign exchange
transaction, which IB UK (through IB LLC) may deduct from Customer's account. IB UK may
modify the transaction fee rates upon notice to Customer via the IB UK website or otherwise.

D. Margin: Customer is obligated to maintain sufficient funds in Customer's Multi-Currency
enabled account at all times to meet the Margin Requirements set by IB UK, or be subject to
liquidation of positions as described in this Agreement. If Customer maintains positions
denominated in foreign currencies, the IB system will calculate the margin required to carry those
positions by applying exchange rates specified by IB UK and translating the foreign currency
margin balances into the base currency specified by the Customer (Customer understands that
this is a pro forma calculation - no funds will actually be converted for purposes of margin
calculations). IN TRANSLATING THE CUSTOMER'S FOREIGN CURRENCY MARGIN
REQUIREMENTS INTO THE BASE CURRENCY, IB UK (THROUGH IB LLC) WILL APPLY
"HAIRCUTS" (A PERCENTAGE DISCOUNT ON THE FOREIGN CURRENCY EQUITY AMOUNT)
TO REFLECT THE POSSIBILITY OF FLUCTUATION IN EXCHANGE RATES BETWEEN THE
BASE CURRENCY AND THE FOREIGN CURRENCY. CUSTOMER THEREFORE MUST CLOSELY
MONITOR MARGIN REQUIREMENTS AT ALL TIMES, PARTICULARLY FOR POSITIONS
DENOMINATED IN FOREIGN CURRENCIES (BECAUSE CURRENCY FLUCTUATION, IN
ADDITION TO FLUCTUATION IN THE VALUE OF THE UNDERLYING POSITION, CAN
CAUSE CUSTOMER TO INCUR A MARGIN DEFICIT).

E. Foreign Currency Exchange Rates: If IB UK or any of its Affiliates enters into a Transaction
that is effected in a currency other than the currency provided by Customer to IB UK (through IB
LLC), then any loss arising from a fluctuation in the exchange rate affecting the foreign currency
will be at Customer's risk. Upon liquidation of such transaction, IB UK (through IB LLC), in its
discretion, may debit or credit Customer's account, in such foreign currency or other currency at
the rate then prevailing at the time of the liquidation as IB UK shall reasonably select.

F. Right to Refuse Orders: These provisions do not evidence the commitment of IB UK or IB LLC
to enter into foreign currency exchange transactions generally or to enter into any specific foreign
currency exchange transaction. IB UK and IB LLC reserve the right, exercisable at any time in
their sole respective discretion, to refuse: (1) acceptance of Customer's orders, or (2) to quote a
two-way market.

G. Authorization to Transfer Funds: Customer agrees that IB UK (through IB LLC) may
transfer to or from Customer's regulated securities/equity options account or futures/ options on
futures account(s) from or to any of Customer's non-regulated foreign currency account, funds or
securities that may be required to avoid margin calls, reduce debit balances or for any other
reason that is not in conflict with Applicable Regulations.

H. Netting Provisions:

(1) Netting by Novation. Each foreign currency transaction made between Customer and IB UK, IB
LLC or any of their Affiliates will immediately, upon its being entered into, be netted with all then
existing foreign currency transactions between Customer and IB UK, IB LLC and their Affiliates for
the same currencies so as to constitute a single foreign currency transaction.

(2) Payment Netting. If on any delivery date more than one delivery of a particular currency is to
be made between Customer and IB UK, IB LLC or one of their Affiliates pursuant to a foreign
currency transaction, each party shall aggregate the amounts deliverable by it and only the



difference, if any, between these aggregate amounts shall be delivered by the party owing the
larger amount to the other party.

(3) Close-Out Netting. In the event Customer: (@) incurs a margin deficit in any IB UK account,
(b) defaults in the payment or performance of any obligation to IB UK or IB LLC under any
agreement with IB UK or IB LLC, (c) becomes the subject of a bankruptcy, insolvency or other
similar proceeding, or (d) fails to pay its debts generally as they become due, IB UK, IB LLC and
their Affiliates shall be entitled, in their discretion, immediately and at any time, to close-out all
Customer's foreign currency transactions by converting them to the base currency, and may, in
their respective discretion, at any time or from time to time, liquidate all or some of Customer's
collateral in the possession or control of IB UK, IB LLC or their Affiliates on any commercially
reasonable basis and apply the proceeds of such collateral to any amounts owing by Customer to
IB UK or IB LLC resulting from the close-out of such foreign currency transactions.

(4) Notwithstanding anything to the contrary set forth above regarding the rights of IB UK, IB LLC
or their Affiliates to close-out foreign currency transactions, if an event specified in clause (c) of
sub-section (3) has occurred, then upon the occurrence of such event, all outstanding foreign
currency transactions will be deemed to have been automatically terminated as of the time
immediately preceding the institution of the relevant proceeding, or the presentation of the
relevant petition upon the occurrence with respect to Customer of such specified event.

(5) The rights of IB UK, IB LLC and their Affiliates under this section shall be in addition to, and
not in limitation or exclusion of any other rights that IB UK, IB LLC or their Affiliates may have
(whether by agreement, operation of law or otherwise).

14. IB UK and its Affiliates:

A. Relationship between IB UK and IB LLC: Customer acknowledges that it has read and
understands the Notice of Execution and Clearing Agreement set forth above consents to the
relationship between IB UK and IB LLC as described therein.

B. Regulation of IB UK: IB UK is regulated in the United Kingdom by the FCA. IB UK's principal
place of business in the United Kingdom is located at: One Carey Lane, Fifth Floor, London EC2
V8AE.

C. Regulation of IB LLC: IB LLC is regulated in the United States by the SEC, the CFTC and various
self-regulatory organizations. IB LLC's principal place of business in the United States is located at
One Pickwick Plaza, Greenwich, CT 06830.

D. Financial statements: A copy of IB LLC's audited financial statements, as prepared, are
available to Customer through IB LLC's website and, upon request, by mail. Customer shall rely
only upon the financial condition of IB UK or IB LLC, as applicable, in connection with their
respective obligations and responsibilities under this Agreement. Under no circumstances, shall
Customer rely on the financial condition of their respective Affiliates.

E. Affiliates' Rights and Liabilities: Affiliates of IB UK and IB LLC are not liable for the acts and
omissions of IB UK and IB LLC, respectively. All of IB UK's and IB LLC's rights, remedies and
limitations on liability under this Agreement shall inure to the benefit of their affiliated companies.

15. Proprietary Trading and Display of Customer Orders: Subject to Applicable Regulations,
Customer authorizes IB UK and IB LLC to engage in proprietary trading, and to execute the
proprietary trades of their respective Affiliates, even though IB UK or IB LLC may simultaneously
hold unexecuted Customer orders for the same products which could be executed at the same
price.



16. Material Interest: IB UK or its Affiliates may, when arranging deals or dealing for Customer,
have an interest relationship or arrangement that is material including, without limitation: (A)
Dealing in the investment concerned or a related investment or an asset underlying the
investment, as principal for IB UK's or the Affiliate's own account or that of someone else,
including selling to or buying from Customer; (B) Combining Customer's orders with IB UK's own
orders, the orders of IB UK's Affiliates, or the orders of the Customers of IB UK or its Affiliates;
(C) Matching (e.g., by way of a cross) Customer's order with that of another Customer by acting
on his behalf as well as that of Customer; (D) Buying from Customer and either selling or not
selling immediately to another Customer or vice versa; (E) Holding a position (including a short
position in the investment concerned, a related investment or an asset underlying the
investment); (F) Quoting prices to the market in the investment, a related investment or the
asset underlying the investment; and (G) Arranging deals and providing other services to
associates or Customers who may have interests in investments or underlying assets which
conflict with Customer's own. Customer authorizes IB UK, its Affiliates, or their customers, to act
as buyers with respect to orders given by Customer to IB UK to sell for Customer's accounts, or as
sellers with respect to orders given by Customer to IB UK to buy for Customer's accounts.
Customer accepts that IB UK and/or its Affiliates may have interests which conflict with
Customer's interests and may owe duties which conflict with duties which would otherwise be
owed to Customer and consents to the same. This consent is subject to the Rules of the
exchanges or markets on which such transactions occur and other Applicable Regulations.

17. IB UK Website: Customer agrees to monitor the IB UK website at
www.interactivebrokers.co.uk for information regarding IB UK's services. Customer understands
that, to the extent that this Agreement varies from material on the IB UK website, this Agreement
controls.

18. Risks: Customer acknowledges that trading securities, options, futures, currencies and
investments traded on foreign markets is a highly speculative activity involving a high degree of
risk, arising from the use of leverage and rapidly fluctuating markets. Customer represents that
Customer is willing and able to assume these risks. Customer hereby agrees to hold IB UK; IB
UK's Affiliates; and their respective directors, officers, partners, employees, associates, and
agents harmless against any costs, expenses, losses, claims, liabilities or damages that result
from Customer's trading. Customer acknowledges that there are special characteristics and unique
risks associated with trading in securities, options, futures and other investment products at times
that are outside the ordinary trading hours for the exchanges or markets upon which such
products are traded. Such risks include, but are not limited to, the risk of lower liquidity, the risk
of higher volatility, the risk of changing prices, the risk arising from unlinked markets, the risk of
news announcements affecting prices, and the risk of wider spreads.

19. Alternative Trading Arrangements: Electronic and computer-based facilities and systems such
as those provided to Customer and used by IB UK and its Affiliates are inherently vulnerable to
disruption, delay or failure and such facilities and systems may be unavailable to Customer as a
result of foreseeable and unforeseeable events. CUSTOMER MUST MAINTAIN ALTERNATIVE
TRADING ARRANGEMENTS IN ADDITION TO CUSTOMER'S ACCOUNT FOR THE
PLACEMENT AND EXECUTION OF CUSTOMER'S ORDERS IN THE EVENT THAT THE IB
SYSTEM IS UNAVAILABLE. By signing this Agreement, Customer represents that Customer shall
maintain such alternative trading arrangements.

20. Price Quotations, Market Information, News, Research and Internet Links:

A. The price quotations, market information, news and research accessible through the IB UK
website, through the websites of IB UK Affiliates, or through the other services or facilities



provided IB UK or its Affiliates including, without limitation, the "Trader Toolbox" (collectively,
"Information") may be prepared by exchanges or other information providers that are
independent of IB UK and IB UK's Affiliates ("Third Party Information Providers"). None of the
Information constitutes advice or a recommendation by IB UK or its Affiliates or a solicitation of
any offer to buy or sell any securities, options, futures, or other investment products.

B. IB UK, its Affiliates, and the Third Party Information Providers do not guarantee the accuracy,
timeliness, or completeness of the Information. Reliance on the quotes, data and Information is at
Customer's own risk. Customer should conduct further research and analysis or consult an
investment advisor before making investment decisions and Customer retains full responsibility
for making all trading decisions with respect to Customer's account. IN NO EVENT SHALL IB
UK, IB UK'S AFFILIATES, OR THE THIRD PARTY INFORMATION PROVIDERS BE LIABLE
FOR COSTS, EXPENSES, FEES, PENALTIES, CLAIMS, LOSSES, DAMAGES OR LIABILITIES,
OF ANY KIND, ARISING FROM THE USE OF THE INFORMATION, INCLUDING, BUT NOT
LIMITED TO, CONSEQUENTIAL, INCIDENTAL, SPECIAL OR INDIRECT DAMAGES. THERE
IS NO WARRANTY OF ANY KIND, EXPRESS OR IMPLIED, REGARDING THE
INFORMATION, INCLUDING A WARRANTY OF MERCHANTABILITY, WARRANTY OF
FITNESS FOR A PARTICULAR USE OR WARRANTY OF NON-INFRINGEMENT.

C. The Information is the property of IB UK, IB UK's Affiliates, the Third Party Information
Providers, or their licensors and is protected by applicable intellectual property law (e.g., patent,
copyright and trademark law). Customer agrees not to reproduce, re-transmit, disseminate, sell,
distribute, publish, broadcast, circulate or commercially exploit the Information, in any manner,
without the express written consent of IB UK, IB UK's Affiliates, or the Third Party Information
Providers, as applicable. IB UK and its Affiliates reserve the right to terminate access to the
Information, at any time, without notice to Customer.

D. Links to outside websites ("Outside Websites") are provided for the convenience of Customers
and other IB UK website visitors only and do not constitute advice or a recommendation by IB UK
or its Affiliates or a solicitation of any offer to buy or sell any securities, options, futures, or other
investment products. Such links lead to third-party websites that are independent of IB UK and its
Affiliates. Neither IB UK nor its Affiliates guarantee or warrant the accuracy, timeliness or
completeness of any information provided on the Outside Websites. Reliance on the information
on the Outside Websites is at Customer's own risk. In no event shall IB UK or its Affiliates be
liable for costs, expenses, losses, claims or damages, of any kind, arising from the use of the
Outside Websites including, but not limited to, consequential, incidental, special or indirect
damages. IB UK and its Affiliates reserve the right to terminate any link to any Outside Website,
at any time, without notice to Customer.

21. License to Use IB Software and Related Restrictions: IB UK and its Affiliates grant to Customer
and Customer accepts a non-exclusive and non-transferable license to use IB's proprietary
software to communicate with the IB System ("IB Software"), solely as provided herein. Title to
the IB Software shall remain the sole property of IB UK and its Affiliates, including without
limitation, all applicable rights to patents, copyrights and trademarks. Customer shall secure and
protect the IB Software in a manner consistent with the maintenance of IB UK's and its Affiliates'
ownership and rights therein and shall not sell, exchange, or otherwise transfer the IB Software to
others. IB UK and its Affiliates shall be entitled to obtain immediate injunctive relief against
threatened breaches of the foregoing undertakings. Customer shall not copy, modify, translate,
decompile, reverse engineer, disassemble or otherwise reduce to a human readable form, or
adapt, the IB Software or use it to create a derivative work, unless authorized to do so by an
officer of IB UK in a writing that has been confirmed by IB UK's Secretary. Any updates,
replacements, revisions, enhancements, additions or conversions to the IB Software supplied to
Customer by IB UK or its Affiliates shall become subject to this Agreement.



22. Account Application Materials:

A. Customer acknowledges that: (1) the Customer's account application and any information and
documentation submitted by Customer in relation thereto (collectively, "Account Application
Materials") are incorporated herein by reference and made a material part of this Agreement and
(2) all of the information contained in the Account Application Materials is true and complete.

B. Customer agrees that, if any information provided by Customer in the Account Application
Materials changes, ceases to be true, or becomes materially misleading (including, but not limited
to, the ownership or beneficial interest in Customer's account), Customer shall make the
appropriate change to Customer's account information using the procedures available on the IB
UK website or shall contact the IB Customer Service Department for further instructions via an e-
mail addressed to help@interactivebrokers.com, specifying "Attn: IB UK Compliance Director" in
the subject field. Customer authorizes IB UK and its Affiliates to make any inquiry they deem
appropriate, at any time, to verify any Customer information. Customer agrees to provide to IB
UK, upon IB UK's request, any additional information or documentation that it deems necessary or
desirable including, but not limited to, any information or documentation requested to verify or re-
verify the identity of Customer or related persons.

23. Other Customer Representations and Warranties:

A. If Customer is an individual, Customer represents and warrants that, as at the date of this
Agreement and each time Customer places an order and or executes a Transaction, Customer: (1)
has attained eighteen [18] years of age; (2) has all necessary legal capacity to enter into this
Agreement and to place orders under this Agreement; (3) is financially sophisticated; (4) has
sufficient experience with the securities, options, futures, and other investment products to be
traded in Customer's account; and (5) is knowledgeable about the risks and characteristics of
such products.

B. If Customer is not an individual (e.g., is a corporation, unincorporated business, partnership or
trust), Customer and each of Customer's authorized representatives represent and warrant that,
as of the date of this Agreement and each time they place an order and/or execute a Transaction:
(1) it is duly incorporated and validly existing under the laws of its place of organization or
formation; (2) it has, and will have, pursuant to its articles of incorporation, partnership
agreement, charter, by-laws, operating agreement or other governing document(s) ("Governing
Documents") and the jurisdictions in which Customer is registered, authorized, and/or regulated,
the power and authority to enter into, exercise its rights, and perform or comply with its
obligations under this Agreement and each order; (3) it has, and will have, pursuant to its
Governing Documents and the jurisdictions in which Customer is registered, authorized, and/or
regulated, the power and authority to trade the securities, options, futures, and other investment
products to be traded in Customer's account; (4) it has and will have taken all necessary action to
authorise the exercise, performance, and execution of this Agreement and any other document
relating to this Agreement to which Customer is a party; (5) it is under no legal incapacity; (6) it
is financially sophisticated; (7) it has sufficient experience with, and is knowledgeable about, the
risks and characteristics of the securities, options, futures, and other investment products to be
traded in Customer's account; and (8) the persons which Customer identifies to IB UK as
authorized to enter orders and trade on behalf of Customer have full authority to do so.

C. If Customer is a trust, "Customer" as used herein refers to the Trust and/or the Trustees. The
Trustee(s) hereby represent(s) that: (1) There are no other Trustees of the Trust other than those
identified in the Account Application Materials; (2) IB UK and its Affiliates have the authority to
accept orders and other instructions relative to this account from the Trustee(s). Trustee(s)
hereby certifies(y) that IB UK and its Affiliates are authorized to follow the instructions of any
Trustee and to deliver funds, securities, or any other assets in this account to any Trustee or on
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any Trustee's instructions, including delivering assets to a Trustee personally. IB UK and any of its
Affiliates, in their respective sole discretion and for their respective sole protection, may require
the written consent of any or all Trustee(s) prior to acting upon the instructions of any Trustee;
(3) Trustee(s) have (have) the power under the Trust, the documents governing the Trust ("Trust
Agreement") and applicable law to enter into this Agreement and open the type of IB UK account
applied for, and to enter into Transactions and issue instructions for this account. To the extent
that the following activities are permitted for the type of account being opened, such powers may
include, without limitation, the authority to buy, sell (including short sales), exchange, convert,
tender, redeem and withdraw assets (including delivery of securities to and from the account) to
trade securities on margin or otherwise (including the purchase and/or sale of option contracts),
and/or the authority to trade futures and/or options on futures, for and at the risk of the Trust;
(4) Should only one Trustee execute this Agreement, it shall be a representation that such Trustee
has the authority, pursuant to the Trust Agreement, to execute this Agreement and to enter into
transactions and issue instructions for this account as described above, without acknowledgement
or consent by the other Trustees; (5) Trustee(s) certifies(y) that any and all Transactions effected
and instructions given regarding this account will be in full compliance with the Trust, the Trust
Agreement, and Applicable Regulations; (6) Trustee(s), jointly and severally, shall indemnify IB
UK and its Affiliates and hold IB UK and its Affiliates harmless from any claim, loss, expense or
other liability for effecting any Transactions, and acting upon any instructions given by the Trustee
(s); (7) Trustee(s), agree(s) to inform IB UK of any material change in any information provided
in the Account Application Materials by an e-mail addressed to the IB UK Customer Service
Department at help@interactivebrokers.com; and (8) Trustee(s) represent(s) that the statements
and certifications made herein and the information provided in the account application process are
true and correct, and authorizes IB UK and any of its Affiliates to confirm their accuracy as it
deems necessary.

D. If Customer is a regulated entity or affiliated with a regulated entity: Customer represents and
warrants to IB UK that, as at the date of this Agreement and each time it places an order and/or
executes a Transaction, unless Customer has notified IB UK to the contrary in its Account
Application Materials, Customer is not: (1) a broker-dealer, futures commission merchant, or
comparable securities, futures or investment professional; (2) an affiliate, associated person or
employee of a broker-dealer, futures commission merchant, or comparable securities, futures or
investment professional; or (3) an affiliate, associated person, or employee of any exchange,
clearing house or regulatory agency or self-regulatory organization. Customer agrees to notify IB
UK immediately by an e-mail addressed to the IB Customer Service Department at
help@interactivebrokers.com if Customer becomes employed by, affiliated with, or associated
with, a broker-dealer, futures commission merchant, or comparable securities, futures or
investment professional, or if Customer becomes registered with, or authorized by, the National
Association of Securities Dealers, Inc. ("NASD"); the National Futures Association ("NFA"); the
SEC; the CFTC; the FCA; or any other financial regulatory agency or self-regulatory organization.

E. Customer shall promptly notify IB UK in an e-mail addressed to help@interactivebrokers.com,
specifying "Attn: IB UK Compliance Director" in the subject heading, in the event that any of the
above representations or warranties materially changes or ceases to be true and correct. Without
limiting the generality of the foregoing, Customer specifically agrees to notify IB UK immediately
in the event that: (1) If Customer is a corporation, unincorporated business, partnership, or trust,
there is a significant change in the nature of Customer's business or ownership; (2) If Customer is
an unincorporated business or partnership, the authorized signatories of the business or
partnership change; and (3) if Customer is a trust, any trustee is replaced. In all of the foregoing
events, Customer agrees to provide to IB UK any additional information or documentation that IB
UK deems necessary or desirable, upon IB UK's request.
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24. Joint Accounts: For joint accounts, each joint account holder agrees that each joint account
holder shall have authority, without notice to the other joint account holder to: (A) buy and sell
securities, options, futures, or other investment products on margin, or otherwise, depending
upon the type of account; (B) receive confirmations, statements, and Records and
Communications of every kind related to the account; (C) receive and dispose of money,
securities and/or other investments, assets or property in the account; (D) make, terminate, or
agree to a modification of this Agreement; (E) waive any of the provisions of this Agreement; and
(F) generally to deal with IB UK, IB LLC and their Affiliates as if each joint account holder alone
was the sole holder of the account. Each joint account holder agrees that notice to any joint
account holder shall constitute notice to all joint account holders. Each joint account holder further
agrees that he or she shall be jointly and severally liable to IB UK and its Affiliates with respect to
all matters relating to the account. IB UK and its Affiliates may follow the instructions of any of
the joint account holders concerning the account and make delivery to any of the joint account
holders of any and all securities and/or other property in the account, and make payments to any
of the joint account holders, of any or all monies in the account as any of the joint account holders
may order and direct, even if such deliveries and/or payments shall be made to only one of the
joint account holders personally.

In the event of the death of any of the joint account holders, the surviving joint account holders
shall immediately give IB UK notice by registered mail to "Interactive Brokers (U.K.) Limited -
Attn: Compliance Director" and IB UK and its Affiliates, may, before or after receiving such notice,
initiate such proceedings, require such documents, retain such portion and/or restrict transactions
in the account as it deems advisable, in its sole discretion, to protect themselves against any tax,
liability, penalty or loss under any present or future laws or otherwise. The estate of any deceased
joint account holder shall be liable and each survivor shall be liable, jointly and severally, to IB UK
and its Affiliates for any debt or loss in the account or debt or loss incurred in the liquidation of
the account or the adjustment of the interests of the joint account holders. Unless the joint
account holders indicated to the contrary when the IB UK account was opened, IB UK and its
Affiliates may presume that it is the express intention of the joint account holders to hold the
account as joint tenants with rights of survivorship. In the event of the death of any of the joint
account holders, the entire interest in the account shall be vested in the surviving joint account
holders on the same terms and conditions as theretofore held, without in any manner releasing
the deceased joint account holder's estate from liability.

25. Default:

A. Events of Default: An "Event of Default" hereunder shall occur automatically, without notice
to Customer, if:

(1) Customer breaches, repudiates, or fails to perform any obligations under the terms of this
Agreement (including, without limitation, Customer's agreement to provide margin), any
agreement with any third party or any Transaction, or fails to timely discharge any other
obligation to IB UK, IB LLC or their Affiliates;

(2) Customer's account balance, at any time, has zero equity, is in deficit, or is insufficient to
satisfy Margin Requirements;

(3) Customer, at any time, fails to make payment of any other amount or make or take delivery
of any property when due under any Transaction or pursuant to this Agreement;

(4) IB UK or any of its Affiliates executes an order for which the Customer did not have sufficient
funds;



(5) Customer has not offset a commodity options contract position at least one (1) hour prior to
the time specified by an exchange for final settlement;

(6) Customer has not closed-out any position in a futures contract not settled in cash by the
close-out deadline;

(7) Any dispute arises concerning any Customer trade;

(8) IB UK or any of its Affiliates, in their respective sole discretion, determine that it has sufficient
grounds for insecurity with respect to Customer's performance of any obligation to any person
including, but not limited to, Customer's obligations under any Transaction or pursuant to this
Agreement and, immediately after demand, Customer fails to provide assurance of performance of
the obligation satisfactory to IB UK;

(9) IB UK or any of its Affiliates consider liquidation necessary or desirable for its own protection
or to prevent what IB UK or any of its Affiliates may, in its discretion, consider to be a violation of
any Applicable Regulations or good standards of market practice;

(10) Customer is unable to pay its debts as they fall due or is bankrupt or insolvent, as defined
under any bankruptcy or insolvency law applicable to Customer; or any indebtedness of Customer
is not paid on the due date or becomes capable, at any time, of being declared due and payable
under agreements or instruments evidencing such indebtedness before it would otherwise have
been due and payable;

(11) Customer commences a voluntary case or other procedure seeking or proposing liquidation,
protection from creditors, reorganization, an arrangement or composition, a freeze or moratorium
or other similar relief with respect to Customer or its debts under any bankruptcy, insolvency,
regulatory, supervisory or similar law (including any corporate or other law with potential
application to Customer, if insolvent), or seeking the appointment of a receiver, liquidator,
conservator, administrator, custodian, examiner, trustee or other similar official (each a
"Custodian") of Customer or any part of Customer's assets; or if Customer takes any corporate
action to authorize any of the foregoing and, in the case of a reorganization, arrangement or
composition, IB UK or any of its Affiliates do not consent to the proposals;

(12) An involuntary case or other procedure is commenced against Customer seeking or proposing
reorganization, or an administration order, liquidation, an arrangement or composition, a freeze or
moratorium, or other similar relief with respect to Customer or its debts is imposed under any
bankruptcy, insolvency, regulatory, supervisory or similar law (including any corporate or other
law with potential application to Customer if insolvent);

(13) Any other proceedings are commenced by or against Customer under any bankruptcy,
insolvency, relief of debtors, or similar law; or any proceedings are commenced for any execution,
any attachment or garnishment, or any distress against, or an encumbrancer takes possession of,
the whole or any part of Customer’s property, undertakings or assets (whether tangible or
intangible);

(14) A Custodian is appointed for Customer or any of Customer's property;
(15) Customer makes an assignment for the benefit of creditors;

(16) Customer or any organization of which Customer is a member suspends or threatens to
suspend the transaction of its usual business;



(17) Customer is dissolved, or, if its existence is dependent upon a form of registration or
authorization, such registration or authorization is removed or ends, or any procedure is
commenced seeking or proposing its dissolution or the removal or ending of such registration or
authorization;

(18) An application for ancillary relief is made, relating to the property or entitlement under any
contract of Customer in any matrimonial proceedings relating to Customer;

(19) Any other proceeding is commenced with respect to any of Customer's property or involving
any organization of which Customer is a member;

(20) Any representation or warranty made or given, or deemed to have been made or given, by
Customer, to IB UK or any of its Affiliates, whenever or wherever made, or any Transaction, was
false or misleading at the time it was made or given, or deemed to be made or given, or later
becomes untrue;

(21) Customer dies, becomes legally incompetent, becomes of unsound mind or becomes
incapable, by reason of mental disorder, of managing and administering his property and affairs;

(22) Customer fails to provide to IB UK, upon request, any information or documentation
requested by IB UK for purposes of verifying the identity of Customer or any of the Customer's
directors, principals, shareholders, owners, authorized signatories or traders, settlors, trustees or
other persons whose identity IB UK wishes to identify for purposes of detecting money laundering;
or

(23) IB UK or any of its Affiliates has reason to believe that any of the foregoing is likely to occur
imminently.

B. Default Action: Customer absolutely and unconditionally agrees that, after the occurrence of
any Event of Default, IB UK and its Affiliates shall have the right, in their respective sole
discretion, but not the obligation, to take any one or more of the following actions, by themselves
or through IB LLC or another IB UK Affiliate, at any time, without prior notice or demand to
Customer: (1) to terminate this Agreement, any or all of IB UK's and/or IB LLC's obligations to
Customer for future performance thereunder, and/or Customer's use of the facilities and services
provided by or through IB UK or any of its Affiliates; (2) to liquidate, sell, or close-out any or any
part of Customer's Transactions or open positions or the cash, security or other property in any of
Customer's accounts, whether carried individually or jointly with others, at any time, in any such
manner (including by the entry of offsetting transactions), and in any market as IB UK or its
Affiliates deem necessary; (3) to hedge and/or offset such Transactions, open positions, cash,
securities and other property in the cash or other market, including a related but separate
market; (4) to cancel any open orders for the purchase of any Transactions; (5) to borrow and/or
buy any property required to make delivery against any sales, including short sales, effected for
Customer; or (6) to exercise any or all option contracts to which Customer is a party. In the event
of a liquidation upon an Event of Default, Section 26 of this Agreement will apply.

C. Set-off Rights: IB UK and its Affiliates shall be entitled, through IB LLC, at any time, in its
discretion, and without notice to Customer, to, (1) debit any sums due to IB UK, IB LLC, or their
Affiliates under this Agreement (including any sums due pursuant to any Transaction) to any of
Customer's accounts which are held on the books of IB UK, IB LLC, or their Affiliates; (2) convert
any sums at such current rates as IB UK, IB LLC, or their Affiliates consider appropriate into such
currencies as IB UK, IB LLC, or their Affiliates may consider appropriate; and (3) merge,
consolidate or combine all or any such accounts and set off any amount (whether actual or



contingent, present or future) at any time owing to IB UK, IB LLC, or their Affiliates to Customer
or standing to the credit of Customer on any account against any amount (whether actual or
contingent, present or future) owing by Customer to IB UK, IB LLC, or their Affiliates. Any
security given to IB UK, IB LLC or to any of their Affiliates by or with respect to Customer, for any
purpose, shall extend to any amount owing from Customer to IB UK, IB LLC or their Affiliates,
after such exercise of such right of set-off.

D. Additional Rights: The rights set forth in Sections 25.B and 25.C of this Agreement shall be in
addition to, and not in limitation or exclusion of, any other rights IB UK or its Affiliates may have
under this Agreement or Applicable Regulations.

26. Liquidation of Positions and Offsetting Transactions:

A. IB UK, IB LLC, AND THEIR AFFILIATES SHALL HAVE THE RIGHT, IN THEIR
RESPECTIVE SOLE DISCRETION, BUT NOT THE OBLIGATION, TO LIQUIDATE ALL OR ANY
PART OF CUSTOMER'S ASSETS OR POSITIONS IN ANY OF CUSTOMER'S ACCOUNTS,
WHETHER CARRIED INDIVIDUALLY OR JOINTLY WITH OTHERS (INCLUDING BY THE
ENTRY OF OFFSETTING TRANSACTIONS), AT ANY TIME, IN ANY SUCH MANNER, AND IN
ANY MARKET, AS IB UK, IB LLC, OR THEIR AFFILIATES DEEM NECESSARY, WITHOUT
PRIOR NOTICE OR MARGIN CALL TO CUSTOMER IN THE EVENT THAT; (1) CUSTOMER'S
ACCUONT HAS ZERO EQUITY; (2) CUSTOMER'S ACCOUNT IS IN DEFICIT; (3)
CUSTOMER'S ACCOUNT DOES NOT HAVE A SUFFICIENT ACCOUNT BALANCE TO MEET
MARGIN REQUIREMENTS; (4) AN EVENT OF DEFAULT HAS OCCURRED; (5) THIS
AGREEMENT HAS BEEN TERMINATED; (6) IF IB UK, IB LLC OR ANY OF THEIR
AFFILIATES EXECUTES AN ORDER FOR WHICH THE CUSTOMER DID NOT HAVE
SUFFICIENT FUNDS; OR (7) WHENEVER 1IB UK, IB LLC OR ANY OF THEIR AFFILIATES
DEEMS LIQUIDATION NECESSARY OR ADVISABLE FOR THE PROTECTION OF IB UK, IB
LLC OR ANY OF THEIR AFFILIATES.

B. Customer acknowledges and agrees that IB UK (through IB LLC) deducts commissions and
various other fees (including, but not limited to, market data fees) from Customer accounts and
that such deductions may affect the amount of equity in Customer's account to be applied against
the Margin Requirements. Customer positions are subject to liquidation as described herein if
deduction of the commissions, fees or other charges causes Customer's account to have an
insufficient balance to satisfy the Margin Requirements.

C. Customer expressly waives any rights to receive prior notice or demand from IB UK, IB LLC or
their Affiliates and agrees that any prior demand, notice, announcement or advertisement shall
not be deemed a waiver of the rights of IB UK, IB LLC or their Affiliates to liquidate any Customer
positions or assets. Customer understands that, in the event that IB UK, IB LLC or any of their
Affiliates liquidate any of Customer's positions or assets, Customer shall have no right or
opportunity to determine the securities to be liquidated or the order or manner of liquidation. IB
UK, IB LLC or any of their Affiliates may, in their sole respective discretion, effect a liquidation on
any exchange, Electronic Communications Network ("ECN") or other market, and IB UK, IB LLC or
any of their Affiliates may take the other side of such liquidating transaction. In the event that IB
UK, IB LLC or their Affiliates liquidates any or all positions or assets in Customer's account, such
liquidation shall establish the amount of Customer's gain or loss and indebtedness to IB, if any.

D. CUSTOMER AGREES TO BE RESPONSIBLE FOR, AND TO PROMPTLY PAY TO 1B UK, IB
LLC OR THEIR AFFLIATES (THROUGH IB LLC), ANY DEFICIENCIES IN CUSTOMER'S
ACCOUNT THAT ARISE FROM A LIQUIDATION OR REMAIN AFTER A LIQUIDATION. IB
UK, IB LLC, AND THEIR AFFILIATES MAY APPLY ANY AND ALL PROCEEDS FROM ANY
LIQUIDATION IN SETTLEMENT, SATISFACTION OR REIMBURSEMENT OF ANY COSTS,
EXPENSES, FEES (INCLUDING, BUT NOT LIMITED TO, ATTORNEYS' FEES), PENALTIES,



CLAIMS, LOSSES, DAMAGES OR OTHER AMOUNT INCCURRED BY IB UK, IB LLC OR THEIR
AFFILIATES UNDER, OR IN CONNECTION WITH, ANY OF THE CUSTOMER'S ACCOUNTS
OR TRANSACTIONS.

E. IB UK, IB LLC AND THEIR AFFILIATES SHALL NOT BE LIABLE TO CUSTOMER FOR ANY
COSTS, EXPENSES, FEES, PENALTIES, CLAIMS, LOSSES, DAMAGES OR LIABILITIES
SUSTAINED BY CUSTOMER IN CONNECTOIN WITH ANY LIQUIDATION (INCLUDING, BUT
NOT LIMITED TO, LOSSES ON CUSTOMER'S POSITIONS) OR BECAUSE OF ANY DELAY IN,
OR FAILURE TO EFFECT, THE LIQUIDATION ON THE PART OF IB UK, IB LLC OR ANY OF
THEIR AFFILIATES OR (2) CUSTOMER SUBSEQUENTLY RE-ESTABLISHES CUSTOMER'[S
POSITION AT A LESS FAVORABLE PRICE.

F. Customer shall reimburse and hold IB UK, IB LLC and their Affiliates harmless for all actions,
omissions, costs, expenses, fees (including, but not limited to, attorneys' fees), penalties, losses,
claims, damages or liabilities related to any liquidation or transaction related thereto undertaken
by IB UK, IB LLC, or any of their Affiliates. If IB UK, IB LLC, or any of their Affiliates executes an
order for which Customer's account did not contain sufficient funds and liquidates the trade,
Customer shall be responsible for any costs, expenses, fees (including, but not limited to,
attorneys' fees), penalties, claims, losses, damages or liabilities as a result of such liquidation and
shall not be entitled to any profit that results from such liquidation.

G. If the IB System does not, for any reason, effect a liquidation, and IB UK, IB LLC or any of
their Affiliates issues a margin call to Customer by e-mail or any other method, Customer must
satisfy such margin call immediately. Customer agrees to monitor e-mail messages and to satisfy
any margin call issued by IB UK, IB LLC or any of their Affiliates by immediately depositing funds
in Customer's account to pay, in full, the under-margined position. Notwithstanding such margin
call, Customer acknowledges that IB UK, IB LLC or their Affiliates, in their respective sole
discretion, may liquidate Customer's positions at any time.

27. Security Interest: Any and all securities, cash, investments, contracts, foreign currency,
collateral and/or property of Customer (including, but not limited to, Customer's safe custody
investments) and all proceeds of the foregoing, held by or on behalf of IB UK, IB LLC or their
Affiliates for Customer's account, are hereby pledged to IB and shall be subject to a perfected first
priority lien and security interest in favor of IB UK or IB LLC, as applicable, to secure performance
of Customer's obligations and liabilities to IB UK and IB LLC arising under this Agreement, any
other agreement between Customer and IB UK or IB LLC, or any transaction under such
agreements. IB UK, IB LLC, and its Affiliates, without notice to Customer, may use, transfer or sell
or otherwise realise any or all of Customer's property to enforce their lien including, but not
limited to, by applying the proceeds of such transfer or realisation in satisfaction of such
indebtedness or obligation. Customer agrees that, on demand, Customer shall execute and sign
all documents (including, without limitation, any stock transfer forms) which IB UK, IB LLC, or its
Affiliates may determine to be necessary or expedient.

28. Termination: IB UK or IB LLC may terminate this Agreement and/or Customer's use of the
facilities and brokerage or other services provided by IB UK or its Affiliates, at any time, in their
sole respective discretion. Upon Termination, IB UK, IB LLC and their Affiliates shall have the
right, in their discretion, but not the obligation, at any time, to take any one or more actions
specified in Sections 25.B, 25.C, 25.D, 26 and 27.

29. Closing Accounts: Customer may close its account only if all positions in the account have
been closed and only pursuant to a written instruction sent by e-mail addressed to the IB
Customer Service Department at help@interactivebrokers.com.
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30. Indemnification: Customer shall indemnify and hold IB UK, IB LLC, and their Affiliates
harmless for all actions, omissions, claims, costs, expenses, fees (including, but not limited to,
attorneys' fees), penalties, losses, damages, taxes, imposts, levies and other liabilities which IB
UK, IB LLC or their Affiliates may incur or be subjected to in connection with: (A) any of
Customer's accounts or any Transaction or any matching transaction on an exchange or market,
or with an intermediate broker or agent; (B) the exercise of any right or remedy under this
Agreement; (C) the care of the collateral and defending or asserting the rights and claims of IB
UK, IB LLC, or their Affiliates with respect thereto; (D) the inability of IB UK, IB LLC, or their
Affiliates to borrow or buy property pursuant to this Agreement; and (E) meeting any obligation of
IB UK, IB LLC, or any of their Affiliates which either IB UK, IB LLC, or any of their Affiliates fails to
perform by reason of an Event of Default.

31. Currency Indemnification: If IB UK or any of its Affiliates receives or recovers any amount
with respect to an obligation of Customer in a currency other than that in which such amount was
payable, whether pursuant to a judgment of any court or otherwise, Customer shall indemnify IB
UK and its Affiliates and hold IB UK and its Affiliates harmless from and against any cost
(including the cost of conversion) and loss suffered by IB UK or its Affiliates as a result of
receiving such amount in a currency other than the currency in which it was due.

32. Limitation of Liability:

A. IB UK, IB LLC, THEIR AFFILIATES, AND THEIR RESPECTIVE DIRECTORS, OFFICERS,
EMPLOYEES, AFFILIATES, ASSOCIATES, OR AGENTS SHALL NOT BE LIABLE FOR ANY
DIRECT OR INDIRECT COSTS, EXPENSES, FEES (INCLUDING, BUT NOT LIMITED TO,
ATTORNEY'S FEES, LOSSES, DAMAGES, CLAIMS OR LIABILITIES INCURRED OR
SUFFERED BY CUSTOMER UNDER THIS AGREEMENT UNLESS ARISING DIRECTLY FROM
ITS GROSS NEGLIGENCE, WILLFUL DEFAULT, OR FRAUD OR CAUSING PERSONAL
INJURY TO DEATH TO CUSTOMER. UNDER NO CIRCUMSTANCES SHALL 1B UK, IB LLC,
THEIR AFFILIATES, NOR ANY OF THEIR RESPECTIVE DIRECTORS, OFFICERS,
EMPLOYEES, AFFILIATES, ASSOCIATES, OR AGENTS HAVE ANY LIABILITY FOR ANY
PUNITIVE, INDIRECT, INCIDENTAL, SPECIAL, OR CONSEQUENTIAL LOSS OR DAMAGES,
INCLUDING ANY LOSS OF BUSINESS, PROFITS, OR GOODWILL.

B. CUSTOMER ACCEPTS THE IB SYSTEM "AS 1IS", AND WITHOUT WARRANTIES, EXPRESS
OR IMPLIED, INCLUDING, BUT NOT LIMITED TO, THE IMPLIED WARRANTIES OF
MERCHANTABILITY OR FITNESS FOR A PARTICULAR USE, PURPOSE OR APPLICATION;
TIMELINESS, FREEDOM FROM INTERRUPTION; OR ANY IMPLIED WARRANTIES ARISING
FROM TRADE USAGE, COURSE OF DEALING OR COURSE OF PERFORMANCE. UNDER NO
CIRCUMSTANCES SHALL IB UK, IB LLC, THEIR AFFILIATES, NOR ANY OF THEIR
RESPECTIVE DIRECTORS, OFFICERS, EMPLOYEES, AFFILIATES, ASSOCIATES, OR
AGENTS BE LIABLE TO CUSTOMER BY REASON OF DELAYS OR INTERRUPTIONS OF
SERVICE OR TRANSMISSIONS, OR MALFUNCTIONS OR FAILURES OF PERFORMANCE OF
THE IB SYSTEM OR ANY TRANSMISSION, COMMUNICATION OR COMPUTER FACILITY OR
SYSTEM USED IN CONNECTION WITH THE PROVISION OF SERVICES UNDER THIS
AGREEMENT, REGARDLESS OF CAUSE, INCLUDING, BUT NOT LIMITED TO, THOSE
CAUSED BY HARDWARE OR SOFTWARE MALFUNCTION, SUPRA NATIONAL,
GOVERNMENTAL, EXCHANGE OR OTHER REGULATORY OR SELF-REGULATORY RULES OR
ACTIONS, ACTS OF GOD, ACTS OF WAR (DECLARED OR UNDECLARED), ACTS OF
TERRORISM, OR THE INTENTIONAL ACTS OF IB UK, IB LLC, OR THEIR AFFILIATES.
CUSTOMER RECOGNIZES THAT THERE MAY BE DELAYS OR INTERRUPTIONS IN THE USE
OF THE IB SYSTEM, INCLUDING, FOR EXAMPLE, THOSE INTENTIONALLY CAUSED BY IB
UK, IB LLC OR THEIR AFFILIATES FOR THE PURPOSE OF SERVICING THE IB SYSTEM.



CUSTOMER ACKNOWLEDGES THAT CUSTOMER IS RESPONSIBLE FOR MAINTAINING
ALTERNATIVE TRADING ARRANGEMENTS IN ADDITION TO CUSTOMER'S IB UK
ACCOUNT.

C. IB UK, IB LLC, THEIR AFFILIATES, AND THEIR RESPECTIVE DIRECTORS, OFFICERS,
EMPLOYEES, AFFILIATES, ASSOCIATES OR AGENTS SHALL NOT BE LIABLE TO
CUSTOMER FOR ANY PARTIAL OR NON-PERFORMANCE OF THEIR OBLIGATIONS UNDER
THIS AGREEMENT BY REASON OF ANY CAUSE BEYOND ITS REASONABLE CONTROL
INCLUDING, BUT NOT LIMITED TO, LABOR DISPUTES OR INDUSTRIAL ACTIONS; THE
RULES OR ACTIONS OF ANY SUPRA NATIONAL, GOVERNMENTAL OR REGULATORY OR
SELF-REGULATORY AUTHORITY; ACTS OF WAR (DECLARED OR UNDECLARED); ACTS OF
TERRORISM; OR THE FAILURE BY ANY INTERMEDIATE BROKER OR AGENT, OR
PRINCIPAL OF IB UK, IB LLC, OR THEIR AFFILIATES OR ANY OR ANY CUSTODIAN, SUB-
CUSTODIAN, DEALER, EXCHANGE, CLEARING HOUSE OR SUPRA NATIONAL,
GOVERNMENTAL, REGULATORY OR SELF-REGULATORY BODY, FOR ANY REASON, TO
PERFORM ITS OBLIGATIONS.

D. IN NO EVENT SHALL ANY LIABILITY OF IB UK, IB LLC, THEIR AFFILIATES, OR ANY OF
THEIR RESPECTIVE DIRECTORS, OFFICERS, EMPLOYEES, AFFILIATES, ASSOCIATES OR
AGENTS, REGARDLESS OF THE FORM OF ACTION OR DAMAGES SUFFERED BY
CUSTOMER, EXCEED THE HIGHEST AGGREGATE MONTHLY COMMISSIONS AND FEES
PAID BY CUSTOMER TO IB UK.

33. Confidentiality and Data Protection:

A. Confidentiality, Recording of Telephone Calls and Data Use: IB UK attaches great
importance to Customer confidentiality. However, IB UK and its Affiliates recognize that, in certain
circumstances, information may need to be disclosed or transmitted, for example, to regulatory
authorities. Accordingly, without prejudice to any right or obligation, whether having the force of
law or not, by virtue of which IB UK, its Affiliates or connected persons may be entitled, required
or requested to disclose or transmit to any person information confidential to Customer, IB UK or
its Affiliates or any connected person shall not, without Customer’s prior consent, disclose or
transmit any information, or produce any documents, relating to Customer or Customer’s affairs
(including Customer’s dealings with IB UK and IB LLC) except:

(1) as required or permitted by law or judicial process;

(2) as required or requested by any competent authority, including, without limitation, the Board
of Inland Revenue, any regulatory, self-regulatory, or enforcement organization (including,
without limitation, the Bank of England, the FCA, the Panel on Takeovers and Mergers, the CFTC,
the NFA, the SEC, and the NASD), any investment exchange, or any person or body providing
clearing and/or settlement services, in each case, whether or not acting pursuant to any statutory
authority, whether based in the U.K. or abroad, and whether such authority, organization,
exchange, person or body has required or requested that disclosure be made to it or to any other
person;

(3) where Customer has defaulted in the performance of its obligations under this Agreement or
under any other agreement with IB UK, IB LLC, or their Affiliates, or under any agreement into
which IB UK, IB LLC, or their Affiliates have entered on Customer’s behalf, whereupon IB UK, IB
LLC, and their Affiliates may disclose to any interested person Customer’s name, address and
such other information as IB UK, IB LLC, or their Affiliates deem necessary or as that person
reasonably requests;



(4) where a counterparty to a transaction into which IB UK or one of its Affiliates is to enter on
Customer’s behalf reasonably requests information about Customer to enable him to assess the
credit risk Customer represents;

(5) where IB UK, IB LLC or their respective Affiliates believe it is hecessary or desirable in
connection with the performance or exercise by them of their respective duties and/or rights
under this Agreement or the terms of any other agreement IB UK or any of its Affiliates have with
Customer;

(6) the connected companies, Affiliates or professional advisers of IB UK and IB LLC;

(7) to those directors, officers, employees, associates, agents, or advisers engaged, in the course
of their duties or employment, in activities relating to the performance or exercise by IB UK, IB
LLC, or their Affiliates of their obligations or rights under, or pursuant to, this Agreement or the
terms of any other agreement IB UK, IB LLC, or any of their Affiliates have with Customer or with
each other;

(8) in connection with the provision of any Trader Toolbox services available through the IB UK
website; and

(9) where the information previously has been publicly disclosed otherwise than as a result of a
breach of this section of this Agreement.

B. IB UK, IB LLC, their Affiliates, and any connected person thereto are not obliged to disclose to
Customer or to take into consideration or utilize for Customer’s benefit any fact, matter or thing:

(1) if, in IB UK, IB LLC, their Affiliates, or the connected person's opinion, disclosure or
transmission of the information would or might be a breach of duty or confidence to any other
person or render IB UK, IB LLC, their Affiliates, or their respective directors, officers, employees,
associates, agent, or advisers liable to criminal or civil proceedings; or

(2) which comes to the notice of a director, officer, employee, associate, agent or adviser of IB
UK, IB LLC, their Affiliates, or of any connected person thereto and does not come to the actual
notice of the individual or individuals making the decision or taking or not taking the step in
question.

C. Customer, and any person connected to or representing Customer, accepts that all telephone
conversations between IB UK, IB LLC, or their Affiliates, on the one hand, and Customer or such
other person, on the other hand, may be recorded without the use of a warning tone. Such
recordings will be IB UK’s sole property.

D. IB UK and its Affiliates may use, store, disclose, transmit or otherwise process ("Process") any
personal information such as the name, address or age ("Personal Information") provided by
Customer or its directors, officers, employees, associates, agents, trustees, traders, or
representatives to IB UK, IB LLC, or their Affiliates under this Agreement or otherwise acquired by
IB UK, IB LLC, or their Affiliates from Customer or its directors, officers, employees, associates,
agents, advisers, trustees, traders or representatives. Such Personal Information may be
Processed by IB UK, IB LLC, or their Affiliates for the purpose of administering this Agreement,
providing services to Customer or otherwise marketing financial services and products from IB UK,
IB LLC, their Affiliates or third parties ("Purposes") to Customer. Should these Purposes change,
IB UK will notify Customer. For these Purposes, IB UK, IB LLC, and their Affiliates may transfer or
disclose ("Disclosure") Personal Information to any connected company, wherever located
throughout the world; to any person acting on behalf of IB UK, IB LLC or any of their Affiliates;



and to any person to whom IB UK, IB LLC or any of their Affiliates is permitted to delegate any of
their respective functions. By agreeing to this Agreement, Customer freely consents to the Process
and Disclosure of Personal Information for the Purposes and agrees to procure such consent from
its directors, officers, employees, associates, agents, trustees, traders, and representatives.
Customer also agrees that the Purposes may be amended to include other uses, transmissions, or
disclosures of Personal Information following notification to Customer.

E. Customer understands and accepts that any Personal Information or any other information or
documents relating to Customer or Customer's affairs (including Customer's dealings with IB UK
and IB LLC) that are disclosed, transmitted or Processed pursuant to this Agreement may be sent
outside the U.K. and/or to persons or entities that are not subject to the same legal or regulatory
requirements regarding data protection as are provided by U.K. law.

34. Investor Compensation Schemes:

A. Customers who trade certain products on U.S. exchanges in an IB UK account that is carried by
IB LLC may be eligible for certain protections with respect to the equity in those accounts which is
provided by the U.S. Securities Investor Protection Corporation ("SIPC").

B. Customers also may be eligible for protection afforded by the U.K. Investors Compensation
Scheme ("ICS") which compensates private customers in the event that a U.K. company that is
engaged in investment business becomes insolvent. However, to the extent that Customer seeks,
or could seek, compensation from SIPC or any other third party, Customer's claim to ICS may be
barred. ICS coverage generally does not extend to cash losses and is limited to £48,000 (100% of
the first £30,000 and 90% of the next £20,000 of any claim). For further information, Customer
should contact the ICS or the FCA.

35. Commissions, Fees, and Other Charges:

A. Upon transmission and/or execution of a Customer order, Customer shall pay to IB UK (through
direct payment to IB LLC) IB UK's commissions, fees and other charges (collectively, "Charges")
as are then set forth on the IB UK website and are in effect at the time such Charges are incurred,
which IB UK (through IB LLC) may deduct from Customer's account. IB UK may modify the
Charges chargeable to Customer upon notice to Customer made by posting the modified Charges
upon the IB UK website.

B. IB UK may share Charges with its Affiliates or other third parties or receive remuneration from
them with respect to transactions carried out on Customer's behalf. Details of any such sharing
arrangements or remuneration may not be set forth in the relevant confirmation or contract note,
but can be made available to Customer upon request.

36. DISCLOSURE STATEMENT: THIS STATEMENT IS FURNISHED TO YOU BECAUSE CFTC
RULE 190.10(c) OF THE U.S. COMMODITY FUTURES TRADING COMMISSION ("CFTC")
REQUIRES IT FOR REASONS OF FAIR NOTICE UNRELATED TO IB UK'S CURRENT
FINANCIAL CONDITION:

(A) YOU SHOULD KNOW THAT IN THE UNLIKELY EVENT OF THIS COMPANY'S
BANKRUPTCY, PROPERTY, INCLUDING PROPERTY SPECIFICALLY TRACEABLE TO YOU,
WILL BE RETURNED, TRANSFERRED OR DISTRIBUTED TO YOU, OR ON YOUR BEHALF,
ONLY TO THE EXTENT OF YOUR PRO RATA SHARE OF ALL PROPERTY AVAILABLE FOR
DISTRIBUTION TO CUSTOMERS.

(B) NOTICE CONCERNING THE TERMS FOR THE RETURN OF SPECIFICALLY
IDENTIFIABLE PROPERTY WILL BE MADE BY PUBLICATION IN A NEWSPAPER OF
GENERAL CIRCULATION.



(C) THE CFTC'S REGULATIONS CONCERNING BANKRUPTCIES OF COMMODITY BROKERS
CAN BE FOUND AT 17 U.S. CODE OF FEDERAL REGULATIONS PART 190.

37. Privacy Policy: Customer represents that Customer has read and understood the information
contained in the "Interactive Brokers Group Privacy Statement" ("IBG Privacy Statement"),
attached hereto, and consents to the collection and use of the personal information that Customer
has shared with IB UK, IB LLC and its Affiliates in accordance therewith. Customer further
consents to the receipt of annual notice of the IBG Privacy Statement via the IB UK website and
shall monitor the IB UK website for revisions to the IBG Privacy Statement.

38. Complaint Procedures: A summary of IB UK's Internal Complaint Handling Procedures shall be
made available to Customers through the IB UK website.

39. Governing Law and Jurisdiction:

A. Customer irrevocably agrees that this Agreement shall be governed by, and construed in
accordance with, the laws of England without giving effect to conflicts of law provisions. Customer
also irrevocably agrees that, except with respect to controversies or claims that are properly
submitted to arbitration in accordance with this Agreement, the courts of England shall have
exclusive jurisdiction over all disputes relating to or arising from the execution or performance of
this Agreement, any Transaction hereunder or any of Customer's accounts and irrevocably
submits to the jurisdiction of such courts. Customer waives any objection which it may have, at
any time, to the bringing of any proceedings in any such court and agrees not to claim that such
proceedings have been brought in an inconvenient forum or that such court does not have
jurisdiction over it. However, the foregoing shall not prevent IB UK or any of its Affiliates from
bringing an action in any court of any other jurisdiction, in their discretion.

B. IN ALL JUDICIAL ACTIONS, ARBITRTIONS, OR DISPUTE RESOLUTION METHODS, THE
PARTIES WAIVE ANY RIGHT TO PUNITIVE DAMAGES.

40. Miscellaneous:

A. English Language: Customer agrees to the provision of this Agreement in the English language
and represents that Customer understands all of the terms and conditions contained herein.

B. Headings: Headings are for ease of reference only and do not form part of this Agreement.

C. Entire Agreement: This Agreement contains the entire agreement between the parties, who
have made no representations or warranties other than as expressly provided therein.

D. Severability: If any provision of this Agreement is deemed unenforceable, such provision shall
be ineffective only to the extent of such unenforceability, without invalidating the remaining
provisions of this Agreement.

E. No Waiver: The failure of IB UK or IB LLC to enforce, at any time or for any period, any one or
more of the terms or conditions of this Agreement shall not constitute a waiver of such terms or
conditions or of the right, at any time subsequently, to enforce all terms and conditions of this
Agreement.

F. Assignment: Subject to applicable regulations, upon notice to Customer, IB UK (or in the case
of the provisions of Section 10 of this Agreement, IB LLC) may assign this Agreement to another
duly registered or authorized broker-dealer, futures commission merchant or comparable
investment professional.



G. Successors and Assigns: This Agreement shall inure to the benefit of IB UK's and IB LLC's
successors and assigns and binds Customer's successors and assigns. Customer may not assign or
transfer any rights or obligations hereunder without the prior written consent of IB UK (or, in the
case of the provisions of Section 10 of this Agreement, IB LLC). In the event of any assignment or
transfer of this Agreement, or any of Customer's rights hereunder, the assignee or transferee shall
be liable for all of Customer's past and present debts and obligations to IB UK, IB LLC and their
Affiliates.

H. Third Party Rights: Aside from IB UK's Affiliates, a person who is not a party to these terms has
no right under the Contracts (Rights of Third Parties) Act 1999 to enforce any of the terms of this
Agreement but this does not affect any right or remedy of any third party which exists or was
available apart from that act.

41. Arbitration:

A. This Agreement contains a predispute arbitration clause which is located immediately below in
this section on this page. By signing an arbitration agreement, the parties agree as follows:

ALL PARTIES TO THIS AGREEMENT ARE GIVING UP THE RIGHT TO SUE EACH OTHER IN
COURT, INCUDING THE RIGHT TO A TRIAL BY JURY, EXCEPT AS PROVIDED BY THE RULES
OF THE ARBITRATION FORUM IN WHICH A CLAIM IS FILED.

ARBITRATION AWARDS ARE GENERALLY FINAL AND BINDING; A PARTY'S ABILITY TO
HAVE A COURT REVERSE OR MODIFY AN ARBITRATION AWARD IS VERY LIMITED.

THE ABILITY OF THE PARTIES TO OBTAIN DOCUMENTS, WITNESS STATEMENTS AND
OTHER DISCOVERY IS GENERALLY MORE LIMITED IN ARBITRATION THAN IN COURT
PROCEEDINGS.

THE ARBITRATORS DO NOT HAVE TO EXPLAIN THE REASON(S) FOR THEIR AWARD.

THE PANEL OF ARBITRATORS WILL TYPICALLY INCLUDE A MINORITY OF ARBITRATORS
WHO WERE OR ARE AFFILIATED WITH THE SECURITES INDUSTRY.

THE RULES OF SOME ARBITRATION FORUMS MAY IMPOSE TIME LIMITS FOR BRINGING A
CLAIM IN ARBITRATION.

IN SOME CASES, A CLAIM THAT IS INELIGIBLE FOR ARBITRATION MAY BE BROUGHT IN
COURT.

THE RULES OF THE ARBITRATION FORUM IN WHICH THE CLAIM IS FILED, AND ANY
AMENDMENTS THERETO SHALL BE INCORPORATED INTO THIS AGREEMENT.

B. Disputes with IB UK: Any controversy or claim between IB UK or any of its respective
directors, officers, shareholders, employees, associates or agents, on the one hand, and Customer
or, if applicable, Customer's directors, officers, shareholders, employees, associates, agents, or
trustees, on the other hand, arising out of, or relating to, this Agreement, any other Agreement
between Customer and IB UK, any Transaction under such agreements, or any of Customer's
accounts, may be settled by arbitration, in accordance with the rules then prevailing of any one of
the following arbitration schemes, as Customer may elect and to the extent that the claim or
controversy properly falls within the scope of the arbitration scheme:

(1) If the dispute involves a Transaction in a security, option to purchase or sell a security, or an
option on a securities index that is traded on a U.S. exchange, the arbitration schemes of: (a) The
American Arbitration Association; (b) The New York Stock Exchange; (c) if the dispute involves IB
LLC, any exchange of which IB LLC is a member, or (d) the NASD;

(2) If the dispute involves a Transaction in a futures contract or an option on a futures contract
that is traded on a U.S. exchange, any one of three or more "qualified forums" provided by IB UK.
A "qualified forum" is an organization whose procedures for conducting arbitration comply with the
requirements of CFTC Rules;



(3) In any other type of dispute, the arbitration schemes of: (a) The American Arbitration
Association; (b) any exchange of which IB UK is a member; or (c) a securities or futures
association, as applicable; or

(4) In all cases, the FCA's Consumer Arbitration Scheme or any other arbitration forum that IB UK
may suggest. Customer may obtain information regarding the FCA's Consumer Arbitration Scheme
by requesting such information via an e-mail addressed to the IB Customer Service Department at
help@interactivebrokers.com, specifying "Attn: IB UK Compliance Director" in the subject
heading.

C. Disputes with IB LLC:

(1) Any controversy or claim between IB LLC or its directors, officers, shareholders, employees,
associates or agents, on the one hand, and Customer or, if applicable, Customer's directors,
officers, shareholders, employees, associates, agents, or trustees, on the other hand, arising out
of, or relating to, this Agreement, any other agreement between Customer and IB LLC, any
Transaction under such agreements or any of Customer's accounts shall be settled as follows:

(a) Securities/Equity Options Accounts: If the controversy, dispute, claim or grievance
involves Customer's securities/equity options account:

i. Customer agrees that any dispute, controversy, claim or grievance between IB LLC or any of its
directors, officers, shareholders, employees, associates, agents or Affiliates (other than IB UK) on
the one hand, and Customer or, if applicable, Customer's directors, officers, shareholders,
employees, associates, agents, or trustees, on the other hand, arising out of, or relating to, this
Agreement, any other agreement between Customer and IB LLC or IB LLC's Affiliates (except IB
UK), any Transaction thereunder, or any of Customer's accounts shall be settled by arbitration, in
accordance with the rules then prevailing of any one of the following: (1) The American Arbitration
Association; (2) The New York Stock Exchange, Inc.; (3) any other exchange of which IB LLC (or
the IB LLC Affiliate, as the case may be) is a member; (4) the National Association of Securities
Dealers, Inc.; or (4) any other arbitration venue agreed to by IB LLC, as the true claimant-in-
interest may elect. If Customer is the true claimant-in-interest and has not selected an arbitration
forum within ten [10] days of providing the Customer's intent to arbitrate, then IB LLC (or its
Affiliate, as the case may be) shall select the forum. The award of the arbitrators, or a majority of
them, shall be final, and judgment upon the award rendered may be entered in any court, state or
federal, having jurisdiction.

ii. No person shall bring a putative or certified class action to arbitration, nor seek to enforce any
pre-dispute arbitration agreement against any person who has initiated in court a putative class

action, who is a member of a putative class, and who has not opted out of the class with respect
to any claims encompassed by the putative class action until:

The class certification is denied;
The class is decertified; or
The customer is excluded from the class by the court.

Such forbearance to enforce an agreement to arbitrate shall not constitute a waiver of any rights
under this Agreement except to the extent stated herein.

(b) Futures Accounts: If dispute, controversy, claim or grievance involves a futures/options on
futures account, Customer agrees to the following:
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i. Except as provided below, Customer agrees that any dispute, controversy, claim or grievance
between IB LLC or any of its directors, officers, shareholders, employees, associates, agents or
Affiliates (other than IB UK) on the one hand, and Customer or, if applicable, Customer's
directors, officers, shareholders, employees, associates, agents, or trustees, on the other hand,
arising out of, or relating to, this Agreement, any other agreement between Customer and IB LLC
or IB LLC's Affiliates (except IB UK), any Transaction thereunder, or any of Customer's accounts
shall be settled by arbitration, in accordance with the rules then prevailing of a forum chosen in
accordance with the procedure set out below. If, by reason of any applicable statute, regulation,
exchange rules, or otherwise, Customer's advance agreement to submit a controversy or claim to
arbitration would not be enforceable by IB LLC or its Affiliate, as the case may be, this provision
shall not permit Customer to enforce the advance agreement of IB LLC or its Affiliate to submit to
arbitration. Any award rendered in any arbitration conducted pursuant to this arbitration
agreement shall be final, binding, and enforceable and judgment may be entered on any such
award by any court having jurisdiction thereof.

ii. At such time as Customer notifies IB LLC or IB LLC's Affiliate that Customer intends to submit a
controversy to arbitration, or at such times as IB LLC or IB LLC's Affiliate notifies Customer that IB
LLC or its Affiliate intends to submit a controversy to arbitration, Customer will have the
opportunity to choose a forum from a list of three or more qualified forums provided by IB LLC or
the Affiliate. A "qualified forum" is an organization whose procedures for conducting arbitrations
comply with the requirements of the Commodity Futures Trading Commission ("CFTC") Rules.

iii. As required by CFTC Rules, IB LLC shall pay any incremental fees which may be assessed by a
qualified forum for provision of a mixed arbitration panel, unless the arbitrators hearing the
controversy determine that Customer has acted in bad faith in initiating or conducting the
arbitration. A "mixed arbitration panel" is an arbitration panel composed of one or more persons,
a majority of whom are not members or associated with a member of a contract market or
employee thereof, and who are not otherwise associated with a contract market.

iv. In connection with this arbitration agreement, IB LLC is required to furnish to Customer the
following statement, pursuant to CFTC Rules (for the purposes of the following, "you" or "your"
means Customer):

THREE FORUMS EXIST FOR THE RESOLUTION OF COMMODITY DISPUTES: CIVIL COURT
LITIGATION, REPARATIONS AT THE COMMODITY FUTURES TRADING COMMISSION
("CFTC"), AND ARBITRATION CONDUCTED BY A SELF-REGULATORY OR OTHER PRIVATE
ORGANIZATION. THE CFTC RECOGNIZES THAT THE OPPORTUNITY TO SETTLE DISPUTES
BY ARBITRATION MAY IN SOME CASES PROVIDE MANY BENEFITS TO CUSTOMERS,
INCLUDING THE ABILITY TO OBTAIN AN EXPEDITIOUS AND FINAL RESOLUTION OF
DISPUTES WITHOUT INCURRING SUBSTANTIAL COSTS. THE CFTC REQUIRES,
HOWEVER, THAT EACH CUSTOMER INDIVIDUALLY EXAMINE THE RELATIVE MERITS OF
ARBITRATION AND THAT YOUR CONSENT TO THIS ARBITRATION AGREEMENT BE
VOLUNTARY.

BY SIGNING THIS AGREEMENT, YOU: (1) MAY BE WAIVING YOUR RIGHT TO SUE IN A
COURT OF LAW; AND (2) ARE AGREEING TO BE BOUND BY ARBITRATION OF ANY
CLAIMS OR COUNTERCLAIMS WHICH YOU OR IB LLC MAYSUBMIT TO ARBITRATION
UNDER THIS AGREEMENT. YOU ARE NOT, HOWEVER, WAIVING YOUR RIGHT TO ELECT
INSTEAD TO PETITION THE CFTC TO INSTITUTE REPARATIONS PROCEEDIGNS UNDER
SECTION 14 OF THE COMMODITY EXCHANGE ACT WITH RESPECT TO ANY DISPUTE
WHICH MAY BE ARBITRATED PURSUANT TO THIS AGREEMENT. IN THE EVENT A
DISPUTE ARISES, YOU WILL BE NOTIFED IF IB LLC INTENDS TO SUBMIT THE DISPUTE



TO ARBITRATON. IF YOU BELIEVE A VIOLATION OF THE COMMODITY EXCHANGE ACT IS
INVOLVED AND IF YOU PREFER TO REQUEST A SECTION 14 "REPARATIONS"
PROCEEDING BEFORE THE CFTC, YOU WILL HAVE 45 DAYS FROM THE DATE OF SUCH
NOTICE IN WHICH TO MAKE THAT ELECTION.

YOU NEED NOT SIGN THIS ARBITRATION AGREEMENT TO OPEN AN ACCOUNT WITH IB
LLC.

I understand and acknowledge that I have read this Customer Agreement and agree with its
terms and conditions.

BY SIGNING THIS AGREEMENT, I ACKNOWLEDGE THAT THIS AGREEMENT CONTAINS AN
OPTIONAL PRE-DISPUTE ARBITRATION CLAUSE SET FORTH IN THE SECTION ABOVE AND THAT I
HAVE RECEIVED, READ AND UNDERSTOOD THE TERMS THEREOF.

ADDENDUM 1
WARRANTS AND DERIVATIVES RISK WARNING NOTICE

This notice is provided to you, as a private customer, in compliance with the rules of The Financial
Conduct Authority (FCA). Private customers are afforded greater protections under these rules
than other customers are and you should ensure that your firm tells you what this means to you.
This notice cannot disclose all of the risks and other significant aspects of warrants and/or
derivative products such as futures, options, and contracts for differences. You should not deal in
these products unless you understand their nature and the extent of your exposure to risk. You
should also be satisfied that the product is suitable for you in light of your circumstances and
financial position. Certain strategies, such as a "spread" position or a "straddle," may be as risky
as a simple "long" or "short" position.

Although warrants and/or derivative instruments can be utilized for the management of
investment risk, some of these products are unsuitable for many investors. Different instruments
involve different levels of exposure to risk and in deciding whether to trade in such instruments
you should be aware of the following points.

1. Warrants

A warrant is a time-limited right to subscribe for shares, debentures, loan stock or government
securities, and is exercisable against the original issuer of the securities. A relatively small
movement in the price of the underlying security results in a disproportionately large movement,
unfavourable or favourable, in the price of the warrant. The prices of warrants can therefore be
volatile. It is essential for anyone who is considering purchasing warrants to understand that the
right to subscribe which a warrant confers is invariably limited in time with the consequence that if
the investor fails to exercise his right within the predetermined time-scale then the investment
becomes worthless. You should not buy a warrant unless you are prepared to sustain a total loss
of the money you have invested plus any commission or other transaction charges. Some other
instruments are also called warrants but are actually options (for example, a right to acquire
securities which is exercisable against someone other than the original issuer of the securities,
often called a "covered warrant").



2. Off-Exchange Transactions

Transactions in off-exchange warrants may involve greater risk than dealing in exchange traded
warrants because there is no exchange market through which to liquidate your position, or to
assess the value of the warrant or the exposure to the risk. Bid and offer prices need not be
quoted, and even where they are, they will be established by dealers in these instruments and
consequently it may be difficult to establish what is a fair price. Your firm must make it clear to
you if you are entering into an off-exchange transaction and advise you of any risks involved.

3. Futures

Transactions in futures involve the obligation to make, or to take, delivery of the underlying asset
of the contract at a future date, or in some cases to settle the position with cash. They carry a
high degree of risk. The "gearing" or "leverage" often obtainable in futures trading means that a
small deposit or down payment can lead to large losses as well as gains. It also means that a
relatively small movement can lead to a proportionately much larger movement in the value of
your investment, and this can work against you as well as for you. Futures transactions have a
contingent liability, and you should be aware of the implications of this, in particular the margining
requirements, which are set out in paragraph 8.

4. Options

There are many different types of options with different characteristics subject to the following
condition.

Buying options:

Buying options involves less risk than selling options because, if the price of the underlying asset
moves against you, you can simply allow the option to lapse. The maximum loss is limited to the
premium, plus any commission or other transaction charges. However, if you buy a call option on
a futures contract and you later exercise the option, you will acquire the futures. This will expose
you to the risks described under "futures" and "contingent liability investment transactions."

Writing options:

If you write an option, the risk involved is considerably greater than buying options. You may be
liable for margin to maintain your position and a loss may be sustained well in excess of the
premium received. By writing an option, you accept a legal obligation to purchase or sell the
underlying asset if the option is exercised against you, however far the market price has moved
away from the exercise price. If you already own the underlying asset which you have contracted
to sell (when the options will be known as "covered call options") the risk is reduced. If you do not
own the underlying asset ("uncovered call options") the risk can be unlimited. Only experienced
persons should contemplate writing uncovered options, and then only after securing full details of
the applicable conditions and potential risk exposure.

Traditional options:



Certain London Stock Exchange member firms under special exchange rules write a particular
type of option called a "traditional option." These may involve greater risk than other options.
Two-way prices are not usually quoted and there is no exchange market on which to close out an
open position or to effect an equal and opposite transaction to reverse an open position. It may be
difficult to assess its value or for the seller of such an option to manage his exposure to risk.
Certain options markets operate on a margined basis, under which buyers do not pay the full
premium on their option at the time they purchase it. In this situation you may subsequently be
called upon to pay margin on the option up to the level of your premium. If you fail to do so as
required, your position may be closed or liquidated in the same way as a futures position.

5. Contracts for Differences

Futures and options contracts can also be referred to as contracts for differences. These can be
options and futures on the FTSE 100 index or any other index, as well as currency and interest
rate swaps. However, unlike other futures and options, these contracts can only be settled in
cash. Investing in a contract for differences carries the same risks as investing in a future or an
option and you should be aware of these as set out in paragraphs 3 and 4 respectively.
Transactions in contracts for differences may also have a contingent liability and you should be
aware of the implication of this as set out in paragraph 8.

6. Off-exchange transactions in derivatives

It may not always be apparent whether or not a particular derivative is arranged on exchange or
in an off-exchange derivative transaction. Your firm must make it clear to you if you are entering
into an off-exchange derivative transaction.

While some off-exchange markets are highly liquid, transactions in off-exchange or "non-
transferable" derivatives may involve greater risk than investing in on-exchange derivatives
because there is no exchange market on which to close out an open position. It may be
impossible to liquidate an existing position, to assess the value of the position arising from an off-
exchange transaction or to assess the exposure to risk. Bid prices and offer prices need not be
guoted, and, even where they are, they will be established by dealers in these instruments and
consequently it may be difficult to establish what is a fair price.

7. Foreign markets

Foreign markets will involve different risks from the U.K. markets. In some cases the risks will be
greater. On request, your firm must provide an explanation of the relevant risks and protections
(if any) which will operate in any foreign markets, including the extent to which it will accept
liability for any default of a foreign firm through whom it deals. The potential for profit or loss
from transactions on foreign markets or in foreign denominated contracts will be affected by
fluctuations in foreign exchange rates.

8. Contingent liability investment transactions.

Contingent liability investment transactions, which are margined, require you to make a series of
payments against the purchase price, instead of paying the whole purchase price immediately.

If you trade in futures contracts for differences or sell options, you may sustain a total loss of the
margin you deposit with your firm to establish or maintain a position. If the market moves against
you, you may be called upon to pay substantial additional margin at short notice to maintain the



position. If you fail to do so within the time required, your position may be liquidated at a loss and
you will be responsible for the resulting deficit. Even if a transaction is not margined, it may still
carry an obligation to make further payments in certain circumstances over and above any
amount paid when you entered the contract.

Save as specifically provided by the FCA, your firm may only carry out margined or contingent
liability transactions with you or for you if they are traded on or under the rules of a recognized or
designated investment exchange. Contingent liability investment transactions which are not so
traded may expose you to substantially greater risks.

9. Collateral

If you deposit collateral as security with your firm, the way in which it will be treated will vary
according to the type of transaction and where it is traded. There could be significant differences
in the treatment of your collateral, depending on whether you are trading on a recognized or
designated investment exchange, with the rules of that exchange (and the associated clearing
house) applying or trading off-exchange. Deposited collateral may lose its identity as your
property once dealings on your behalf are undertaken. Even if your dealings should ultimately
prove profitable, you may not get back the same assets which you deposited, and may have to
accept payment in cash. You should ascertain from your firm how your collateral will be dealt
with.

10. Commissions

Before you begin to trade, you should obtain details of all commissions and other charges for
which you will be liable. If any charges are not expressed in money terms (but, for example, as a
percentage of contract value), you should obtain a clear and written explanation, including
appropriate examples, to establish what such charges are likely to mean in specific money terms.
In the case of futures, when commission is charged as a percentage, it will normally be as a
percentage of the total contract value, and not simply as a percentage of your initial payment.

11. Suspensions of trading

Under certain trading conditions it may be difficult or impossible to liquidate a position. This may
occur, for example, at times of rapid price movement if the price rises or falls in one trading
session to such an extent that under the rule of the relevant exchange trading is suspended or
restricted. Placing a stop-loss order will not necessarily limit your losses to the intended amounts,
because market conditions may make it impossible to execute such an order at the stipulated
price.

12. Clearing house protections

On many exchanges, the performance of a transaction by your firm (or third party with whom his
dealing on your behalf) is "guaranteed" by the exchange or clearing house. However, this
guarantee is unlikely in most circumstances to cover you, the customer, and may not protect you
if your firm or another party defaults on its obligations to you. On request, your firm must explain
any protection provided to you under the clearing guarantee applicable to any on-exchange
derivatives in which you are dealing. There is no clearing house for traditional options, nor
normally for off-exchange instruments which are not traded under the rules of a recognized or
designated investment exchange.



ADDENDUM 2

CUSTOMER CONSENT TO ACCEPT ELECTRONIC RECORDS AND COMMUNICATIONS

In the interests of timeliness, efficiency and lower costs for its Customers, Interactive Brokers
U.K. Limited ("IB UK") and its affiliated companies including, but not limited to, Interactive
Brokers LLC ("IB LLC") (collectively, "Affiliates") provide electronic notices, messages, trade
confirmations, account statements, records and other Customer records and communications
(collectively, "Records and Communications") in electronic form. Electronic Records and
Communications may be sent to Customer's Trader Workstation ("TWS") or to Customer's e-mail
address or for security purposes may be posted on the IB UK website, notification sent to
Customer to login and retrieve the Records and Communications.

By entering into this Agreement, Customer consents to the receipt of electronic Records and
Communications regarding this Agreement, any other agreement between Customer and IB UK,
IB LLC or their Affiliates, all Customer Transactions under such agreements, all of Customer's
accounts and all of Customer's dealings with IB UK, IB LLC or their Affiliates, including Records
and Communications of any kind. Customer may withdraw such consent at any time by an e-mail
addressed to the IB Customer Service Department at help@interactivebrokers.com. If Customer
withdraws such consent, however, IB UK reserves the right to require Customer to close
Customer's account.

In order to trade using the IB UK TWS, and to receive Records and Communications through the
TWS, there are certain system hardware and software requirements, which are described on the
IB UK website at www.interactivebrokers.co.uk. Since these requirements may change, Customer
must periodically refer to the IB UK website for current system requirements. To receive electronic
mail from IB UK, Customer is responsible for maintaining a valid Internet e-mail address and
software allowing customer to read, send and receive e-mail. Customer must notify IB UK
immediately of a change in Customer's e-mail address by: (i) using those procedures to change a
Customer e-mail address that may be available on the IB UK website or (ii) contacting the IB
Customer Service Department at help@interactivebrokers.com for further instructions.

ADDENDUM 3

INTERACTIVE BROKERS GROUP PRIVACY STATEMENT

The Interactive Brokers Group does not sell or license information about Interactive Brokers
customers to third parties, nor do we sell customer lists or customer e-mail addresses to third-
party marketers.

At the IB Group, 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 an IB Group member company or by utilizing the products and services that are
available through an IB Group member company, 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, IB Group
member companies collect 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
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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:

We do not sell or license lists of our customers or the personal, hon-public information that you
provide to us.

We restrict access to the personal, non-public information that you have shared with us to those IB
Group 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.

We take substantial precautions to safeguard your personal, nonpublic information. For example,
the IB system can be accessed only by authorized IB Group personal 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 the IB Group, 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 an IB Group member website, we may disclose such information to the
service providers as necessary for them to provide the services that you have requested. The IB
Group requires these service providers to enter into confidentiality agreements with IB entities
that limit their use of the information that they receive. Such agreements prohibit the service
provider from using IB Group 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.
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CHAPTER I

INTRODUCTION

This booklet relates solely to options issued by The
Options Clearing Corporation (*0CC"), and all refer-
ences to “options” in this booklet are applicable only
to such options. As of the date of this booklet, oplions
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.”

QGG is a registared clearing agency, and each U.S.
options market is a national securities exchangs, thal
is subject to regulation by the Securities and Exchange
Commission {("SEC") under the Securities Exchange
Act of 1934, Foreign options markets, and their merm-
bers, 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 subject to the jurisdic-
tion of U.S. courts,

What is an option? An gption is the right either to
buy or to sell a specified amount or value of & particular
underlying Interest at a fixed exercise price by BXEFCiS-
ing the option before its specifiad axpiration date. An
option which gives a right to buy ie a call option, and an
option which gives a right 1o sell is a put option. Calls
and puts are distinct types of options, and the buying
or seliing of one type does not involve the other.

EXAMPLE: An option to buy 100 shares of com-
man stock of the XYZ Corporation at a specified exer-
cise price would 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-seftled options. A physical
delivery_option gives its owner the right to recelve
physical delivery (if it is a call), or lo make physical
delivery (if it is @ 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 vaiue of the un-
derlying intsrest at the time the option is exercised and
the fixed exercise price of the option. A cash-settlad
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 settiement
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
ara currently available covering four types of undarly-
ing interests: equity securities, 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 price, whether 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-ssttied 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 Il. 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.)

Options 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 tha one he wrota, 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, & booklet that briefly and
generally describes the characteristics of options and
the risks to investors of maintaining positions in op-
tions. Optlions are versatile Instruments that can be
used in 8 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 invastors may use options o enhance their invest-
ment strategies or to reduce risk. Numerous other
publications, including some prepared by the U.S. op-
fions 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. Readars 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 thase 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-
ested in options on equity securities should fully read
not only Chapter Ill, but also should read Chapters 1,
Wil and X, as well as the discussion of risks in Chapter
X. Readers should also be aware that, although this
bookiet seeks to describe the various charactenistics 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 Xl 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 internationally-
traded options. Multiply-traded and internationally-
traded options can ordinarily be purchased and writ-
ten, and positions in these options can ordinarily be
liquidatad in offsatting 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 multiply-traded or
Imternationalty-traded options may not be the same In
all markets at any given time.

If an options market leams 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 i an options market decides to discon-
tinue trading in a particular options serias for ancther
reason, the options market may stop introducing new
options on that underlying intarest and may in cerain
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 US.
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
sesslons 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 &l 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 currencies 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 I
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 |, Readers interested in those definitons
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 delivary XYZ
call oplion 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
settlerent 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 regardiess of their current
market price.
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I{ & physical delivery put option is exercised, the
assigned writer must purchasa the required number of
shares at the specified ise price regard of
thair current market price. If a cash-settied option is
exercised, the assigned writer must pay the cash set-
tlement amount.

No certificates ars 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
ot 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 collateral
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 someatimes 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 exaercise 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
terminology 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 as 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-setled 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 exerciss 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 interest 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 exercisa instructions to their brokerage
firm in_accordance with the firm's procedures prior to
the firm's exercise cut-off time. The exercisa process is
discussed in Chapter VIIl. Every option holder should
understand this process and should leam his broker-
age firm's proced conceming 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 exarcise most options, capped options and
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The exercise price of a cash-settled option is the
basa 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 Settlernent
Amount and Exercise Settlement Value" 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
basad 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. |f an option has nol been ﬂﬂc'ﬁﬁd
prior 1o its expiration, i ceases to exist—that is, the
option holder ne longer has any rights, and the option
no longer has any valug. 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 0CC 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-styla option may be exercised only
during a specified period before the option expires.
Every European-style option being traded at the
date of this booklet is exercisable only on its expira-
tion date.

A capped option will be automatically exarcised
prior to expiration if the options market on which the
option is trading determines that the value of the
underying interest et 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 specified 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.

Tha 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 concemning the sxarcise 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 tha
writing of an option of the same series. The Clearing
Member may, in turn, assign this exercisa 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, 1o 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-
tied to receive upon exercise. It is the amount by which
the exercise settlement value of the underlying interest
of a cash-settied call exceeds the exercise price, or the
amount by which the exercise price of a cash-settied
put exceeds the exercise settlernent valua of the un-
derlying interest, multiplied by the multiplier for the
optian.

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,

g



and the exercising holder would be entitled to receive,
a cash settlement amount of $500 ($85 minus $80
multiplied by 100 = $500).

Thia 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. 1t 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 serles is fived by the op-
tions market on which the series is traded. The exer-
cise seftlement 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 settiement 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 tima the changes becoms 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 the method for
calculating exercise settlement values. Such new se-
rigs would trade alongside the old series until both
series expira, but the two series would not be inter-
changeable. In the future, options markets may, sub-
ject to regulatory approval, introduce options whose
exarcise settlement vaiues 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 adjusiment panel. An adjustment panel for
an options series consists of two representatives of
sach U.S. options market on which the series 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
sale transaction by which a person establishes or in-
creases a position as either 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 Cecember
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 a 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 to $200.

Although holders of American-style options have the
right to exercise al 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 exarcises, 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 ane representative of QCC, who votes only to
break a tie. Every datermination by an adjustment
panel is within its sole discration and is binding on all
investors.

PHEMII{M—TH& premium is the price that the holder
of an option pays and the writer of an option recgives
for the rights conveyed by the option. 1 is the price set
by Iha holder and writer, or their brokers, in a transac-
;Ian in &n 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 respanse to market and sconomic 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 current 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
interést, the historical volatility of the underlying inter-
est, the amount of time remaining until expiration, cash
dividends payable on the underlying stock (in tha case
of steck and stock index options), current interest

rales, current currency exchange rates (in the cases of
foreign 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
effect of supply and demand in the options market as
wall as in the markets for the underlying interest and for
related interests, tha information then available about
current prices and oparations in the markets for the
underlying interest and related interests, the individual
estimates of market participants of future develop-
mants that might affect any of the foregoing, and other
factors generally affecting the prices or volatility of op-
tions, underlying interests, related interests or secur-
ties generally. Also see the discussion below of
“Intrinsic Value and Time Value." Readers should not
assume that options premiums will necessarily con-
form or correlate with any theoretical options pricing

1

POSITION LIMITS—The rules of the options markets
generally limit the maximum numbaer of options on the
same sida of the market (i.e., calls held plus puts writ-
ten, or puts held plus calls written) with respect to a
single underlying interest that may be camied in the
accounts of a single investor or group of investors
acting in concer. 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 and/or
axpiration dates. A straddle 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-
s0N'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—f 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
commaon 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 coverad writer may hold another option in a spread
position and thereby offset some or all of the risk of the
option he has written. Howsever, the spread may not
offset all of the risk of the uncovered writing position.
For exampla, 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 uncovered 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
opben is said to be in the monay 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 |s $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 the current market value of the underlying
interast, or if the exercise price of a put is below the
current market value of the underlying interest, the
option is said to be out of the money by that amount.

EXAMPLE: With the current market price of XYZ
stock 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
value. 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 less than its intrinsic
valua prior 1o its expiration, although occasionally an
American-style option will trade at less than its intrinsic
value. Because European-style and capped options
are not exercisable at all times, they are more likely
than Amarican-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 interests 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 & description of the terminology 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 index option
has an exercise price of 310 and a cap Interval of 20.
The put option has a cap price of 290,

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 market on which the
option is traded has specified the close of trading on
each trading day as the time for determining the auto-
matic exercise value on the XYZ index, and thal the
index 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 below, 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 a 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 well—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 a 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
fts expiration, it will become worthless. As a conse-
guence, all else remnaining the samae, the time value of
an option usually decreases as the option approaches

cpiration, and this d | asthe timeto
expiration shortens. However, there may be occasions
when tha market price of an option may be lower than
the market price of another option that has less time
remaining 1o 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 little time
value if it is substantially in the monay. Although an
option that is substantially out of the money has only
time valus, the amount of that time value is normally
lass than the time vaiue of an option having the same
underlylng interest and expiration that is at tha money.

Another factor influencing the time value 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 al the time of day specified by the options
market for determining the automatic exarcise value.

CASH SETTLEMENT AMOUNT—This is the cash
amount that the holder of a cash-settied capped option
is entitiad to receive upon the exarcise of the option. In
the case of a capped option that has been automati-
cally exercised, the cash seftiement amount is equal to
the cap interval times the multiplier for the option, even
it the automatic exercise value 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 value of the ABC Index is 396 on a
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 muttiplier of 100. The
automalic exercise value of the ABC indax never
squals or exceeds the cap price of 390 during the life of
the option, and the exercise setflement 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-
tlement amount of $700 (equal to the multiplier of 100
times the difference b the axercise i
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-raded eg-
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 is 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 parformance 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 pxercise 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,

As a general rule, stock dividends, stock distribu-
tions and stock splits can resultin an adjustment in the
number of underlying shares or the exercise price, or
bath.

EXAMPLE: An investor bought an XYZ 60 op-
tion—aithar a call or a put—and XYZ Corporation sub-
sequently 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 couid be ad-
justed to cover 150 shares at an exercise price of $40
per share,

Howeaver, 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 a2 for 1 stock spiit, an investor
holds an option on 100 shares of XYZ stock with an
axercise price of $80. After adjustment for the split, he
will hold two XYZ options, sach on 100 shares and with
an exercise price of $30.

An adjustment panel may maka an exception to the
general 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 panei may determine to treat the stock divi-
dends as though they were ordinary cash dividends
and to make no adjustment 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 ot 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 to purchase 100 shares of XYZ stock at a price of
$40 per share, or a total price of $4,000.

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

Adjustments 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 splif, 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
general adjustment rules applicable to stock options
that are in effect at the date of this booklet. Such rules
may be changed from time to time with requlatory

roval. _An adjustment panel has the authority to

make such gﬂmns as It detarmnes to be appropri-

ate 1o any of the ent rules.
As a general rule, no adjustment is made for ordi-

nary cash dividends or distributions. A cash dividend
or distribution by most ilssuers will genarally ba 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
dividgend or distribution by an issuer that is a closed-
end investment company may not be considered to be
“ordinary” if it excesds 5% of such aggregate market
value. Determinations whether 1o 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 genarally adjusted for
ordinary cash dividends and distributions, covered
writers of calls are entitled to retain dividends and dis-
ributions earmed on the underlying securities during
the time prior 1o exercise. However, a cell holder be-
comas entitled 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 a&

signed an exercise until after the ex-date. Because call
holders may seek to 'capture” an impending cllv-dgnd
by exarcising, a call writer's chances of being assigned
an exercise may Incraase as the ex-date for a dividend
on the underiying 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 a 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
whare each holder of XYZ stock receives $50 plus 1/2
share of PQR 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 POR stock instead of
100 shares of XYZ stock.

When an underlying security is wholly or parially
converted into a debt security or a preferred 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
10 receive 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 &l options on that sacurity that are not in
the money will become worthless and all that are in the
maoney 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
affect 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
whore 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
sacurity.

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 tima 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 indax 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
constifuent security is multipiied by the number of
shares outstanding. Because of this method of calcu-
laticn, changes in the prices of the securities of larger
corporations will generally 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 s 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 1o have
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CHAPTER IV
INDEX 0PTIONS

ABOUT INDEXES

As referred to in this booklet, an index is a measuf
of the prices of a group of securities* or other lnle;‘::se,
Alﬂmggh indaxes have been developed to cover a vari-
ety of interests, such as stocks and other equity securi-
tles, debt securities and foreign currencies, and even
to measure the cost of living, indexes on equity securj-
ties (which are called stock indexes) are among the
most familiar, and they are the only indexes that under-
lie options trading at the date of this booklet, The
following discussion refers anly to stock Indexes and
stock index options.

Stock indexes are compiled and published by vari-
ous sources, including securities markets. An index
may be designed to be representative of the stock
market of a particular nation as a whale, of securities
tradeq in @ particular market, of a broad market sector
(8.g., industrials), or of a particular industry (e.g., elec-
tronics). Anindex 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 a foreign market, or a combination of secu-
rilies whose primary markets are in various countries.

A stock index, like a 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 valus. I the total market value of the
coamponent stocks increases by 2% the next day (Le.,
ta $51 billion), the index level would rise to 102 (102%
of the base leve! of 100).

“Some indexes reflect values of companies, rather than securi-

I!ss. by taking into account both the prices of constivent secur-
tias and the numbar of those securities ouistanding.
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each constituent security continue to represent an ap-
proximately agqual doilar value in the index without dis-
forting 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 prica changes of all securities
inciuded 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 refiact the
stock market as a whole, or particular market seg-
ments, only to the extent that the securities in the index
arg being traded, the prices of those trades are being
pramptly reported, and the market prices of those se-
curities, 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 index, 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 changas in the prices or volatilities of the stock
and derivative markets—inciuding 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 thelr 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.

25




Readers who intend 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 lavel of every index underlying an op-
tion—including the exercise settlement valus—is tha
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 been inaccurate.

Mast 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
stock indaxes are published in daily newspapers such
as "The Wall Street Journal." However, an index op-
tion may be tradad in the options markets at a time
when some, or aven a substantial portion, of the con-
stituent securitias of the underlying indsx 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 current reported index level will be
based on non-current information, since its cal i
wiil 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. |f the option
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Investors should be aware that the exarcise seftie-
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 vaiue.

Investors should also be aware that there is no sin-
gle opening or closing price for securities primarily
tradad 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 & majority
of opening or closing trades in that sscurity 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 staled exercise 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 booklst represents
an amount equal to one U.S. dollar. In order to deter-
mine the aggregate premium for a 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 exercise. The exercise settlement values of
other options are based on the reported ievel of the
index derived from the opening prices of the constitu-
ent securities on the day of exercise. If an option is
exercised on a day that is not scheduled as a trading
day for the constituent securities of the index, the exer-
cise settiement value is based on the reported level of
the index derived 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. If 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 used. Other means for determining the exer-
cise setilement values of soma index options series
have been, and may continue to be, established. For
example, tha 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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CHAPTERV

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 to 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-seftled options). The other kind,
called yield-based options, are options that are cash-
sattied 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 undersiood by readers
interested in investing in debt options,

At the date of this booklet, only yield-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 booklat.

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 yislds,
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-
estata 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
yisld 14%. If rates on such bonds subsequently de-
cline to 10%, the price 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 more 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 = gﬂ':
Interest Rates (Vields) t = Prices 4 = gﬁ'{':

In contrast, the exercise settiement value of a yield-
based option is based on the difference between the
value of an underlying vield and the exercise price of
the option. Since the underlying yields of yield-basad
options will increase es interes! 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 underying vield is de-
rived decling), and puts become more valuable as
yields deciine {and prices of such securities increasa).
These relationships can be expressed as follows:

I
1
Call t
Put 4

Interest Rates (Yields) + = Prices ¢ = g;"
Imerest Aates (Yields) t = Prices 4+ =
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most recently auctioned issues. These are commonly
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
yield 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. H 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
indicator, which is the percentage yield multiplied by
ten. Forexample, if the yisld 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 yield 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 |ife of tha 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 betore 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 life,

EXAMPLE: Yield-based options whosa yield is
based on 5-year Treasury notes expiring in December
32

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. 3

Treasury bonds and notes are direct obligations of
the United States that pay a fixed rate of interest sami-
annually. Bonds are issued for maturities of more than
ten years (although many issues are callable prior to
maturity). Notes are issued for maturities of one to ten
years, and are non-callable. New issues of bonds and
notes 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 an Treasury bills is commonly expressed 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-week (91-day) Treasury bill
with a principal 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%).

Bills are auctioned by the Treasury on a reguiar 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-year notes.
Beginning on the trading day following the October
auction, trading will be based upon current yields for
the new 5-year notes. The same process will occur in
MNovember. H the 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 quotations 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 whose underlying yields are derived
from Treasury securities are based 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 aggregale cash settlement amount that the as-
signed writer of a yleld-based option is obligated to
pay the exercising option holder Is the difference be-
tween the exercise price of the option and the exercise
settlement vaiug of the underlying yield on the last
trading day betore expiration, as reported by a desig-
nated reporting authority, multipiied 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 B2.50 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 dollar value of the option multiplier, Thus,
a pramium of 2% would equal a premium of $250 for an
option having & 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 “Premlum” 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, a major factor aflecting the pric-
ing of such options is likely to be the estimates of
market participants of the anticipated yield at expira-
::c: and current yield may be a less significant pricing
or.

Settiement 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 securities 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 tha multiplier for the option, the adjustment
panel has discration 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 i 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," “'Cther Risks," and "“Special Risks of Far-
eign Currency Options."

MARKET FOR FOREIGN
CURRENCIES

Understanding the risks inherent in Turmgn currency
options requires familiarity with the charac of
the markets for the underlying currencies. Readers will
find extensive literature on the subject, and this chap-
ter can do no mare Ihan briefly summarize the most
furn | charac of those as they
partain to foreign currency options,

Foreign exchange rates can be free fioating or may
be subjact 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 value 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 imposition of regulatory controls, to affect 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 treely determined currency valuation or even
with movernent of curroncies across borders. These
risks are specifically addressed under ' Spscual Risks
of Foreign 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
to 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
whuch they are traded), and extremely lan;e Trading is

conducted in units equivalent 1o $1 million to
35 mlllmn 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
exarcisa 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 cumency. The currency to be purchased or
sold at the exercise price is the undarlying 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 torebgn currencles for U.S.
dollars, and their exercisa 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 options or
cross-rate options) that are discussed below under
“Cross-Rate Foreign Currency Options” are options 1o
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
therefors represents an exchange rate between two
foreign currencies.

‘While most of the foreign currency options that are
traded at the date of this bookiet are physical delivery
options, trading has been introduced in cash-settied
foreign currency options. These options are dis-
cussed baluw 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 oampused
of specified amounts of various European currencies,
is the official medium of exchange of the European
Economic Community’s European Monetary System
and is primarily intended for use in intemational com-
merce, As used in this booklet, the tarm "sovereign
government” includes the European Economic
Community.

as

prices available in that market are only generally re-
lated to prices in the “wholesale” interbank market,
and it is unlikety 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 result of fluctuations in the value of the under-
lying interest. Just as certain opfions on equity
securities are priced in refation to the price of the un-
darlying security, dollar-denominated foreign currency
option pricas 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 batween the value of an underfying
foreign currency relative to the trading currency and
the prices of options on that underlying foreign cur-
rency can be summarized as foliows:

1. If the value of an underlying foreign currency rises
in refation 1o 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 nommally 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, "weak"
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 finai measure of the
Intrinsic vaiue of the option will be the value of the
British pound relative to the U.S. dollar.

EXAMPLE: Assume a cross-rate call option gives
its holder the right to purchase British pounds at 2.50
German marks {“DM") each. 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 valua it the price is aqual 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 value of the British pound relative to the
German mark, and not to the U.S. dollar or any othar
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 wvarious expiration
dates for foreign currency options are different from
the expiration dates for options on other underlying
interests. Readers 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
foreign currency option {ie., the unit_of tradi is
specified by tha options market on which the option is
traded. 4

Exarcisa prices for currgntly available dollar-denomi-
nated options on foreign currencies other than the
Japanese yan are stated in U.S. cents par 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 dollardenominated put covering
31,250 British pounds with an exercise price of 130
would entitle the holder to sell the underlying pounds
for an aggregate exarcise price of $40,625 ($1.30 mul-
tiplied by 31,250).

EXAMPLE: A doliar-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 $58,750 ($.0094 multi-
plied by 6,250,000},
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Exercises are settled through the facilities of OCGC.
For this purpose, OCC has established banking ar-
rangements permitting it to receive and deliver sach
underlying forelgn currency in the country of origin in
satisfaction of option exercises. (Exercises and as-
signments of ECU options settie within a country or
courtries 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 seftiement between OCC and Clearing Members
{i.e., payment or receipt of the net exercise price for
each 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 settiement between an investor and
his brokerage firm, applicable rules require a holder
exercising 8 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 procedura, investors ordinarily rely upon their bra-
kerage firms to make settement with them. However,
OCC has established procedures whereby Clearing
Members may permit customers 1o make setllerment
directiy 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 adopt exercise setilement pro-
cedures whereby OCC's obligation to deliver or pay for
undarlying foreign curencies 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 complate 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.

40

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 currency. (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 currency
options whether or not the votes of the other panal
mambers rasult 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-
cies comprising the ECU from time to time. Except in
extraocrdinary circumstances, the tarms of ECU options
wili not be adjusted to reflect such changes.

Premiums far 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 optien 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-di 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, times the unit of trading of
6,250,000},

Settlement 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 orderly settle:
ment of delivery foreign currency option exercises or
would result in undue burdens on OCC or its Clearing

Meml CC has the authori irmy special
exercise settlement procedures. These could range

from technical changes in delivery procedures 1o the
fixing of U.S. doilar 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 2 U.S. dollar settle- .
ment price in lieu of delivering the underlying foreign
currency. However, OCGC alse has the authority to
prohibit exercises of foreign curmency puts by holders
who would be unabla to delivar the underlying foreign
currency. The potential effects of such a prohibition
are discussed in paragraph 5 under “Risks of Option
Holders™ 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 prica denominated in Japanese
yen—that is, the trading currency would be the Japa-
nesa yan and the underlying currency would be the
British pound. The exercise price would be expressed
as a centain 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 daliv-
ery Eurppean-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 either of those currencies in relation to a third
currancy, such as the US. dollar. Thus, for example,
the British pound may appreciate in refation to the
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Japanese yen at the same time that the pound depreci-
ates in relation to 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 1o
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 underlying 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. Exarcise
prices for cross-rate options are generally expressed in
terms of units (or fractions of units) of the trading cur-
rancy 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-danomi-
nated options covering underlying German marks are
expressad 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 (JY93 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
that adjustments in the terms of cross-rate options
might be made to reflact events affecting the trading
currency as well as evenis affecting the underlying
CUrTency.

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 foraign 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: |f 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 currancy is reported as 85, 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 valua, is in the money on the
expiration date will be automatically exercised on the
expiration date. In the future, cash-settied foreign cur-
rency options may provide that they will be automati-
cally exercised only if they are in the money by &
specfied amount on the expiration date.

Al the date of this booklet, the exercise seftiernent
value for cash-settled foreign 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 valus 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 itatany
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 initiation of trading is that
option writers must deposit required margin with their
brokerage firms within two business days of the trade
date. It shouid 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
timas 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 arangements parmitting it to receive and pay
foreign currencies in the country of origin for purposes
of both premium and exercise settlernent of cross-rate
options batween OCC and its Clearing Members. Cus-
tomers ordinarily settle with their brokerage firms, al-
though OCC may establish procedures whereby
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 settiement
of trar ions in, and 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 settiement 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, OCC has
the authority to impose special settiement procedures.
These could range from technical changes in payment
procedures for the trading currency or underlying for-
eign currancy 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 mest the settie-
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 1t procedures are
imposed, investors may determine the nature of such
procedures from their brokerage firms,

CASH-SETTLED FOREIGN
CURRENCY OPTIONS

Al the date of this booklet, cash-settled loreign cur-
rency options are also traded. These options are dol-
lar-denominated, European-style options. Each cash-

settled foreign currency option has an expiration 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.

43

CHAPTER VI

FLEXIBLY STRUCTURED
OPTIONS

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 flexibly structured options
are not all standardized. When a fiexibly structured
option is purchased and sold in an opening transac-
tion, the parties to the transaction have the flexibility,
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
varable terms. The fiexibility to fix these variable terms
is what makes fiexibly 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 chaptaer
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 ransactions in flexibly structured options
differ from the procedures for transactions in other op-
tions, RAeaders desiring information about the trading
proceduras of an options market for flexibly structured
options may obtain that information from that markat.

The options markets may fix minimum size or mini-
mum monetary values for transactions in flexibly struc-
tured options. Flexlbhf structurad options may be
useful to sof to manage
particular porlfaluo and lradung risks, ch.e\rer. &8s a
result of these minimums, as well as the special trading
proceduras and reduced likelihood of there 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
occwrs.  Included among the terms that an options
market may identity as variable terms are the spacifica-
tion and amount of the undertying interest, whether the
transaction involves a put, call or spread, the style of
the option, the exercise price, the cap interval of a
capped option, the axpiration date, the method for
determining the exsrcise seftiemant 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 where 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 a flexibly
structured option not fall within a specified period of
time 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 settiement currency, the premium
currency and tha trading currency, may be designated
only from these 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
minimum 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 periad of time,
or another average that conforms with the parametars
established by the options market. Howaver, 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
settiement valua for such exercises of flexibly struc-
tured index options will be the value derived from tha
cloging prices of the constituent securities on the day
of exercise (as reported by the reporting authority),
and the exercise settlement 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 fraded 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-
ers to make margin payments in the settlement
currency.

If the settlement currency and prermium 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-
ment currency, settiements can occur in the country or
countries designated by OCC.
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trangaction 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 flexibly structured options. Information
as 1o 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 flexibly 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 rading 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 othar 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
flexibly 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 value on the expi-
ration date of a flexioly structured index option is a
variable term that is fixed by the parties in their opening
ransaction. For axample, 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
SETTLEMENT

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
10 understand exercise procedures because of the
possibility of being assigned an exercise. Once an
exarcisa of an option has been assigned to an option
writer—eaven 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 Ii.

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 1o automatic exercise.
For example, capped options are subject to automatic
exercisa 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 firn 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 worthiess. An_option_holder
who intends fo exercise an option before expiration
must give exercise instructions to his brokerane 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

exercise, 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 uniess 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,
they 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 appiicable
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.
QOCC 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 Mambars on the expiration date. Sub-
ject to 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 respansibility 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 security are
madé directly between Clearing Members. OGC's
rules provide protect procedures for exercise settie-
ments made directly batween Clearing Mambers that
involve the deiivery of securities which either have
been called for redemption, are due to expira or with
respect to which a call or expiration date is impending,
or are subject to an offer which will expire, if the expira-
tien time (as defined in OCC's rules) is on or after the
exercise settlement date for the option. Under these
protect procedures, the Clearing Member entitled to
receive the securities may give a liabillty notice to the
delivering Clearing Member by a specified cut-off time
prior to the expiration time. If a fability notice is so
given and the securities are not delivered sufficiently in
advarice of the expiration time to permit the recaiving
Clearing Member to obtain their benefit, the delivering
Clearing Member will be liable for any resulting dam-
ages. |1 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
through 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
daescribed in the sep hap of the booklat dis-
cussing those options.

At the date of this booklet, settlements 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 settliement 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 Membaer 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 received by OCCon a
business day are ordinarily assigned prior to the open-
ing of trading in that day's evening sassion.

If axercises are assigned by OCC to a Clearing Mem-
per'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
inform their customers which method is used and how
it works. Regardiess of the method used, option writ-
ers are subject 1o 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 cail stock options. This is
discussed in paragraph 8 under “Risks of Options
Writars" in Chapter X and under “Ssttlement” in this
chapter.

SETTLEMENT

Settlemants 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 exarcise 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 triggered.
The settliement of exercises of cash-settled options
that have a settlement currency that is not U.S. dollars
is di d under Cumency” in Chapter
Vil

OCC has authority 1o postpone settiement of any
aption on any type of underlying interest 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 settiement amounts will be credited or
debited to their brokerage accounts. -

In certain unusual clrcumstances, it might not ba
possible for uncovered call writers of physicai 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 cutstanding shares of an under-
lying security or if trading in an underlying securily
ware enjoined or suspended. In situations of that type,
QOCC may Impose special exercise seftlament proce-
dures. These special procedures, applicable only to
calls and only when an assigned writer is unable to
obtain the underlying security, may involve the suspen-
sion of the settlement obligations of the holder and
writer and/or 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 sacurity on the exercise settlement date. When
special exercise settiement procedures are imposed,
OCC will announce to its Clearing Members how set-
tlements 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 raquirements 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 ransactions in options.

Motwithstanding the importance of tax considera-
tions, transaction costs and margin requirements, for
the sake of simplicity, the exampias in this booklst 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 depending upon the type of underying in-
tergst involved—since the tax rules are not the same
for each type of underlying interest—and upon such
tactors 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 coverad or un-
covered. Some options markets have publications
that deal speci y with the tax Wt of various
options transactions. These may be obtained from
brokerage firms as well as the markets themselves.
Readers should also be aware that options transac-
tions effected in foreign markets could subject the par-
ties ta tax liability under the laws of the country in which
the foreign market is located. Because of the impor-
tance of onsiderations to all options transactions,
it cannot be emphasized too strongly that the reader
considering options should consult with his tax adviser
8s to how taxes may affact the outcomea of contem-
plated options transactions.
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If & 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
cradit has been extended on the same foreign
Currancy.

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,

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

TRANSACTION COSTS

The transaction costs of options investing consist
primavrily of commissians {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
underfying interests. Transaction costs are especially
significant in option strategies 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 1o 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 to 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 to pay the cash settiement amount, if assigned an
exercise, Minimum margin requirements are currently
imposed by the Board of Govenors of the Federal
Reserve System, 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 o meet calls for sub-
stantial additional margin in the event of adverse mar-
ket movements, Even if a writer has enough eguity in
his account to avoid a margin call, increased margin
requirements on his option positions will make that
equity 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 1o 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 relatad 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 nol di . (See the di jon in Chapter X
as to the scope and limitations of this booklet.)

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 nsk in new-
ness, particularly if the new option or strategy is com-
plicated or complex, that cannot always ba 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 tham to very sngnrf,cant
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 is therafore not suitable for all investors.

Many of the risks are the same for options on gll
types of underlying interests, although some special
risks may apply only to options on particular types of
underlying interests. The first three sections of this
chapter describe risks that apply generally 1o options
on all types of underlying interests. They are followed
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bg 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 ax-
pires. An option holder who neither sells his option in
the secondary market nor exercises it prior o 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 undariying 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
direction before the option expires to an extent suffi-
cient to cover the cost of the option, the investor may
lose all or a si part of his i in the
option. This contrasts with an investor who purchases
the underlying interest directly and may continue to
hold his investment, notwithstanding Its failure to
change in price as anticipated, in the hope of waiting
olgﬁan adverse price move and eventually realizing a
profit.

Tha significance of this risk to an option haider de-
pends in large part upon the extent to which he utilizes
the leverage of options to control a larger quantity of
the underlying intarast than he could have purchased
directly with the same investment amount, This is illus-
trated in the following example, which compares the
consaguences of three different approaches to invest-
ing the same amount of money in stack 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
or a_capped option is exercisable, the only means
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 avaitable 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
certain risks for the option holders. If the option does
not have an automatic feature, a holder who wishes to
exercise must assure that action is taken in a timely
manner. See the discussion of "How to Exercise” in
Chapter VIl

On the other hand, if the option has an automatic
axercise feature—such as cne 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
exceed 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 d 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 requiatory 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,

&0

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
tha risk-free investment bears interest at an annual rate
of, say, 3.25% —which means that a $4,500 investment
will sarn approximately $73 in interest over six
%onﬂ?s.} Investor C invests his entire $5,000 in 10 XYZ
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 sach 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 drneaater C

XYT wiock Prafit Prody Profl

#t axpiration or * o L3 o ~

af aption Lots  Aeurn  Lows  Mefum  Loss  Retum
3 . #1200 4 24% 4+ TTE 4 155% 4 7000 + 140%
BB . ., + BOD +16% +373 + 75% +3000 + B0%
54 i+ 400 + B - 27 - D5% -—-1000 - 20%
50 . 0 -427 - BE% -5000 - 100%
4% = B% -427 - BS% - 5000 —100%
a2 ., =16% =427 - 8.5% ~-5000 -100%
38 . -24% -427 - BE% -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
maost leveraged investor, would realize the highest par-
centage return if the price of XYZ increased to 62, but
would incur a 20% loss even if the price of XYZ in-
creased to 54 (assuming he did not sell his options
whila they had significant rernaining 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 monay when purchased and the greater
the cost of the option) and the shorter the time within
which this price movement must occur, the greater the
likalihood that the option holder will realize a loss. This
doss not necessanly 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 o
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 exgroise of oplions at certain times in specified
circumstances. -The options markets often exercise
such authority with respect 1o 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 eithar the exarcise restriction or the
trading halt has been lifted.

Exercise restrictions imposed by OCC and the op-
tions markats 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
options generally cannot be continued beyond the
opening of business on the tenth business day before
their expiration, but with one important exception. If
QGG determines that the available supply of a security
underlying a physical delivery option appears 1o be
insufficient to permit delivery of the security by the
writars of all outstanding calls in the event of exercise,
or that foreign government restrictions would prevant
or unduly burden the orderly settierment of exercises of
foreign currency options, OCC may indefinitaly pro-
hibit 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 interast.

it 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 tha 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 accurred—the option would ex-
pira worthiess, 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 al any time afer he has written the aption 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 value
of the underlying interest hits the cap price.

An assigned writer may not receive 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 monay cash-settled
option). The consequences of belng assigned an ex-
ercize 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 oy

nity to benefit from an increase in_the valus of the

underlying interest above the option price, but contin-
ues to bear the risk of & decline in the value of the
underlying interesl. 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 axercise, 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
suitable only for the knowledgeable investor who un-
darstands 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

t options is substantial. Th iter of a put option
bears a risk of loss if the value of the underlying interast
declines below the exercise price, and such lo: uld
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-seftled option must pay a cash
seftiement amaunt which reflects the decling 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. Morsover, the writer's purchase of the
underlying interest upon being assigned an sxercise 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 requiremants 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 below 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 raceives a 300 premium ($3 a share) by writ-
ing an XYZ 50 pul. Subsegquently 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 XY2
50 delivery 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 undarlying
interest declines substantially below the exercise
price, the call is not likely to be exercised and, depend-
ing upon the price paid for the underlying interest, the
covered call writer coukd 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 extramety
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 loss 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 54
a share for writing an uncovered XYZ 50 call option and
the stock price jumps to $68 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).

Tha writer of an uncovered call 15 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. Under 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 interest. In
the meantime, the option writer might eam interest by
having the cash invested in a short-term dabt instru-
mant—for axample, in a Treasury bill. However, a cash-
secured put writer is still subject to a nisk of loss if the
valus 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 will have a total return of $750 (option premium of
$500 and interest of $250). On the other hand, if the
price of XYZ stock were to fall below $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 lo purchase would be below the
exercise 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 underfy-
ing interest—and thereby assuming a spread posi-
tion—ar by acquiring other types of hedging positions
in tha options markets or other marksts. However,
avan 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 creates additional risks, If the value
of the undertying interest moves against the writer's
position, or if thera is a significant change in the volatil-
ity or liquidity of the underlying interest, 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 [ittle or no prior notica,

7. Since the leverage inherent in an option can

cal the im of price in th
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interast to ified in rice of the option,
writer of an option that is uncover: unhed:
may have & significantly greater risk than a short seliar
of the underlying interest. This is illustrated by the
tabie 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
racsive $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-
erad 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 crealss 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 exercisa 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 security on
the settiement date for the option exercise (see "“Settla-
ment” in Chapter VIll). I the assigned writer fails to
maka timely setlement, 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
tima for exchange trar i after the of-
fer's expiration date. In those cases, call writers will
need 1o purchase the underlying equity security at an
earlier point—i.&., at least the number of days equal to
the normal settiernent time before the offeror's delivery
deadline—in order 1o protect themselves.

9. Although the rules of the options markets estab-
lish exercise 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 baetore 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
espacially 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.

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

In the case of straddle writing, where the investor
writes both a put and a call on the same underlying
interest at the same exercise price in exchange for a
combined ium on the two writing transactiol
the potential risk is unlimited (except in the case of
capp jons). To the extent that the price of the
underlying 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 invelving different styles of aptions
present added complexities. For example, the as-
signed writer of an Amarican-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 posa the same risks that are discussed for
index options under “Special Risks of Index Options™
below.

2. if a trading market in paricular options were to
become unavailable, investors in those options could
no longer engage in closing transactions. Moreover,
even If the market were to remain available, there may
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that an option writer will be assigned an exercise that is
mad d on news that i i after the estab-
lished exercise cut-off time and that the writer may not
have an effective ramedy to compensate for the vigla-
tion of the options market’s rules.

10. If a trading market in an option should become
unavall o if the wril the o ars otherwis
unable to engage in closing transactions, the writers of
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 value of the interest
underfying a capped option. Such a spike could cause
ihe capped option to ba automatically exercised, and
writers of the option to bacome obligated to pay the
cash settiement amount, even if the effect of the davel-
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-
options_in_combination, or buying or writing op-
?_elﬂﬂﬁ in_combination with buying or selling shod the
underlying 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 itself, a risk factor. While this is not to sugges! that
combination strategies should not be considered, itis
advisable, as is the case with ail investments in op-
tions. to consult with someons who is experienced and
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 prices will not maintain their
customary or anticipated relationships to the prices of
the underlying interests and related interests. The op-
tions markets 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 timas exist for every
option. Lack of investor interest, changes in volatility,
or other factors or conditions might adversely affect
the liquidity, 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
markst could baecome temporarily unavailable if unu-
sual events—such as volume in excess of trading or
clearing capability, computer malfunction, fire or natu-
ral disaster—wera fo 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 {or in the constituent securities of an
underlying Index).

In addition, an options market may at times deter-
mine to impose restrictions on particular types of op-
tions transactions, such as opening lransaclions or
uncovered writing transactions. For example, if an
underlying interest ceases to meet gualifications 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 wers 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 ibly 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-
pension by OCC of any Clearing Member that malin-
tains significant positions in a particular options series
in its accounts could also disrupt the market for that
options series.

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

If a secondary market in a particular option were to
becoma unavallable, a holder of that option would be
able to realize his profits or limit his losses only by
exarcising at a fime 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 thy 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 one 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 undertying 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
halted. In addition, the rules of the options markets
may require them o 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 price. Alternatively, the
options market may determine on the basis of an erro-
nebus report that the austomatic exercise feature has
bean triggered. If the options market makes such a
determination and does not corract it on a timely basis,
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 Erggr_n
risks for that firm”" har i

tors in options of in other securities. |f a brokerage ﬁrrn
or the OCC Clearing Member that carries the firm's

accounts at OCC were 1o become insolvent, the firm's
customers could have some or all of their options posi-
tions closed out without their consent. Customers
whose options positions were 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,

: ial _risks are ented internationafly-
rraded options. Because of time differences between
the United States and various foreign countries, and
because different holidays are observed in different
countries, foreign options markets may be open for
trading during hours or on days when U.S, markets are
closed. Invastors 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 o 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 backup system
will fall. 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, it a trading halt 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 wera 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 knowing the current market value of the under-
lying interest. This risk can become especially impor-
tant if an option ig close to expiration, and failure to
exercise will mean that the option will expire worthlass.
If exercises do occur when trading of the underlying
interest is halted, the party required to deliver the un-
derlying interest may be unabie to obtain it, which may
necessitats a postponed settlement and/or the fixing of
cash setflement prices (see Chapter VIIl).

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 ypes of cash-settled options.

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

5. Holders and writers of a capped option bear the

risk thal an automatic exercise value will be

T

all exarcises 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 statement of OCC, which includes
OCC’s financial statemeants, is available for inspection
at OCC's offics and may be obtained from the SEC.

SPECIAL RISKS OF INDEX OPTIONS
1. Writers of cash-settied inde« call options cannot

prwide in advance for thei m li-
irin holdin, Ih underlying inter-

est, A call writer can offset some of the risk of his
writing position by holding a diversified portfolio of
sacurities 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
securities in the same proportions as the underlying
index. Most writers of cash-settied index calls who
also held positions in securities will therafore bear the
risk that the market prices of those securities will not
increase as much as the index.
2.Even ﬁthewﬂheroiacash-sotﬂedmdeug]gﬁ_h_q
ild assemble a securitiss por the
uced the com) f i i th
writer still would not be fully cov m a ri -
point because of tha “timing risk” inharent in_writing
cash-settled options. When a cash-saftled index op-
tion is exercised, the amount of cash that the holder is
entitled to receive is determined by the ditference 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 learn that he
has baen 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 un-
derlying interest, he can satisfy his settiement obliga-
tions simply by delivering it, and the risk that its value
may decline after the exercise date is bome by the
ing holder. In contrast, even if the writer of a
cash-settled index call holds securities that
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 dacling 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 underiying
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 réspact 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 himsslf 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-
M_JMMMMLM
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
Iag 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 an the option he has written,
the index value will have changed such that exercising
the long leg of the spraad will not yield sufficient 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 Ve in rit
constituent securities of the index after the time the

XBrcise sel nt valua of the assign hort |
termined unless the investor is able 1o exercise the
lon of the in_time t i
exercise settlement value, Other muitiple options strat-
ggies involving cash-settled options can pr imi-
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5. Just as holders and writers of stock options bear
the rigk that transactions in the und security maj
be erroneously reported, holders and writers of index

options bear the risk that the reported current index
levsl may be in error. A person who buys or sells 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 gxercise cash-settled index options
or are assigned exercises based on emoneously re-
ported index levals will ordinarily be required to make
setilement based on the exercise settlement value as
initially reported by the officlal source. of the index,
even if a d value is subseq y announced.
References herein to index values * as initially re-
ported" refar to the values initially reported by the
source of the index as definitive, and not to any tenta-
tive or preliminary values mat may be announced at an
earlier time subject to ad . In
circumstances (e.g., whera an exercise saﬁlemant
value 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. Ordinarily,
however, the exercise settlement value as initially re-
ported by the official source of the index will be conciu-
sive for exercise setflement purposes.

8 der of

(;uggg it before the exercise setllamsnl valus 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 exerclsed 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 holder 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 A.M., when the level of
the underlying Index is 28. H 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). I, however, the index
leval rises to 32 based on the closing prices of the
constituent securities, the holder will be required to
pay $200 to the assigned writer, thereby sustaining &
$200 loss on the exercise.
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4. Readers intending to use index options to hedge

agains! the market risk entailed in Investing in individ-

ual securities should recognize the cornglexiﬂes of
utilizing index options in this manner. Market risk is the
risk that factors affecting the stock market as a whola
may have a similar effect on the price of a particular
equity security. Historically, some securities have
tended to be highly sensitive to factors influencing the
market generally; others iess 0. 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
risk 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
company, such as its markst position or the quality of
its management, may cause its securities to perform
differently than the market as a whole.

In addition, readars intending to utilize index options
1o 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 portfolic 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 composad of options on the specific secu-
ritigs in the hadged position. These risks are greatest
when options on broad-based indexes are used to
hedge a nondiversified securities position. Except
where the composition 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 pricas 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 securities at the opening or closing prices (as
the case may be) used in determining the exercise
settlement value.

75

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 exercisa 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 exercise
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 tha opening and which may not be available
in some cases until several hours after the opening.

7. Cash-settied index options whose exercise settia-
ment values are based on the opening prices of the
constituent 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 delaved or interr i
some or all of the constituent securities of the index or
when the reporting of transactions in those securities
has been delayed. In that event, the reported index
ievels will be based on the most recent reported prices
of the constituent securities—whether 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 1o some or even
all of the constituent securities of an index. If this
condition existed at the time of determining the exer-
cisa settlament value of an exercised option, that exer-
cise would be settied on the basis of an index lavel that
might not raflect current price information with respect
to constiluent securities accounting for & significant
portion of tha value of the index. (Indeed, as notad in
Chapter IV, an exercise seftiernent value that is based
on the opaning 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 datg of this booklet, to restrict the automatic
exercise of capped index options. It is therefore possi-
bie that automatic exercise of a capped index option
could occur on a day when OCC or an options market
has imposad 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 presant 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 addition, if a cash-
settled index option is exercised through the foreign
office of a brokerage firm on a day when U.S. markets
are closed, the exercise settlement value of the option
will not be known until the time fixed for detarmining
axercise settiement values on the next day on which
U.S. markets are open. The corresponding risks would
apply to the trading In U.5. 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 debl
options result from the character of the markets in
which the underlying debt securitias 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 |s associated with any given changs in the
price of the underlying security will tend to be larger for
many such debt options.

If 1l it of trading for a sical deliver ice-
based dabt option is smaller than $1,000,000, inves-
tors_who_buy or write ions _coverin ingi
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 I
favorable than for round Iots.

3. In t of a shortage of the under debt
security deliverable on exercise of a physical delivery

ice-bi debt option, OCC has the authori =
mil nerally comparabie securities to be deliv-
gred in fultiiment of the delivery obligation. If 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 dahvatad As
an alternative to p 1g such substitute delh
OCC may impose special exercise settlement procs-
dures similar 1o those applicable to stock options, in-
cluding the fixing of a cash settlement price payable by
writers who would otherwise ba unable to mest their
delivery obligations (see “Settlament” 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 gptions may nat
conform to the hours during which the debt securities
are traded. To the extent that the options markets
close before the markets for the underlving 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. Because ises of yield-based o
tled in n writers cannot full ida in ad-
vance for_their potential settlement obligations by

acquiring and holding the Treasury security from which
the underlying yield is determined. A writer of a yield-
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activity tends to center on recently issued Securities.
Liquidity is generally greater and quotations are gener-
ally tighter on recent issues than on older issues.

Thare are numerous dealers in all of the Treasury
securities from which the yield on the options now
traded Is determined, but at the date of this booklet
there i5 no compreh cor ion of bids and
offers or public reporting 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 underiying 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
market and the market for Treasury securities is that
stock quotations are generally keyed to a 100-share
round lot while the 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 involve larger dollar amounts of the underlyi
debt security than is the case with stock options. In
general, this means that: (a) premiums for such an
option will tend to 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 underty-
ing vield is based. 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 plex math ical relati . Moreover,
the principal amount of Treasury sewmlss 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 mamrity periods than
for securities of shorter i

there can be no assurance that an opﬂon writer will be
able to sell the Treasury securities that he holds at the
option's expiration at the same average yield that is
used in calculating the exercise seftiement 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 yield-based debt options run
that reported yislds may be in eror. The values dis-
seminated by the designated reporting authority of the
options markets during trading and for exarcise settle-
ment purposes will ordinarily be averages or medians
of dealer quotations or prices, and it is possible that
arors could ba made In the gathering or averaging of
these values. A person who buys or sells anoption at a
premium based on an emonecus reported yield value
is bound by the trade and has no remedy under the
rules of the oplions markets. Similarly, persons who
exercise oplions or are assigned exercises based on
erroneous reparted yislds will ordinarily be required to
make settiement 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 initialty 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 settlemant valus of the underlying
yield is_available runs the risk that the level of the
sndarlying yield may subsequently change. If such a

change causes the exercised option to fall out of the
mongy, the exercising holder will be required to pay
the differance between the exercise settlsment value
and the exercise price of the option (times the applica-
ble multiplier) 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
before the exercise cut-off time fixed by his brokerage
firm. However, he may not be able to eliminate the risk
entirely. Exercise cut-off times for yield-based options
may occur before definitive exarcise settlement vaiues
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
yield-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
aption may be halted. If trading is not halted, reported
yields may be based on non-currant price information
for the Treasury security.

9. If OCC determines that the exercise settliement
value of the underlying yield for any series of yield-
based options is unrepornted or otharwise 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
risk 10 both holders and writers of such options that the
settlement 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
sury_security from which the underlying yield is
determined,
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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 dallar since the investor pur-
chased the option, the gain may be reduced or even
converted 10 a loss whan the yen are converted back
to dollars. This is so because, although the yen re-
ceived upon the sale of the pounds may exceed the
exarcise price plus 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 doi-
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 ly the
same, Ignoring any difference 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. I, 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 is con-
veried 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
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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 other
counfries 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 curtencies, may be affected by com-
piex political and economic factors applicable to the
Country issuing that currency. The price of a foreign
currency option |s deperdent upon the value of the
undariying foreign currency relative to the Irading cur-
rency as well as the value of both currencles relative to
other currencies generally. Fluctuations in the value of
Ihe tradirg 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 curency op-
thons, even [n the case of an otherwise stable underiy-
ing loreign cumency. Conversely, fluctuations in the
value of an undertying loraign currency will affect ex-
change rates and the prices of foreign currency oo-
tions even if the value of the rading CUTTENCY remains
relatively constant. Investors should consider factors
affecting the sconomies and currency values of both
the country of ongin for the trading currency and the
country of origin for the underlying currency. Although
thess same considerations apply to doilar-denomi-
nated oplions and cross-rate oplions, cross-rale op-
tiens involve factors affecting the economies of at least
two foreign countries and may invoive consideration
by U.E. 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 .S, investor in dollar-
i foreign y oplions,

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 o
convert geins o 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 currency.

EXAMPLE: Assume that an investor purchases a
yan-dencminated, at-the-money call cption on British
pounds by converting U.S. dollars to Japanese yan.
The British pound then appreciates relative to the yen,
and at expiration the exercise price is more favorable
than the than current exchange rate betwsen yen and
pouncs. The investor could realize a gain in yen by
convarting dollars to 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 tha L ing foreign cu ies at pricas 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
exchange of one currency for another,

5. Thaere 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 o 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 doas not reflect exchange rates for smaller odd lot
transactions. Since the relatively small amount of cur-
rency underlying a single foreign currency 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
ransaction runs the risk that tha 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 settlements, it has authority to impose special
exercise settfement procedures, which could ad-
versely affact soma 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 confarm
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 reflacted in the options markets. The possibility of
such movemeants 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
forsign 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 settlement 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 dslivery 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 setdement
obligations by acquiring and holding the underlying
intarast. Although a call writer may hold tha quantity of
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astablished series of fiexibly 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 interast 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 sama 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-
guirements 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 guotations 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 optlons 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
Clsaring Members to require custormers 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 tha 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 cumency at the exercise settlement value.

11, if a cash-settled foreign currancy option Is exer-
cised based upon a reported exercise settiement value
that is in error, the holder and the writer will ordinarity
be obligatad to maka settlement based on the exercise
settlement value as originally reported, even if the
value fs 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 morming 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
writars who walt until the last trading day to close out
their positi in closing ions in those options
run a risk that they may be unable to do so.

13. f OCC determines that the exercise settlement
value for any cash-settled foreign currency option is
unavailable for purposes of calculating the cash settle-
ment amount, OCC has the authority to suspend the
sgettiement obligations of the exercising holder and as-
signed writer of such option or to fix the cash seftie-
ment amount based on the best information available
to OCC, or to do both, Accordingly, thers is a risk to
both holders and writers that the setthement of exer-
cised cash-settled foreign currency oplions 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 Xi

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
I This booklet is not intended to meet other
raquirements which may be in effect in any jurisdiction
and should not be relied upon for that purpose.

Under the applicable SEC regulatory scheme for op-
tions, this booklet is not a prospectus. Nothing in this
booklet should be construed as furnishing investment
advice or as being a recommendation, solicitation 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, llinois 60805, 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 abtained
from the SEC, Room 1024, 450 5th Strest, N.W., Wash-
ington, 0.C. 20549, upon payment of the fees pre-
scribed by the SEC. Additional  information
conceming OCC-—but not the options markets—is in-
cluded in the OCC prospectus and registration
staternent.

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

be incorporated by reference into the OCC prospectus
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 avallable, or states from whom this booklet
may be obtained, or recommends that this bookiet 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 refera;
into _this bookiet, The fact that this booklet refers to
i ion that may be available in other publicati
does not mean that any of those other publications has
been incorporated inta 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 applicable 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 “assoclate clearing houses” of OCC that may
be in force from time to time.

This booklet also does not attempt to describe sither

the rules that the stru or conduct of op-
tions trading or the forms and procedures for trading in
the varlous options markets. These mattars differ from
one options market to another, and they may changé
from time to time. As examples, the varaus options
markets may utilize different market-making systems
(with some markets using a specialist system, others a
competing market-maker systemn, and others a combi-
nation of the twa), order routing systems, and auto-
matic order ion sy .M 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—sughas when unusual condi-
tions or circumstances exist, which for example may
occur on and after days on which there have been
substantial or volatile price movements in the securi-
ligs marksts o 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 1o
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 particutar
option transactions. This booklet does not attempt to
describe those reguirements, the laws and rules gov-
erning 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 tima 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
risks to investors that may be associated with the Way
trading is conducted in any particular 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, thers will be

i 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 sirategies, and market-making obii-
gations, and these variances are likely to be exacer-
bated during times of greatly increased volume or
volatiity. Although specialists and market makers in
some markels have cenain 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 orderly manner at particu-
lar times.  The nature and scope of that rigk are not
among the types of risk discussed further in this
bockiet.

It is 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
diiff ial at which market-mak 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 markst, 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-
closura 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 organization 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

1t that the organization also has authority not
to take that action, Moraover, 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 conceming 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
herain, 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 applicable to
the handling of customer accounts and the execution
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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 afl 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 to be exacerbated on days of
ignificant volume or volatili

It is aiso 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 dally
available which discuss such theories.

8. This_booklet does not attempt to describe risks
that may be inherent in an invastment in the underlying
Interasi. 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
decling is dependent on the risks that may affect tha
economy or the stock market generally or XYZ specifi-
cally. Similarly, the holder of a dollar-denominated
oplion on a foreign currency is subject to the risk fac-
tors atfecting the relative values of the U.S. dollar and
the foreign currency. A discussion of these types of
risks is beyond the scope of this booklet.

9. This booklst does not attempl to_describe sys-
temic risks that could affect the options markels 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
coklet.

10. All examples in this booklet are based on hypo-
thetical values that are not 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 “Premium” 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 items 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-
tlied 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 exarcise 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 mahey
will become worthless and all that are in the money
will have no time valus. 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-
fily be accelerated 1o fail 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 lhe cash payment to the

96

DECEMBER 1997
SUPPLEMENT

To accommodate the introduction of trading in
cash-settied options on indexes of mutual funds, the
February 1984 edition of the booklet entitled 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' portfolios may have changed
since the previous day's close, but also because the
values of the funds' portiolio 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
comparable to other indexes that are not updated
during the trading day, Including certain foreign
stock indexes. These other indexes are not updated
becausa 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 betore 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 pptions 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.
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JANUARY 2004
SUPPLEMENT

This supph su fes &nd repi: the
November 1995 Supplement to, and amends specified
portions of, Characteristics and Risks of Standardized
Options (the “Bookleat™).

To permit greater flexibilfty 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,
llingis B0606.

Assignments are ordinarily mads prior to the com-
mencement of trading on the business day following
recelpt by OCC of the exercise instruction. In the case
of options fraded in evening sessions, exercise instruc-
tions recelved by OCC on a business day are ordinarily
assigned prior to the opening of trading in that day's
evening session.

Exercises may be assigned by OCG to a Clearing
Member's customers' account. In that event, the Clear-
ng Member must in furn assign those exercises to its
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 option is exercisabie
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APRIL 2007
SUPPLEMENT

The February 1994 edition of the booklet entitied
istics and Risks of Si ized Options (the
“bookiet"} is ded as provided below. The v
pertain to non-rate modified cash-settied foreign cur-
rency options and rate-modified cash-settled foreign cur-
rency options. This supplement supersedes and
replaces the January 2007 supplement.

_ On page 38, the second paragraph under the head-
ing "Special Features of DollarDenominated Forsign Cur
NON-RATE-MODIFIED CASH-SETTLED
FOREIGN CURREMNCY 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 order to deter-
mine the total exercise price per contract, it is nec
to know the unit of U.S. currency used for options on the
particular foreign cumency, and to multiply the stated
exercise price by the unit of trading for such options. For
exampla, at the date of this booklet, dollar-denominated
En'lﬂsh pound options are expressed in U.S. cents per
unit, and dollar-denominated Japaness yen options are
expressed in hundredths of U.S. cents per unil.

On page 38, the foliowing Is Inserted
following the second "EXAMPLE" af the end of the page:

Readers should note, howsver, that cerain
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 Iby Iho 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 dofar-denominated
options on foreign cumances {other than rate-modified cur-
rency options, as described below) are exprassed in units
of U.S. currency per unit of foreign currency. In order o
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 assignad and the potential size of the
assignment.

To add: specigl consic with respect to
the deadlines for the exercise of certain options that
expire on & 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 thal expires
unexercised becomes worthless. An option_holdar
who intends to exercise an cption before_expiration
must give exercise instructions to his brokerage firm
before_the firm's cut-off time for accepting exarcise
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 procedures for the exercise of, every option
which is in the money by a specified amount at expira-
tion. These procedures often incorporate by reference
OCC'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
not 1o 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 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 mmmmammdmm
p tor curmently available dolk ominated Swiss
franc options are expressed in U.5. cents, and premiums
for curmentty avallable dofiardenominated Japanese yen
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
before the fast paragraph:

Readars shouid note, however, that cerain
axchanges may 8xpress 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 paregraph on page 44

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

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

EXAMPLE: If the exercise price of a cash-sattied,
dollar-denominated call option on euras Is $1.2500 per
euro, the axercise settlement value of the euro is deter-
mined to be $1.2607 and the option covers 10,000 suros,
then the cash settlement amount for the option will be
($1.26807 — $1.2500) = 10,000 = $107.00.

Cash-sattled foraign currency op!ion:lmsy be ayto-
matically exgrcised on the expiration date if in the monay
orifi‘l_'g;:mmwbyacaﬂalnarmum,&emsdlm-
sion In Chapter VIl under "How 1o Exercisa.”

The axercise settlement value for cash-settied foreign
currency options will be based on an exchange rate for
the underlying foreign currency from a source selected
by the market on which the options trade asset_fon‘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

and offer quotations from awnpﬁngotparﬁqimmsnhe
Interbank spat 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 time 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 itat
any time. Any such change may be made applicable o
options outstanding at the time of the change.

I OCC i that the i il 1
value of the ur ing foreign ci 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
seftlemaent 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 settiement
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 Il. The panel may fix the cash settle-
ment amount using the reported price or value of the

derying foreign ¢ y at such time, or rep ]
amlmbinmlon or average of prices or values at such time
or limas, and reported in such manner, as the panel
desms appropriate.

If an adjustment panel delays fixing a cash settie-
mant amount for & series of cash-settled foreign currency
options past the last rading day before expiration of that
series, normal ion exercise o will not
apply to the affected series. Instead, exercise settlamant
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
sattiement amount per contract for that seres is $1.00 or
more. I the cash settlement amount per contract is less
than $1.00, the option will be treated as having expired
unexercised. As a result of these procedures, holders of
expliring cash-settled foreign currency options may not
know whether their options have been exercised, and
wrilers 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-maodfiad valua 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 LS. dollar and the Mexican peso is stated
as Mexican pesos per US. 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

| the i valee Is (112 -

110) = $100 = $200.

Mote that, as in the case of iIndex options, the multi-
plier determines the cash value of an option that is in the
maoney 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 nat relate to a specified quantity of an underlying
curmency.

The multiplier 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 muliplier Is
$100, the total premium for a single option Is $50,

The paragraph numbered 12 on page 87 is delated.
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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
.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 currancy
options resembie cash-settied index options where the
index is an ge rate two i
Exchanga rates in the spot markst are expressad as the
number of units of one currancy (“currency 1") requirad
to purchase a single unit of a second currency (“cur-
rancy 2", and for each pairing of the world's major cur-
rencies, thers is & 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.
For example, exchange rates between the U.5. 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 suros required to purchase a single dollar.
You should therelors be certain that you understand the
meaning of an underlying exchange rate.

In the 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 valua 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 to
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 x 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 seftiement values of rate-modified curency
options are determined using a multiplier, s.g., USD $100.

EXAMPLE: A rate-modified USD/CHF call option has
an exercise price of 125, The USD/CHF exchange rata 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 1984 adition of the booklst entitled
Charactenstics and Risks of Standardized Options (the
“Booklet”) is amended as follows to refiect cedain
changas in OCC's rules as well as the rules of cerain
options markets.

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 sliminate the need to round adjusted
exercise prices in certain circumstances and to provide
more precise compensation for fractional shares elimi-
nated by rounding. A

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

Part VI p to an expansion of OCC's authority
1o adjust the multiplier for yield-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 cir ces, the or adjustment of a
fransaction entered into at a premium based on an ero-
neously reported value for the underlying Interest.
Part VI, which supersedes paragraph 1 of the
March 2000 Supplement to the Bookiet, pertains to the
acceleration of the expiration date of options on equity

rities in certain circl

Part |. Definition of Ordinary Cash
Dividend or Distribution.

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

=l e & L IE) TN L T
cash _divigends or cash distributions. A cash dividend or
distribution announced prior to February 1, 2009, will ganar-
ally ba considered "ordinary” unless it exceeds 10% of the

market value of the underlying 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 saries designated by OCC
as "grandfathered” for purposes of this rule (Loﬁysurlss
opened prior to publication of this Supplement that
remain outstanding on February 1, 2008). In the case of
all other options series, a cash dividend or distribution
announced on or after February 1, 2009, will generally be
considerad “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
ameunts 10 less than $12.50 per contract). As an excep-
tion 1o the general rule, options on fund shares will ganer-
ally be 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.
% d:heﬁrsgsomﬁmgmpah:;npm 20 of the Booklat
feted in antirety, the follo material i
insarted in ey thereof. ry . o
$Stogk dividends, stock distributions 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 cases may also result in an adjustment of the exer-
se price,

Stock Options with Exercise Prices Stated in

As of the date of this Supplement, exercise prices
for stock options are stated in points and fractions of a
paint (a.g., 20% or 301%). The smallest fraction is Y. 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,
Stock dtrbution or stock dividend wil resultin the i

r of oculstanding options being proportionately
increased and the exercise price bein
Hcmwend pri ing proportionately

EXAMPLE: Before 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 spiit, 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 lor 1 or a 4 for 1 distribution or split \E!‘III
normally result in an adjustment in the number of shares
delivarable upon , while the aggreg: i
price for the contract remains unchanged.

106

Note that in the preceding example where the exer-
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 reversa stock spiit, combination of shares, or simi-
lar event will generaily resull In an adjustment in the
number of shares deliverable upon exercise, whila the

ggreg pi hanged

EXAMPLE: An investor holds a call option ouverlrsbg
100 shares of XYZ stock with an exercise price of
msul:ig&in an aggregate exercise price for the contract
of $5,000 ($50 x 100). After a 1 for 10 reverse spiit, the

could be reduced to 10 sh while the nom-

Inal exercise price remained $50. In that case, upon exer-
cise of the 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.
a ganeral rule, no adjustme

ary 5 striout 8. dor
distribution will generally be considered “ordinary” if
{i) the number of shares distributed does not exceed 10%
of the number of sharas cutstanding 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?gﬂm@.mm other than the underlying
ty may result in the adjustment of outstanding
options to include the distributed property.
Part lil. Options on Fund Shares.

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

mmwmwmmzoms Booklst is
amanded (o .

Each options market selects the gnggr_m% inter-
@sts on which options are traded on that market, Options
are currently available mri:g four types of under| LI:g
e S ek neaste gous
shares™ descril in pter ), ki . -
ment debt securities, and %M an
other types of undertying interests may becoma available
in the future. :

The first paragraph of Chapter iil, appearing on
page 18 of the Booklet, is amended to read:

The term “stock options” is used broadly in this
Booklet to include not only options on commeon stocks
but also options on all other types of equity securities,
such as limited parnership 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 investments, and as used in
;\:g Booklet the term "equity securitiss” includes fund

res.
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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 &n aggregate exercise price for the contract
of $5,000 ($50 x 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 exampla that, afthough the
number of shares delivarable was adjusted to be 150, the
number by which the unadjusted exercise price of $50
was multiplied ta determine the total exercise 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 1o 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 (g.9., 20.15 or 30.80), The following adjustment
rules would apply to any serles of stock options whose
axercise price is 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 spili—as a general rule the number of
undertying shares will not be adjusted. Instead, the num-
ber of outstanding options will be proportionatety
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™
abova,) .

Other stock dividends, stock distributions and stock
splits may result in an adjustiment 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 XY2Z Corporation subsequently
effected a 3 for 2 stock distribution. Instead of covering
100 shares of stock at an exercise price of 350 a share,
sach outstanding option could be adjusted to cover
150 shares at an exercise price of $33.33 per srt\:re The

agate \se price i b tially the same
gglg;u and aftar the adjustment (350 = 100 = $5,000
and $33.33 x 150 = $4,960.50).

All Stock Options

As a general rule, adjustments in exercise prices are
rounded to the nearest exerciss prica increment (14 or one
cert, as the case may be), and adjustments in the number
of undertying shares are rounded down 1o eliminate frac-
fional shares. In the latter casa, the property deliverable
upon exercise may be adiusted 1o includa the value of the
giminated fractional 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 lo 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 ba intro-
duced Inthe future. The number of undertying shares

by any stock option may be adjusted after the
option is issued if certain events occur, as described
bedow.

The fourth paragraph on page 19 of the Booklet is
amended as set forth in Part I of this Supplament.

Part IV. Special Exercise Settlement
Procedures/Restrictions.

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

It OCC determines that the primary market(s) for
one or more component securities of an undertying Index
did not open or remain open for trading, or that the com-
ponent security or securities did not open or remain open
for trading on the primary market(s), on a trading day at
of bafore 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 sattlement value for an index
option is otherwise unreported, inaccurale, unraliable,

Jable or 5 e

ur pprop or [ of g
the cash settlement 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
determines that the £ vaiue is avaliabl
or after OCC fixes the exercise settiement valus.

lf OCC determines to fix the exercise settlemant
value, it will act through an adjustment panel that will use
fts Judgment as to what is appropriate for the protection
of investors and the public interest. For a description of
adjustment Is, see "Adjustment and Adjustment
Panals” in Chapter Il, The panel may fix the exercise
settemant vaiue using the reported price or value of the
relevant security or securities or index (i) 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 settiement value using a price or valua for
the relevant security or securilies or Index, or using a
combination or average of such prices or values, at or
during such time or times that the panel sees fit.
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If an adjustment panel delays fixing an exercise sel-
tlement value for a series of index options past the last
trading day before expiration of that senies, normal expi-
ration exercise procedures will not apply to the affected
series, Instead, exercise settiement will be postponed
until the next business day following the day when the
adjustment panel fixes the exercise settlenent value, and
aach long position in the affacted 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 setflement 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 tha i 1 date, An adj 11l panel's
determinations shall be conclusive, binding on all inves-
tors, and not subject to review.

The first paragraph on page 41 of the Bookiet is

to read:

i ion Id prevent the orderly settiement
of defivery foreign curency option exercises or would
result in undug I}grde_nirim QCC or its Clearing Mem-
bers, OCC he authority 1o impo e
sattiement procedures, These could range 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 determing 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 undarlying
sacurity to a level insufficient to allow settlement if all of
the outstanding option contracts for the aflected security
were exercised. This could happen, for example, in the
event of a successful tender offer for ali or substantially
all of the outstanding shares of an underlying security or
if trading in an undexlying 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 involve the ion L} fons
of the hoider and writer and/or the fixing of cash settle-
maent prices in lieu of delivery of the underlying security,
When special exercise settlement procedures are
imposed, OCC will announce to its Clearing Members
how sattlerments are to be handied, Investors may obtain
that information from their brokerage firms,
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will fix & new settlement 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 setlement
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, ses “Adjustment and Adjustment

" in Chapter Il. The panel may fix the cash settie-
ment amount using the reported value of the underlying
yleld (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-
ity or {ii) at the opening of regular trading hours (as detar-
mined by OCC) on the next trading day for which such a
value was reported by the reporting authority. Aterna-
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,

it an adjustment panel delays fixng a cash settle-
ment amount for a series of yield-based 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
freated as having been exercised if the cash setlernant
amount per contract for that series is $1.00 or more. if the
cash settlerent 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 axpiring 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 conciusive, 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 al &
B based on an f reported index level is
bound by the trade and has no remedy. The omission
raflacts the adoption of rules by certain options markets
that permnit, in very limited circumstances, the cancefla-
tion or adjustment of a transaclion entared info at a pre-
mium based on an eronecusly reported value for the
underfying interest.

5. Holders and writers of index options generally
bear the risk that the reportad current Index level ba
in error, Parsons who exercise cash-settled Imeﬁﬁ
or are assigned exercises based on emoneously
index levels will ordinarity be required 1o make settlerment
based on the exercise setlement value as initially
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On page 61 of the Booklel, the second paragraph of
the section headed “5." is amended fo read:

Exercise restrictions Imposed by OCC and the
options markets atfecting cash-settled options generally
cannot be continued in effect beyond the opening of
business on the last trading day before their expiration.
Such exercisa 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 registerad clearing agency
and traded on a registered 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 OCC'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 lo
be ragistered under that Act; an OCC registration state-
man will no longer be available for inspection at OCC's
office; and copies of an OCC prospectus for standard-
ized options will no longer be available from OCC or the
LS. options markets.

Part Vi. Yield-Based Treasury Options.

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

It the LS. Department of the Treasury ceases io
issue, or changes the terms or the schedute of issuance
of, Treasury ities on which underlying yields are
based, an adjustment pane! has discretion to adjust the
terms of the series by substituting other Treasury securi-
tes or to make such other adjustment as the adjustment
pangl may detarmine. if the options market on which a
particular yield-based option is traded shoukd 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. HocG 1es that the exercise ¢ "
value of the underlying yield for any series oiwg—tz?so;

options s

inappropriate for purposes mmmmmmnm
ment amount of such series, OCC has the authority to sus-
pend the setiement obligations of the exercising and
assigned Clearing Members of options of such series or 1o
fix the cash settlsment amount for exercised options of such
saries or o do both, In the event of such a suspension, 0CC

m

mmmwmmmmmmmeindﬂ.wﬂa
comected value is subsequently announced. References
hersin 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 earier time subject 1o
adjustment In extraordinary circumstances (e.g., whare
an exarcise setlement value as initlally reported is obwvi-
ously wrong and inconsistent with values previously
d,anda

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

The sscond peragreph after the "EXAMPLE" on
page 21 of the Booklet, as amended by paragraph 1 of
the March 2000 Supplement fo the Booklel, is further
amended o read:

When an underlying security ks converted into a
right to receive a fixed amount of cash, options on that
security will generally be adjusted to require the dalivery
upon exercise of a fixed amount of cash, and trading in
the options will ordinarily cease when the conversion
becomas 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 tima value. If the option is European-
style, the expiration date of the option will ordinanly be
accalerated to fall on or shortly after the date on which
the unidarlying 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
in-the-money option whose expiration d@te lslacceler-
ated must be prepared to exercise that option prior to the
accelerated axercise 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 nofice and 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 compensale
for the accelerated expiration date. There is no assur-
ance that the exercise settlement date for an accelerated
option will coincide with the date on which the cash pay-
ment to the holders of the undarlying security becomes
available from the issuer. Covered writers of an acceler-
ated option may therefors be required to pay the cash
amount 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 i Options, as ded
{the “booklet"), is further amended as provided below. The
changes partain to the trading of credit default options.

mants and terms In Chaplers | and Il of the booklet are
Inapplicable to credif defsult options. For example, as
further described In this bookist, the sentence at the
bottom of page 1 and the top of page 2 which notes that
the owner of a cash-settled option has “the right to
recelvo a cash paymant based on the difference batween

supersades material In the booklet applicable to other
standardized options fo the extent such material is incon-
sistent with statements in this Supplement. Credit default
options sre described by amendmaent 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 paragraphs are
geleled and replacad with the i b

A third kind of options, called credit defauli oplicns. are
cash-settled options that are related to the creditworthiness
ol issuers or guarantors of debt sacurities, and are exarcised
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 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
Options” and “Special Risks of Credit Defaul Options.”

Onpa&m,mo‘"‘ ing is inserted ly foi-
lowing the fast paragraph:
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oceurrad within the covered period. If an evem otherwise
meeting the definition of a credit event occurs after the and
of the covered perlod but bafore 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 exarcised options will recaiva, and writers will
be obfigated to pay, the fixed cash setfement amount i
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, al-or-nothing cash seftlement amount.
Credit default options, however, have additional unlqua
characteristics. For example, credit default options have no

and cannol be in the money and have no

. The discussion of thesa terms in Chapter |

and/or Chapter |l of the booklet Is therefore Inapplicable o

cradit defaull oplions. In addition, a credit default option is

aulomatical isad & credit avent occurs

within the covered period. Credit default options are thus a

unique and are neither American-style nor
Europear-style,

A credit dafault basket option is similar to 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 dabt securities constituting general

biligrats of aach antity or direct claims on refer-
ence entities {excluding non-recourse debt) in the basket
may ba included in the reference obligations.

There are two different kinds of credit default basket
options. A single payout credit dafault 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 to 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
cormespond to the exercise date. A multiple payvout credi
gdefault basket option automatically pays a specified cash
settiemant amount each time 2 credit event is confirmed with
respect to a referance abligation of any ane of the refarence
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 reference entities or may specity
the same cash settiement amount for sach reference entity
in the basket. The percentage of the total cash ]
amount that Is afiributabie to any Indivi antity
is rafarred to as its waight in the basket. Investors should
nole that the options markets on which credit default basket
options trade may determine “weight” according to their
own specified 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
opfion, a cash setternent amount will be paid only once with
respect to any particular reference entity, after which time
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Credit Defaull Options and
it 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 i such debt it
and Treasury securitiss Is the non-negligible risk that an
issuer or guarantor of debt securities other than Treasury
securities may default 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 bankruptoy, thereby
making it nearly certain that it will not make timely payment
of the full inferest and face amount. Financial market partici-
pants call this credit risk. Credit risk Is an important compo-
nent of the value of most debt securities.

Credit defaull 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,
Bach of which is called a reference emity. The reference

li ¥ 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(s) of mora than one issuer of guarantor, it is referred 10
asa i It bask ign. There are further variations
on credit default basket options as described below.

A credit default option Is automatically exercised and
pays a fixed gash sefllement amount if a 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 on.g;

g debt : o 4 o

g general

the reference entity or direct claims on the reference entities
(excluding any non-recourse debt), A credit event includes a
failure to make a pay ana 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). However, not
every event that might constitute an event of default by the
refarance entity under the terms of the reference cbligations
will necessarily be speciied by the Esting options market as
a credit event. Investors should be certain thal thay under-
stand the various possible events that will or will not cansti-
tute cradit events, The determination of whether a particular
event meots the criteria of a credit event, however defined,
for a speciic 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 confirmad to have occurred during the
coversd period (f.e., the between the initial listing of
the serles of options and the time specified by the options
market as the last day of trading of the option serles prior to
the expiration date). An evert that would otherwise be
deemed a credht event will not result in an exercise of the
optien if it ocours elther before or after this period. A sefies of
credit defautt options ordinarily does not explre until a speci-
fid 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 affacted reference entity will ba removed from the credit
default basker

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 mace 10 the standardized terms
of outstanding credil default options whan certain events
occur, such as a succession event or a redemption event,
both of which will be defined by the listing options market in
accordanca with the terms of the refersnce cbiigations.
Adjustments of credit default options will be within the sole
discration of the listing options market. Investors shauld
familiarize themseives with the listing options market's rules
and procedures governing credit default cption adjust-
ments. The i]sl.lng option market's rules govemning adjust
ments of outstanding options may be changed with r
tory approval, and tha listing options market may have
aulhority to make such axceptions as it ceems appropriate
to its general adjustment rules.

ion Ev L 1s. A redemplion event
occurs when reference obligations of a reference entity are
reclaemad {or paid In full) by, or on behall of, the issuer. In the
case of all typas of credit default options, if only some of the
reference obligations are redeemed, the option is ordinanly
adjusted such that the remaining reference obligations are
the reference obligations for the option and no other adjust-
ment will ardinarily be made. If all of the reference obliga-
tions of a reference entity are redesmed and thare are other
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 deems appropriate 1o specify ag successor
refarence cbligations for the reference entity (a
] , then the adjustment will depend upon whether
of nol there are other reference entities for the options.

Adjustment of credit default options for & compiato
rademption. If there is a compisle 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
0 a spacified number of days following the confirmation
date of the redemption, and the option will expire unexer-
cised i, prior to such expiration, no cradit event is confirmed
to have occurred prior to the effective date of the redemption
event.

EXAMPLE: Company XYZ is the reference entity for a
credit detauit option contract and its 8% May 15, 2022 bond
issue is the anly 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

17



that the listing options market deems to be suitable for spec-
ftying as successor reference obligations. The option will
cease tading on the confirmation date, and ils expiration
date will be accelerated. i no credit event is confirmed 1o
have occurred within the covered pericd, the option will
oxpire worthless, v

Adjustment of credit default basket options for a com-
plete mdemption. In the case of a single or multiple payout
credit default basket option, if a complete redemption avent
occurs with respect to one of the reference entities in the
basket and no credit event is confirmed, pursuant to the
rules of the listing options market, 1o have occurred prior to
the effective date of such redemption event, the options will
be adjusted by removing the affacted reference entity from
the basket of reference entities. Whan a reference antity is

£d g1 _CH retergnce Qmtiiip:

i ini of tha
deleted refarent in ket. The relative weights of
mﬂ; monh Inents in the basket will remain unchanged,

each will represent a proportionally larger percent-
aga of the adjusted cash settiement amount.
 BXAMPLE: 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. Mo reference abligations
remaln and tha listing options market determinas that there
are no other outstanding debt cbligations of the issuer suita-
bie for dfication as ref I Tha basket
component will be removed from the credit default basket,
and tha cash settlement amount will be reduced by 15%.

Succession Event Adiustments. A successign event

occurs when one or more new entities assume one or More

) of a antity or becoma the
obligor with respect to any obligation that is substituted for
the original roiwmoblﬁeﬂcns\miamayoccu.mm—
ple, when a reference entity is merged into a new entity ar
spins off & part of its business into a new entity, If, as the
reuayﬁ oL{a::uogmrn avent, morbe than one enlily is the
obligor original reference obligations, or obligations
that were subsﬁu?red for the criginal reference obligations,
2l of those obfigors, including, as the case may be, the
original reference antity, are referrad to as -

Adjustrment of crodit defaull options after a succession
event, Where a succession event results in assumption of all
reference obligations by a single entity, the listing options
markst will ordinarily adjust the option by substituting the

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

EXAMPLE: Company XYZ Is 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 transpar

ency
and, at times, illiquid markets, This is attributable 1o, among
other things: (1) the absence of last sale information and the

imita

mi
tion:
products traded primarily in the over-the-counter market,

and (3) the fact that related ovar-the-counter market credit

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

3. Dealers In the undertying debl securities and in
the over-the-counter cradit derivatives markels have access
to private quotation networks that give actual curent bids
and offers of other dealers, This information Is not available
1a 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 opticn is subject to & redemption event (ie.,
1he issuer of guarantor pays off the reference obligation), the
opten will expire worthless unless a credit event has been
confirmed to have occurred prior to the effective date of the
redemption evenl. As & rasult, purchasars of such options
will loge their premium since thare is no chance of oecur-
rence of a credit evant for the reference antity. On the other
hand, i a_redemption event occurs but a credit event is
confirmed to have eccurred prior 1o the effective date of the
redemplion event, a seller would be obligated 10 pay the
cash seftlemant amount even though & holder of the refer-
ence obligation may nal incur a loss.

5. Since succession evenis are determined by the
listing options market, credit default options may be modi-
fled to spacity a different refarence entity or several different
reference entities. As a 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 likelinaod of the occurrence of a
credit avent. As a rasult, the ocoumence of a succession
event could affect the price of these options. Moreover, since
the listing options market i whather a
event occurred and the adjustment resulting from such an
evant, the adjustment made to these options may be at
varianca with the treatment given to the same succession
evanl with respact 1o refated credit derivative products.

6. The occurence of a 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 lsting 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 covergd perind and the expiration date for & series
of credit default options to allow the options markel to con-
firm whether a credit event occured during the covered
period. Thers is a risk, howsever, that the sources used to

manitor & credit event may not identify and repon a credit
avent in a timely fashion. For axample, it I3 possible that a

credit event could occur on the last day of trading, but the

sources which report the occurrance of a credit event do not
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d for the obligs-
s}, (2) lack of ready availabllity of information on retated

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. Comparny LMN
becomes the obligor of a new reference obligation that is
issued to holders of the remaining 30% of the original rafar-
ence obligation, Company XYZ and LMN are idantifiad 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. Tha cash settisment amount of
the original credit default option and the premium multiplier
are aflocated between the new credit default options in
accordance with the 70/30 division of tha referance obliga-
tion as specified by the lsting options market
Adjustmant of credit default basket options after 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 marke! will ordinarily adjust the option by replacing
the affected refersnce entity with the successor entity or
ontities, 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 referance 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 onginal reference entity.
EXAMPLE: Company XYZ i8 one of ten egually
weighted reference entities for a multiple payout default bas-
ket option and its 8% May 15, 2022 bond issue and its 8.5%
September 1, 2030 bond issug are specified as its only
reference obligations, During the Iife of the option, Company
XYZ spins ofl Company LMN. Company XYZ ramains the
obligor for the 2022 bond issus and LMN bacomes the ooli-
por of a debt security issued to holder of the 2030 bond
issug. The listing options market adjusts the option by spaci-
tying X¥Z and LMN as the successor reference entities. The
reterence obligations are the onginal 2022 bond issue and
the replacemant 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 specified weights equals the 10% weight of the
basket entity (Cs

replaced by the successor reference entities (Company XYZ
and Company LMN).

On page B8, the foliowing is inserted foi-
lowing the last paragraph:

SPECIAL RISKS OF CREDIT DEFAULT OPTIONS
1, Pricing of credit default options is complax. As
in this ity not well
understood is, in itself, a risk factor. In order to price these
options, investors must astimate the probabiiity of cefault
from available security or oiher prices, primarnily bond and
credit detault swap (“CDS") prices. Models typically used by
market profess ta infer the ity of default frem
prices may be more complex than the average investor 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 B credit
default option would be zero. There is also a risk that the
listing options market may dstermine that a cradit avent has
o based on ink i Hable to it when in fact no
cradit vant has oceurred. This could happen, for example, if
the sources used to confirm the credit event are eroneous.
The rulss 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 its based on a listng options.
markat’s confirmation of a credit avent are irrevocable even if
no cradit event has occurred,

7. Every determination by the listing options market
of & redampticn event, 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 responsibliity therefor.

8. Prior to the period when a credit default option
has been 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 available, it will
not be possibla for its holder 10 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 hak trading in an
option in cerain circumstances — such as whan the I:nancet
detarmines that the halt would be advisable in maintaining a
falr and crderly markat in the option. In the casa of credit
default options, aptions markets may take into considera-
tion, among other factors, that current quotes for dabi secu-

rities or othar securities of the reference entity are unaveila-
ble or have becoma unreliable.

11. The risk that a wading market for particular
options may become unavalable and the potential conse-
quences are also discussed above under the caption “Other
fisks.” The SEG has approved certain credit default options
for lising and trading on a national securities exchange as
securities. OCG filed its rules for clearing credit defaull
options with the CFTC, and the CFTC issued an sxamption
permitting OCC to clear such options when traded on a
national securities sxchange whether of 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 supp " sup 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 oplions, binary
stock oplions, binary Index options, and range options.

The third paragraph on page 1 of the Booklet is

ol with the f g paragraph:

‘What is an option? An option ks the right to buy or
sell a specified amount or value of a particular underlying
imerest at a fixed exercise price by exercising 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 selling of one
type does not involve the other. Certain special kinds of
oplions may give a right to receive a cash payment i
certain criteria are met.

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

There are two different kinds of options — physleal
delivery options and gash seftied options. A physical
delivery option gives its owner the right to recaive
cal delivery (it it is a call}, or to make physical delivery (if it
is @ put), of the underlying interest when the option is
exercisad, A cash-settled option other than a binary
mmamgmhs owner the right to
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 cash-settied call conveys the right to receive a
cash payment if the determined value of the underfying
interest at exercise — this value is known as the gxercise
setilement value — exceeds the exercise price of the
option, and a cash-saettled pul conveys the right to
receive a cash payment if the exercise settlement value is
less than the exarcise price of the option. Binary options
and range options are special kinds of cash-settled
options descrived in Chapter [I. 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
series is traded before the time trading commences in
each such series. Those exercise price setting formulas
provide that on the exercise price setting data 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 fi ing the titled
"Sl‘qda 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 1o 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 i all
praceding the paragraph captioned “Unit of Trading;
Contract Size” on page 8 of the Booklat:

BINARY OPTION — A Dbinary 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.”
Az of the date of this Supplement, the only binary options
approved for rading (other than credit default options, as
defined below) are binary stock options, which are binary
options on individual equity securities, inciuding fund
shares; and binary Incex options, which are binary
options on broad-based securities indexes (including
volatility indexes). The binary options currently treded
are all subject to automatic exercise. The holder of a
binary option other than a credit default option has the
right 1o recesve (and the writar of a binary option has the
obligation to pay) the exercisa settlsment amount for the
option if the valua of the undertying interest as of the time
specified by the applicable listing options market (Le.,
the axercl 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
option will expire worthless. Credit defaull 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 specific range of
values (the rangs length) at expiration. As the underlying
intarest value increases throughout the range length, the
amount of the payout (.e., the cash settlement amount)
of the range oplion increases linearly to a maximum
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The second full paragraph on page 2 of the Booklet
is with the following h.

Mast 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 paymen!t and the exercise settement value of a
cash-settiad option are determined, the multiplhier of a
cash-settied option, the exercise price setting date and
axercise price setting formula of & delayed start option,
the style of the option, whether the option has automatic
exercise provisions, and adjustment provisions. These
standardized terms are generally described in Chapter II.
Each U.S. options market publishes specification sheets
setting forth the particular standardized terms of the
options traded on that options market. (The options mar-
kets may also provide for trading in options whose terms
are not all fixed in advance. Rathar, subject to certain
limitations, the parties to ransactions n these options

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

The first two 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 & Amount and Exercise
Settlement Value” below). The exercise price of a binary
option is the value or level of the underlying interest
above, balow, or, in some cases, at which the option will
be in the money at expiration, thereby causing the fixed
cash setlement amount to become payable (see the
“Binary Option" definition below). In the case of a range
option, the exercise price is the option's range length
(see the "Range Option” definiticn below).

Exercisa prices for each options series (except for
series of delayed start options) are established by the
options markst 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 options markets generally heve
authority to introduce additional seriss of options with
differant exercisa 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 tha 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 rathar
than consisting of puts and calls.

The second paragraph under the caption “Unit of
Trading; Contract Size" on page 8 of the Bookiet Is

laced with the following parag

The gcontract size of a cash-sattied option other than
a binary option or a range option is determined by the
mitiplier 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 menay upon exercise, there
is a $100 increase in the cash settemnent 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 & range option is determined by the option's multiplier
and its maximum range exercise value. The contract size
of a binary option is its cash settiement amount, which is
fixed by the options market for any series of binary
aptions al or before the opening of trading in that series.
Some options markets define the cash settlement
amount for binary options as being the multiplier times a
fixed settiement value. Other options markets define the
cash settlement amount for binary options without refer-
ence to a multiplier.
The panultimate paragraph on page 2 of the Booklat
placed with the followi g
CASH SETTLEMENT AMOUNT, SETTLEMENT
CURRENCY and EXERCISE SETTLEMENT VALUE —
The ¢ nt is the amount of cash that
the holder of a cash-settled option is entitied to receive
upon exercise. In the case of a cash-settled option other
than a binary option or a range option, it is the amount by
which the exercise sefflement value of the underlying
interest of a cash-settied call axceads the exercise price,
or the amount by which the exercise price of &
cash-settled put exceeds the exercise settiement valua of
the underlying interest, multipliad by the multiplier for the
option,
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The followi following the

g parsgraphs are i
carry-over paragraph at the top of page 10 of the Booklal:
In the case of a binary oplion, the cash settle
amouynt is determined by the relevant listing c-|:atit:lnaﬂr‘l"ﬁ:‘:-E
ket and, whether or not estabiished through use of a
multiplier, is fixed and does not vary (except in the case of
certain adjustments described below) regardiess of the
amount by which the exercise sefilement value excesds
{in the case 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 security that has an exercise price of $80 and a
fixed cash settlement amount of $100. If the exercise
settlement value of XYZ is $81 at expiration, the investor
will receive $100. If the exercise settliement value is $90,
the investor will still receive $100. K, on the other hand,
the exercise seftlement value of XYZ at expiration is
below $80, the investor will receive nothing, and the
aption will expire worthlass.

It is very important to note that the conditions under
which a binary option returns a cash settement amount
may vary depending upaon the rules of the listing options
markat. 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 binary call); or (2) the exer-
cise settiement value of the underlying is befow the exar-
dsg price (a binary put). In addition, certaln binary cali
options return a cash settliement amount if the exercise
setflement value of the underlying is exactly equal to the
exarclse prica.

EXAMPLE: Assume XYZ stock is the underlying
security for a binary stock option with an exercise price of
$80, and the exercise satilement value of XYZ al expira-
tion is exactly $80. If the listing options markat specified
that the option would raturn a cash settlement amount if
the exercise seftlement value was above the exercise
price, the option will expire unexarcised. 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 & range option, the cash settlement
amount varies depending on where the exercise settle-
ment value of the underlying index falls within the range
Iength 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 equal to a 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 |s not exercisable, is by
seliing the option in a closing. transaction.

The first full paragraph through the sixth paragraph
on page 14 of the Booklet 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 @ put, is said to be at the money if the current level of
the underlying index is at the top or bottom of the range
length.

IN THE MONEY — A call option is said to be in the
maonay if the current market value of the underlying inter-
est is ebove the exercise price of the option. A put option
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 if the current level of the undertying index falls
within its range length.

EXAMPLE: f the current market price of XY2
stock is $43, an XYZ 40 call would be in the money by $3,

EXAMPLE: Assume a series of XYZ range
options has & maximum cash settlement amount of
$1,000, & low range from 1000 to 1010, a middle range
from 1010 to 1090 and a high ranga from 1090 to 1100. if
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 frorm 1010 to 1090, the option would be in the money
by $1,000, the maximum cash sattiement amount. i 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 current market value of the underlying
interest, or if the exercise price of a put is beiow the
current market value of the underfying interest, the call or
put is said to be put of the money. A range option, which
Is of single type rather than being categorized as a call or
& put, is said 10 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 exercisa 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 migle 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 ranga
is the segment of values batween the end of the low
range and the beginning of tha 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-
tierment amount will be payable il 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 increasas.
Within the high range, the cash settiement amount
from the cash amourt to
2ero 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, a range interval of 10, &
maximum range exercise value of 10 and a multiplier of
$100. Tha senes therefore has a maximum cash settie-
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 1090 and a high range from
1080 to 1100. The table below summarizes the variations
in cash setflement amourt 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 set) have the right to exercise at any
time before expiration, halders frequently elect to realize
their profits or losses by making closing transactions
because 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 opportunity 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 seres of XYZ range
options has a specified range length from 1000 to 1100. If
the currant lavel of XYZ index is either below 1000 or
above 1100, the seres of XYZ range options would be
out of the money.

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 lime
value.

In the case of an aption other than a binary optian,
the intrinsic value reflects the amount, if any, by which the
option is in the meney. An option that is out of the money
would have an intrinsic value of zero. Delayed start
options, other than series whose axercise prices ara to
e set in the money, have no intrinsic value before the
exercise price is set. Thereafter, as in the case of any
other option, whether a delayed start option has intrinsic
value depends on the lavel of the underlying indax &t the
time. A binary option {other than a credit default option)
that is in the money has an intrinsic value egual to the
fixed cash settlement amount of the option. Where the
listing exchange has specified thata binary call will return
a cash seftiement amount if the exercise settienent value
of the undertying is exactly equal to the exercise prica,
the call will have an intrinsic valus equal to the cash
setilsmant amount if it is either in the money or at the
rmoney. As is further discussed under the heading "Credit
Default Options and Credit Default Basket Options™ in
Chapter V, credit default options have no intrinsic value.

Time value is whatever the premium of the option is
in addition to its intrinsic value. Time valu is that part of
the premium that reflects the time remaining before anpl-
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 ican-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 ai less than their intrinsic value when
they are nol exercisable.

The folfowing new paragraphs are added at the and
of Chapter Il, 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 exercise price setting formula pursu-
ant to which the exercise price will be fixed on a specified




future date. The following is a description of tha terminal-
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 seres
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
sengs 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 specified 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 seiting
formula spacifying that the exercise price will be set at the
closing value of the ABC index on the exercise price
setting 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 exsrcise
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 reguiar
American-style option with an exercise price of 908,

The following paragraph is inserted immediately ol
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 & whole number of shares, of the underlying socumy
is issued. The adj 1t panal has di
Bxceplions to lhe ganera} rules described abo\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 expiretion 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 sattls-
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 settement value of XYZ
stock is below the exercise price. XYZ announces & 2.5
for 1 stock split. The exercise price will ba adjustad to
equal $20 ($50 divided by 2.5). If the exercise settiement
value of XYZ slock at expiration is below $20, the investor
will receive $100. Exercise prices of binary stock options
will generally be rounded to the nearest adjustment
incrament (or up in the event the adjusted price is equi-
distant between two adjustment increments),

Conversely, in the event of a reverse stock split or
combination of shares, the exarcise price will be propor-
tionately 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-
ributed property.

EXAMPLE: XxYZ “spins off" ils 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 shara of XYZ,

Alternativeiy, 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 exampla 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 spiits. If all out-
standing shares of an undarlying security are acquired in
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The following languege is inserted immediately foi-
mmgmmamamnmpege-eemm Booklat.

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

As in the case of other slock options, the axercise
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 & 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
based on a volume weighted average prica for a speci-
fied time period preceding expiration, such as the last
trading day before expiration. Tha exercise setiement
valye for a stock underlving a binary option is hmﬂaﬁ

the. n

Ce rwise, [he valug ag ini
reported by the reporting MMW
sumed to be accurate and deemed to be final for the

WMMM;
-al

ind et ettlam
Thls Is tmmaimmmuwﬂmwm
determined to_have been inaccurate,

in the terms of binary stock options will
be made to reflect soma, but not all, of the same events
that result in adjustments to other stock options, and any
adjustmant that is made will not necessarily be the same
a5 the adjustment made to other options on the same
underlying security. As in the case of other stock oplions,
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 securities 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 pansl determines to make an
adjustment to binary stock options to reflect a stock divi-
dend, stock distribution, or stock split, the exercise price
of the option will ordinarily be proportionately raduced —
regardiess of whether a whole number of shares, or other
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a merger or consolidation, binary stock options may be
adjusted so that the cash, securities or other property
recelved by stockholders with respect to a single share of
that undarlying security becomes the underlying interest,
Alternatively, an adjustment panel may determine to fixa
value for some or all of the non-cash property received.
Where 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 received, as determined by the adjust-
ment panel, will b the i value,
trading in the options will ordinarily cease, options that
are out of the money will bacoma worthless, the expira-
tion date will ordinarily be accelerated, and options that
are in the money will be awmomatically exercised. No
adjustment in the fixed settlemnent amaount will be made
to reflact the accelerated expiration dete.

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*
or other interests. Aithough 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-
lawing discussion relates only to indaxas on equity secu-
rities (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
Iindexgs in this bookiet) and options on such indexes
{including binary index options and range optians).

Thesmndfuﬁmgraph onpaqezs of the Booklat
is replaced with the ing

The_valye level of every inngg underlying_an
option — including the exercise settlement value — isthe
valug of the index as reported by the reporting autharity

MMMM
rraded as the offigial 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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tially reported by the reporting authority is conclusively
DL?.HM be accurate and deemed 1o be final for the
the case of a binary index option, whether the option s
a iczlly exprcised and retums a cash settiement
n true even if the valus is subsequenty
revised or determined to have begn inaccurate,

The first two paragraphs immediately the
caption “Features of Index Options” on pages 26-27 of
the Bookiet are replaced with the following paragraphs
and example:

All index options that are traded on the date of this
booklet are cash-settled. Cash-settled index options do
nol refate to a particular number of shares. Rather, the
“size” of a cash-seftied index option is determined by the
myltiplier of the option. The “size” of a range option is
d_etsrrnlned by its multiplier and maximum range’ exer-
cise value, and is equal to the maximum cash settlemant
amount {l.e., the maximum range exercise value times
tht_a muhtiplier). In the case of a binary index option, the
“size"” of the contract is simply its fixed cash settiement
amount, which for certain binary index options s defined
as the product of a fixed settiement valus times a multi-
plier. if the option market on which an option series is
uaqed;r;f:d increase or decrease the multiplier for a
senes ex options, an adj nt panal i
outstanding options of that W’ﬂm ST

The exercise prices and premiyms of the index
options that are traded at the date of this booklet are
expressed in U.S. dollars, 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 & single index option (other than a binary index
aption or a range option) are, respectively, the stated
premium and exercise price multiplied by the muttiphier.

EXAMPLE: An investor purchases a Decembar
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 multipier of 200, a premium of $2.15
would have meant an aggregate pramium of $430.00.

The second full paragraph on page 27 of the Booklet
and the pie following thal paragraph are doleted.
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) msmmmmaampmmwmam.
lat 15 replaced with the following paragraph:

3. Priot to the period when a_ European-style
option fincluding a European-style delayed start option),
;Fcaaad_wm. of an Ameri delayed st

tion is exercisable, the only means through which the
holder can realize_value from the_gption {unlass the
capped option is automatically exercised) is to sellitat 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 to realize any valus from the option
at that time,

wﬁmgmmﬁbaﬂmgatmw
ot 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
authority lo restrict the exercise of options at certain
times in spacified ci The options
often exercise such authority with respect to an option in
M_llch trading 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 iocked into
thedr positions until either the exercise restriction or the
trading halt has been lifted.

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

The risks discussed in paragraphs 3, 4, 5 and 10
below apply 1o writars 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
risis of binary options are discussed below undar the
caption “Special Risks of Binary Options (Other Than
Credit Default Options).”

The risks discussed in paragraghs 5, 9 and 10
b_elow apply o writers of range options, but the risks
discussed in paragraphs 1, 2, 6, 7, 8 and 11 do not.
Although scme of the risks discussed in paragraphs 3
and 4 apply to writers of range options, these risks ara
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 payoul structure.

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

In order to exercise most options traded at the date
of this booklet, action must be taken by the option holder
prior 1o the expiration of the option, However some
options may be subject to automatic exercise. For exam-
ple, capped options are subject to automatic exercise il
the automatic exercise valug of the underlying interast
hits the cap prica of the option, and certain ather options
(including binary opticns and flexibly structured indax
options) are subject to automatic exercisa as well. Binary
options are subject to automatic exercise if the exercise
settlernent value of the underlying interest at expiration
meets the criterla for exercise specified by the listing
options market. Credit default options are subject to
aulomatic exercise whenever a credit event occurs in

with the iption in the applicable supple-

ment to this booklet.
i graph Is near tha top of
58 of the Booklet immediately before the caption

page
“Risks of Option Holders":

Risks discussed In this chapter are applicable to
binary options and range options as well 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-
{er in the sections entitled “Special Risks of Binary
Options (Other than Cradit Default Options)” and “Spe-
cial Risks of Credit Default Options.” Special risks appli-
cable to holders and writers of range options are dis-
cussed in this chapter in the section enltitied “Spacial
Risks of Range Options."”

The toliowing paragraph is inserted on page 59 of the

y bafore the p numbenad 2:

Oniy tha first two paragraphs of this numbered sec-
tion 1 are applicable 1o binary options and range options.
The amourt by which a binary option is in the monay
does not affect the value of the option (and theretore the
option holder's profit or loss) upon exercise. In the case
of & range option, the value of the option is based on
whare 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 discrete
axarclse 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.

135

The paragraph numberad 1 at the top of page 62 of
the Bookiet is replaced with the following paragraph:

1. An pplign writer may be ggsigned an exercise
at_any time during the period the option is exercisa-
pie. Starting with the day it is purchased (provided, in
the case of & 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 of until he
has closed out his position In a closing trar o,
contrast, the writer of a European-style option (including
a Eurcpean-style delayed start option). a capped option,
or an American-styla 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 undarty-
ing interest hits the cap price.

The paragraph numbered 3 on page 63 of the Book-
fet is rep with the following paragraph;

3. Th i n L | than a
binary call] is in_an extremely risky position and may
ingur large losses if the value of the underlying intergst
i the exercise price. For the writer of an
uncovered call (other than a binary call), the potential
loss is unlimited. When a physical delvery call s
assigned an exercise, the writer will have to purchase the
underlying 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 pramium.
Anything that may cause the price of the underying inter-
est to rise dramatically, such as a strong market rally or
the announcement 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 & binary call, the potential loss
will be limitad 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 setflement amount if the exercise settle-
ment value is only slightly in the money or, for certain
binary calls, even if the exercise settlement value is at the
monay.
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_ The fallowing is ir i fately fol-
lowing the example at the botfom of page 63 of the
Bookiet: .

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
aexpiration, 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 beginning at the bottom of 63 of
the Booklet is reg begfwmms' Howing p p_:gf. :

The writer of an uncoverad 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 meat applicable margin raquirs-
ments (which, except in the case of binary calls, can rise
substantially if the market maves adversely to the writer's
position). Uncovered call writing is thus suitable only for
the knowledgeable investor wha understands the risks,
has suflicient liquid assets to meet 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 substantial 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-
fet 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 l0s3 it the value of the ynderlying interast
declings below the exercise price, and sych loss could
be substantial if the decline is signiticant, 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-sattied put other
than a binary put must pay a cash sattlement amaount
which reflects the decline in the value of the underying
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 oplion minus the premium received
for writing the putl. The writer of a binary put will be
obligated to pay the entire fixed cash setlement amount
aven if the exercise setlement value of the option is only
slightly in the money. Unless a put is a cash-secured put
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risk of writers of binary puts is limited 1o the cash settle-
mant amount of the option, and a binary put writer may
be required under exchange rules to deposit the full cash
settlernent amount at the time the option is writien,

The paragraph numbered 5 on page B5 of the Book-
fet is replaced with the g paragraph:

5. The risk of being an option writer may be
reduced by the purchase of other options on the same
underlying interest — 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 & spread or other
hedging position, the risks may stifl 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 same type. For exampls, whare the short
leg is a conventional option, the risk-reducing 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 flxed cash settlemant amaunt of
binary options and the unique payout structure of range
options.

The second full paragraph on page 68 of the Booklet
is replaced with the following paragraph:

In the case of straddle writing, where the investor
writes both.a put and a call on_the same underying
interest al the same gxercise prige in e for

i i the two writi

tr; n
ited (except in the ¢ase of capped
inary options}, Except where a straddle con-
sists of binary options, to the extent that the price of the
underlying interest is either balow the exercise price by
more than the combined premium, or above the exercise
price by more than the combined premium, the writer of a
straddie will incur a loss when one of the options is exer-
cized. Indeed, if the writer is assigned an exercise on one
oplion position in the straddle and fails to close out the
other position, subssquent fluctuations in the price of the
underlying interest could cause the other option to be
exarcised as well, causing a 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 settlement amount of the option
that is exercised.
The sacond fuil paragraph on page 71 of the Booklet
is replaced with the following paragraph:
Even if oplions trading is halted, holders of Ameri-
can-style options, other than delayed start options for
which an exercise price has not yet been set, would still

i

tantial risk i
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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
exercige of a physical delivery put may result in an addi-
tional margin call.

The second full paragraph on page &4 of the Booklat
is raplaced with the following paragraph:

Put writers must have an understanding of the risks,
the financial capacity and willingness to incur patentially
substantial losses, and the liquidity to meet margin
reguirements 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 ife 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-stant option
can be assignad an exercise at any time after the option’s
exarcise price is set until such time as he enters into a
closing fransaction 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 more for the underlying intarest upon exer-
cise than its then market value.

The following is insarted i iataly fol-
lowing the exampls 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 settlement amount
of $100. If the exercise settiement value of XYZ is $79 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 esp: to margin requi can be elimi-
nated if 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 addiional margin requirements
ragardiess of what happans to the markst value of the
underlying intersst. 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 underying interast declines. The
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be able to ige unless iSeS Were S
{However, OCC or an options market may restrict the
exercisa of an option while trading in the option has been
halted, and the restriction may remain in efect 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 to decide whether to axercise
without knowing the current market value of the underly-
ing interast. This risk can become especially imponant if
an option is close to expiration, and fallure tc exercise will
mean that the option will expire worthless. If exercises do
oecur 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 setiement and/or the fixing of cash settlement
prices (see Chapter VIIT).

The paragraph numbered 4 on page 71 of the Book-

i with the followir

is replaced paragrap

4. All cash-setiled optiong have certain special
tsks. The special risks applicabie to cash-settled index
options a:esgimsed ur?gar “Special Risks of Index -
Options” below. Special risks applicable to range
options are discussed under “Special Risks of Range
Options” and the special risks applicable to binary
options are discussed under "Special Ricks of Binary
Options {Other than Credit Default Options)™ and “Spe-
clal Risks of Gradit Default Options” below.

balow the caption “Special Aisks of Index Opfions” on
page 73 of the Bookiet:

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

Tha paragraph numbered 2 on page 73 of the Book-
let is rapiaced with the ing paragraph.

2. Even i the writer of a cash-settled mdsgwmjl
option could assemble a securities portiolio thal ex:
repradyced the composition of the underlying index, the
writer still would not be fully covered from a risk stand.
point because of the "iming risk” inherent in writing
cash-settled options. When a cash-settled index option is
exercised, the amount of cash that the holder is entitled
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to recewve is determined by the d!lfermoe between the

ise price and th it 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 learn that he has been assigned until
the next business day, al the earliest. The time lag
between exercise and notice of assignment posas 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 interest, he can satisfy his settlement obfi-
gations simply by defivering it, and the risk that its value
may deciine after the exercise date is bome by the exer-
cising holder. In contrast, even if the writer of a
cash-settled index call holds securities that exactly
maich the composition of the underfying index, he will
not be able to satisfy his assignment obligations by dellv-
ering those securities against payment of the exercise
price. Instead, ha wil 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 declined, with a comre-
sponding decline in the value of the securities portfolio.
This "timing risk"' is an inherant limitation on the ability of
writers of cash settted 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 ardinarily assume that it will be 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-
et is replaced with the foliowing NW

5. Holde
bear the. TM_IM_QM! r]mlwgl M

in_error, Persons who exercise cash-settled index
options or are assigned exercises based on emoneously
reported index levels will ordinarily be required to make
settlament 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 exercise settlement value of the
underlying index will determine whether the option is
automatically exercised and retumns a cash settlement
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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 Fo.'!owrng paragraph:
10. The purchase and sale of index cptions in for-

sign markets at times when U.S. markets are closed may
present special risks. Although an underlying index may
be 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 securitias in foreign markets, and, in any
case, option premiums in the foreign markat 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 indax option) Is exercised through the for-
eign office of a brokerage firm on & day when U.S. mar-
kets are closed, the exercise settiement value of the
option will not be known until the time fixed for determin-
ing axercise settlement values on the next day on which
U.§, 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 inserted on page 78
of the Booklat immediately before the section in Chapter X
titled “Special Risks of Debr Options":

e,lamd_am_mlms

i h x|
gxercise price on wm_mﬂmeﬂmdam _may be
unavailable or incorect. <6t may

or that the options mark
ingorrectly caloulate the exercise price. Paragraph 5 of
this 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
erroneously reported index level will be used to set the
exercise price. There is the additional risk that a correct
index level will be usad, but the options market will calcu-
late the exercise price incorrectly. Once a series of
delayed start options s opaned 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 discoverad that
an exercise price was set incorrectly, the exercise price

will not be corrected to account for such errors.
The ing new sections are i d at the end of
Chapter X of the Bookiet g the section
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amount or expires worthiess. References herein 10 index
values "as Initigly reported™ refer to the values initialiy
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 to adjustment. in
extraordinary circumstances (e.g., where an exsrcise
settiement value as initiafly reported |s obwoushr wrong
and inc istent with values previ . and a
cofrected value is promptly arnounoad} OCC hss dig-
cretion to duroct that exercise settlements be based on a
i t value. Ordinarih
the exercise settiement value as initially reportud by m
official source of the index will be conclusive for exercise
settlement purposes.

The p h bared 7 and & b
page 77 of the Bookiet are replaced with fhe rol.rmng
paragraphs:

o igr tg the opt
um_qﬂg An onnnn 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
axercise.

8. Curent index levels will ordingrily continue to
be reported even when tradina is delayed or interrupted
in some or all of the constituent securities of the index or
when the reporting of transactions in those securities has
been delayed. In that event, the reported index levels will
be based on the most recent reported prices of the con-
stituent securities - whether or not those securities are
being currently traded. As a result, reported index levels
may at times be based on non-cumant price information
with respect to some or even all of the constituent securi-
ties of an index. If this condition existed at the time of
determining the exercise settiement value of an exer-
cised option, that exercise would be settled on the basis
of an indax level that might not reflect current price infor-
raticn with respect to constituent securities accounting
for a significant portion of the value of the index. (Indeed,
as noted in Chapter [V, 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 valuas that are reported at the time of the
opening.) Moreover, if the index underlay a capped index
option or a binary index option, that option would or
would not be automatically exercised based on an index
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“Special Aisks of Crecd Default Options" (which was
added in the June 2007 Supplement):

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

Risks of holders of binary eptions arg similar to
M ks described above applicable fg halders of other
cash-settied, Eyropean-style options, but the holder ofa
Binary option will not receive any gain in_gucess of the
fixad_setisment_gmpunt_of_tha _opticn. Non-binary
options, in contrast, may provide greater retum 1o the
holde: as the dﬂsrsncs between the exercisa price and
value of the . ing interast
m-easu. A binary option s like a capped op‘lJon in the
sense that its maximum return (s fimited. Unlike a capped
option, however, the payout on a binary option is all or
nething. Accordingly, with respect Lo a binary option, the
helder may experience a felatively greater gain than the
helger of a non-binary option when the option is in the
money by & small amount bul a relatively smaller gain
when Ine option is in the monay by a greater amount,

2. Binary ootions may be more difficult to hedge,
of to use &8 necges. than non-binary options. Becausa of
the fived settiement amount 1o be realized from & binary
option, an investor who wishes 1o necge the risk of an
increase in the price of a spectied quantity of & stock, for
exampls, cannol create a perlect hedge by buying &
specified quantity of arine-money binary options that
return a cash settlement amount if 1he exercise saitle-
ment value of the underlying security is ebove the current
price of the stock. If the stock price at axpiration of the
optian has risan cnly 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 exercise price, the payout from the
optian may not be sulticient o cover the excess. Simi-
larly, an investor who wriles a binary option on an individ-
ual stock and wishes to hedge the obligation through
ownership of the shares of the underlying stock would
nol be able to do so precisely through the gwnership of
any specfic number of shares.

3. Hol
Mmqgwm_pemm by
manigulative behavior in the markels. Because a birary
oplion that is in the maoney by even the smallest amount
{or, in the case of certain binary options, at the monay)
will pay the full fixed settisment amount, there may be an
incentive for hoidars or writers of oplicns that are at or
near the money &l expiration to attempt to influence the
exercise settement 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 greater when the
underlying interest is an individual security than when it is
an index, volume wslqhm average pricing is used to
« 8 the th 1t value of binary stock
options In order to reduce the likelihood of such manipu-
fation. While market manipulation is unlawful under the
facleral securities laws and SEG requiations, there can be
ne assurance that manipulation affecting binary options
will net oceur. If manipulation does ocour, 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 option has risks similar to
those of writers of other cash-settied, European-style
options except that the amount that the writer will be
required to pay if assigned an exercise notice is limited to
the filxed settlement amount. Even though the potential
loss is limited, 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 a binary option will be obligated to
pay the entire fixed cash seftlement amount, gven if the
uﬁgjﬂm&a}_o_x_#_inmﬂm_

tions. at the money. Inves-
lors should be aware Dﬂhe criteria for automatic exercise
of the binary options that they purchass or write. Binary
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 level of the underlying as the
expiration date approaches may be more volatile and
therefore invoive mong risk than a non-binary option.

The following new section is inserted 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
price and the level of the underlying interest increases, a
range option’s potontial payout increases through the
lowsr range untll it reaches the maximum cash settle-
ment amount, atthe i cash setth i
amount through the entire middle range, and then
decreases 1o zero as the level of the underying interest
mowves through the high range. Therefore, & range option
holger must not only be right about the timing of an
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DECEMBER 2009
SUPPLEMENT

The February 1954 version of the booklet entitled
Characteristics and Risks of Standardized Options (the
"Boolclet ) is amandacl as prowded below. Part | of this
S i g options on
indexes measuring (i) the histor»csl (“realnzed ") variance
or the predicted (“implied") or realized volatility of tha
daily returns of a stock index; (ii) the return from a trading
strategy involving purchases and sales of equity securi-
ties and options on these securities; or (jil) the dividends
on the component stocks of & dividend index. Part Il of
this Sup it containg inf ion refating to the
adjustment of stock option contracts to reflact cash divi-
dends or distributions on the underlying securities. This
Supplement supersedes and replaces the September
2008 Supploment to the Booklst,

Part I. Varlability Optlons.

1. The first full paragraph on page 2, as amended in
Part fif of the May 2007 Supplement, is further amended fo
read as foilows:

Each options market selects the underlying inter-
ests on which options are traded on that market. Options
are currently available covering four types of underlying
Intsres1$ equity securities (which term Includes “tund
described in_Chapler 1), indexes_{including
siock vana.blll!x strategy-based and dividend indexes),
E_grnment debt securiies, and foreign currencies.

ptions on other types of underlying mierasls may
become available in the futura.

2 Thessoono‘mpraphonpage? asamaﬂdoo‘bf
the June 2008 S , i i with the f g
paragraph:

Exercise prices for each options 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 introduced, 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 o sel exercise prices. Specific infor-
mation regarding the setting of exercise prices may be
obteined from the listing options market. The options
y have the authority to introduce addi-
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anlicipated 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 undedying index
maves toa far in sither direction. In that case, a range
option holder may Iose all or a significant part of his
investment in the option. On the other hand, the direction
In which the underlying index moves will not atfect the
payout for a range option as long as it stays within the
middle range.

2 i LA:] like_writers _of
other cash-settled optigns, runs sk _that the opti
will gxpire in the money and he will be required to pay the
cash seftlement amount. The writer's potential loss &

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 $30 (the
$100 paid to the holder of the option less the $10 pre-
mium received when the option was written). if 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' unigue payout structure. A range
option would bé a perfect hedge only for a risk exposure
ta 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 ownership of the
underlying interest.

BT RIS g R AT, T ""'“_’W"I”

tional series of options with different exercise prices
based on changes in the value of the underlying interest,
of in response to investar 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 trading commences in each such series. Those
axproise price setting formulas provide that on the exer-
cise price setting date the exercise price for the series will
be fixed at the money, in the money by a certain amount,
or out of the money by a certain amount.

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

As referred to in this booklet, an index is a measure
of the prices or other atirbutes 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-
rencies, and gven to measure the cost of living, the fol-
lowing discussion relates only to i) indexes on equity
securities {which are called stock indexes in this book-
let). {ii) indexes intanded to measurs the implied volatility,
or the realized or ility, of ied stock
lndexas (which are collectively callcd \rﬂ.nahllh! indexas

in this booklet), ({iif) stratag[-based indaxes, such as
mdaxes measuring the Telurn of a paricular strategy
involving the component securities of a stock index and
options on that index, (iv) indexes intended to maasure
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 bookiet), and (v) options on tha above indexes
{including binary index options and range options).

Stock indexes 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 particular market, of a broad market sector (e.g.,
industrials), or of a particuiar industry (e.g., slectronics),
A stock index may be based on securities traded primar-
ity inU.S. ities traded primarily in a foreign
market, or & combination of sacurities whose primary

* Some indexes reflect values of companies, rather than
securities, by taking into account both the prices of
component securities and the number of those securi-
ties outstanding.
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markels are in vanous countries. A stock index may be
basad on the prices of all, or only a sampile, of the securl-
ties whose prices it is Intended 10 represent. Like stock
indexes, variability indexes, strategy-based indexes, and
dividend indexes are securities indexes. However, varia-
bility indexes may measure the implied volatifity 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
strateqy involving the component securities of an index
and options on that index. Dividend indexes measure the
stock price changes of the component securities of
underiying indexes that result soiely 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 referred
to as strategy-based index opltions, 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,” “Varability Indexes,” “Strategy-based
indexes” and “Dividend Indexes,"” respectively,

STOCK INDEXES

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

Investors should keep in mind that a stock index ¢an
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
sacond full paragraph on page 25 (since thatl paragraph
relates 1o 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 refarred to in
point 3 immediately above:

DIVIDEND INDEXES

Dividend indexes measure the stock price changes
of the component securities of underfying 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 balow 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 Eooklet under the caption "Features of Index
Optlons” is generally applicable to variability options.
However, the method of determining the exercise seftie-
ment valua for cerain variabi ons may differ from
those & index options, and you should read the
information below relating 1o the particular types of varia-

thosa of ofher index opfions. You should be sure that you
know ihe expiration date for each variability option you
wish to buy or write.

As of the date of this Supplement, options are
approved for trading on three different types of varlability
indexes representing three different ways of measuring
variability. A realized variance index represents the varia-
bility of returns of a speciied reference index over a
specifisd time period refative to an average (mean) daily
return of zero. The realized voiatlllg 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
index 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
optiors 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-ol-the-money series of ophons on the
reference index in expiration months that are selected
and weighted to yield a measure of the volatility of the
refarence index over a specified future time period. For
exampie, an implied volatiity index that is calculated
using this method and that is 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
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bility oplions you wish to trads. Note also that variability
options may have expiration dates that are rent from

dates. As of the date of this Supplement, dividend
indexes 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
“prdinary” and tharafore 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 trading day, and these values could be
affected by an 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 available 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 investmant strategies involv-

ing the use of variabiiity options, are inherently complax.
%mmd be certain that you understand the method o
Galulation and signficance of any variablity ndex and
the uses for which variability options based on that index
are suited before buying or 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 inversaly o 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, indesd, & 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 option, and a put variability option will be in the
money at exercise if the exercise sattiement 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 atlected 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 volatility options that are described in this
Supplement are European-style and “AM.-settled,”
which means that the exercise seftlement values are
derived from opening values of the component put and
call options. An exercise settiement value for implied voi-
alility options is calculated from actual opening premium
prices of the relevant series of options on the reference
indax unlgss there is no trade in a series at the opening,
in which casa the mid-peint 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 calcutated using tha mid-
points of the bid and offer pramium quofations of tha
options series that comprise the index. (Since these
index values are based on quotations they are some-
times referred to as “indicative values.”)

Because difierent values may be used in calculating
the indicative values and exercise settiement values for

a divergence between the ex ement value for
imglsd atility options and an indicative value calcu-
lated at the opaning on the data en 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 implled volatility index is available
from the market on which options on that index are
traded.

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 guotations of the component options of the index are
current. Indicative values for an implisd volatliity index
may be disseminated, and implied volatility options may
be traded, during times when one or more companent
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 mare 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-curent information, The qual-
ity of the information reflected in the values of an imglied
volatility index should be evaluated 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 reference index for a fixed period
ending on the last trading day betors the expiration date
for the variabiiity option. As of the date of this Supple-
ment indicative values for a realized variability ndex 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
settlenent amount for a realized variability option is
equal to the diff bety the i it
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.” The
initial and final values of a reference index for purposes of

il e i value for realized vari-
ability options described in this Supplement are ordina-
rity calculated from the actual opaning prices of the com-
ponent securities of the reference index in their primary
market. If & componaent sacurity does not open for trad-
ing, the last raported price in the primary market may be
used. OCC's rules provide for other methods of deter
mining the i I value of a red index
in extraordinary circumstances. All other values for real-
ized variability indexes are calculated from the published
clasing value of the reference index.

STRATEGY-BASED INDEXES

Str based indexes are complex, and their cal-
culations_may involve the use of muliple varables,
Inciuding the values of equity securities and options on
those securities. Strategies based on options on these
indexes, referred 1o as “strategy-based index options,”
are also complex. Investors should be certain that they
understand tha method of calculation and signficance
any stategy-based index and the uses for_which
strategy-based index oplions are suited before buying o

ng the options.

Strategy-based indexes measure the returns from
investment strategies involving the purchase and sale of
various securities. All of the securties purchased and
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determined using market deta for specified time per-
ods), The index is calculated throughout the trading day
using reported values for the reference index and
reported premium valuaes 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, i.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 folfowing:

With some exceptions, such as thosa noted above
with regard to mutual fund indexes, certain foreign stock
incexes, 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 undarlying value for the options, is generalty
available from the options market where 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 to an
option on the full value of the index, but with a different
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-basad Index. As of the
date of this Supplement, the only strategy-based index
on which options are approved to be traded is a buy-
writs index measuring the return on a hypothetical "buy-
write” strategy involving the simultaneous writing of call
options on a stock index and purchass of the component
securities of that index. Under the hypothetical strategy, a
succession of at the maney index call options with one
month to expiration are assumed to be written, and the
proceeds (6., the premiums received) 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 ip of tha 1 secu-
rities of the index are similarty 1 t0 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
biry-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
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 sacurities of the stock index and of the options
assumed 1o ba written on the index, is .5% and 1% on
January 2 and 3, respectively. The index value at the end
of & given trading day is squal to the previous closing
value of the index multiplied by one plus the rate of return
tor 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 retums of the component securities of the
stock index and of the options assumad written on that
indeyx, 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 = .893)

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

ptions about, for ple, the timing of transac-
Hons involved with a particular strategy and the prices
received or paid for the securities traded (which are
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be the full valus of a published index with which they ara
familiar,
10. The last paragraph on page 27 is replaced with the
following paragraph:
The exercise settlement values of index opﬂnu_ns are
determined by their reporting authorities in a varisty of
ways. The exercise settlement values of some lm_ia:
options are based on the reported level of the underlying
incex darived from the last reported prices of the compo-
nent securities of the index at the closing on the day of
axercise. The exercise settiement values of other options
are basad 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-
ties of the index, the exercise settiement value is based
on the reparted level of the index derived from the opern-
ing or closing prices (depending on the options series) of
the companent securities on the last prior day that is
scheduled as a trading day. If & particular compaonent
security doss not open for trading on the day the exer-
cise settiement value is determined, a substitute valus,
such as the last reported price of that security, is used.
Other means for determining the exercise settlement val-
ues of some index options series have been, and may
continug to be, established. For example, \hs_enetclsa
settiement values for options on an index of foreign sacu-
rities may be fixed in relation to a value fixed by a forelign
enchange.
11, The second paragraph on page 28 is deleted.
12. The ing paragraph is i d on page 73,
immediately following the caption “Special Hrsxfot fnie:
Optians," and i diately before the p
at LheriocaﬁnnbyheJuneZOD&Suppiemuﬂfmm
booklet:

The risks described in paragraphs 1 through 10 on
pages 73 through 78 of this booklet relate prln?arily 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 index options.

Howir hs are ir on page 78

i E"f" "”:,a_r,, h number 10, &s
amendead by the June 2008 Supplement:

11. Because different values may be used in calou-

lating i tive values and 8 values of
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the vn_latll'ny indexes underlying implied volatility options,

there risk that there may be a divergence between
the seftlement value and an indicative value cak-

culated ai the opening on the date an which ihe exercise

it value is being determined. (Please refer to the
discussion In Chapter IV under the heading “Variability
Indaxes" 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 to be expected that thers will be al least some diver-
gence the - h 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 settlemant value will typically be at
either the bid or the ask guotation, depending on the
forces of supply and demand for that series, and not at
the mid-point between the bid and ask quotations. This

%':iqe_n_o_@meyww@.a nificant percentage of th
indicative value for the implied volaiility index if the forces
a supply and demand cause all or mast of the senes to
open on the same side of the markel.

12. Strategies involving the purchase and sale of
options on a variability index or strategy-based index are
i!’][ﬂlaﬂ:ﬂ complex and require & thorough understand-
ing of the concepts that are measured by these indexes.
Ir nderstand the met used to calculate
(in order to understand how condibions in the
market for the component securilies used io calculafe is
value may affect the value of the index. Investors may fail
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. Tha component sacurities of an implied volati-
ity indax are put and call options (not stocks, which are
the component sacurities of stock indexas). 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 sirategy-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
invoives 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
invastor following that strategy achieves, because of
assumptions regarding transactions and the failure to
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Part |l. Definition of Ordinary Cash Divi-
dend. The following replaces Part | of the May 2007
Supplement:

The fourth paragraph on page 19 of the Bookfet Is
amended to read as follows.

Asa g‘oneral rule, no adjustment B.rg;ge for ordi-
nary cash dividends or cash distributions. A cash divi-
dend or distnbution announced prior to Februery 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 seres des-
ignated by OCC as “grandfathered” for purposes of this
rule (l.e., sefies opened prior to publication of the May
2007 Supplement that remain outstanding on Febru-
ary 1, 2009). In the case of all ather options series, a cash
dividend or distribution announced on or affer Febru-
ary 1, 2008, will g v be considered "ordinary,”
regardless of size, it OCC befieves that it was declared
pursuant to a policy or practice of paying such dividends
or distributions on a quarterly 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
1o cover maore 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 cescribed 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
digtributions not covered by the preceding rules, or when
ather 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 exercise variability options or
strategy-based index options or are assigned exercisas

bBased on an _eroneows index level will ordinarly b8

required to make seftlement based on the exercise set-
fiement value as initially reported by the designated
Teporting authority lor the index, even if  correctad vaile
is subseq uenlEr‘ announced. In exraordinary circum-
Stances (e.g., where an exercise settlement 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 setflement value, Ordinarily, however, the exercise
settlerment value as initially reported by the designated
reporting autharity 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 same in the
case of realized variability Indexes).

14. Asin the case of writers of other index options,
writers of vaniability of sirategy-based index optigns can-
fiot provide in advance for their potential settiement obli-
gations by acquiring the underlying interest. Offsetting
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
oftsetting of risk is possible, there 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-
ever 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
digtely following paragraph number 15, as added by
the June 2008 Supplement:

16. The reported vaiues of dividend indexes may
be atfected by factors other than the financial ability of
the |ssuers of the component securities of a dividend
index to pay cash dwvidends. 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
Characleristics and Risks of Standardized Options (the
"Booklet”) is amended as provided below to
accommaodate the Introduction of options on indax-linked
securities,

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

Each options market selects the underlying interests
on which options are traded on that market. Options are
currantly avallable covering four types of underlying

interests: @ul% securities (which term includes “fund
sharas" descri n Chapter Ill), Indexes (including
stock,, variability, s grbmd and dividend indexes),

T securities and credit events, and T__Q_IMEI_F__“ 38,
Options on other types of underying nterests may
become available in the future.

2. The first three paragraphs in Chapter V appearing on
page 29 of the Booklet, as amended by the June 2007

PR , are rep by the ing four
paragraphs:

Three kinds of debt options have been approved for
trading at the date of this booklet. Two of these kinds are
sometimas 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 tha valus of an underlying debt security (depending
on whether the options are physical delivery or
cash-seftled options). Options on securities issued by
the U.S. Treasury are one kind of price-based debl
options, Options on index-inked 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, a physical commodity, a foreign currency,
anothar 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 peid-
options, are options that are cash-settied on
a%i enoabamenmeexercisepnoeandmavalusofan
underlying yisld. At the date of this booklet, all yieid-
based options that have been approved for trading are
besed on the yields of U.S. Treasury securities. The
distinctions betwsen price-based and yield-based
options are fundamental and should be understood by
readers interested in investing in debt options.

A fourth kind of options, called credit default oy
are also described in this Chapter. Credit defaut aptions
are cash-settied options that are related to the
creditworthiness of issuers or guarantors of debt
securities, 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 options 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.”

3. The first paragraph on page 31, immediately
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 yields of yield-based options are derived,
are Treasury securities — e.9., 30-year Treasury bonds,
10-year Treasury notes, S-year Treasury notes and
Treasury bills.

subject to @ minimum redemption increment and other
conditions. Aedemption of index-linked securities may
affect the market for the securities by reducing the
quantity of securities available for trading. Index-linked
securities may return less than the principal originally
Inueslleug, 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 o a particular event occurs that is
determined w an sn ne! to warrant the
adjustment. in s case 5 stock options, an
adjustment panel for options on index-linked securities
would be composed of representatives of one or more
U.S. options markets and a representative of OCC, as
described above in Chapter 1.

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 1o receive a
fixed amount of cash. If an event is treated in this manner,
when the issue of indexlinked securities is called,
outstanding options on that issue will be adjusted to
require the delivery upon exerclse of & 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
worthiass and all that are in the monay will have na 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 dale is
accelarated must be prepared to exercise that option
prior to the accelerated exercise cut-off time in order 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 1 after
mawmgmmmpugea&m‘mesoowerwwm
paragraphs Inserted 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 exampla, consist of &
securities or commodities index, a futures Index, a
physical commaodity, a forelgn currency, ancther 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
becausa, in the context of an index-inked security, the
term is a synonym for the term “reference asset” and is
not limited to securities indexes. As of the date of this
Supplement, options are approved lo be traded on
conventional index-linked securities, but not on
Ieveraged 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 possitle that the number of underying
units covered by an index-linked security option would
be adjusted after the option is issued if an adjustment
panel determines, as described below, that it is
appropriate 1o make such an adjustment.

The exercise prices of options on indexdinked
securities that are approved for trading at the date of this
booklet are stated in U.S. dollars 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 exercise price and aggregate premium of the
option.

Index-linked securities g y have a term of at
least one year but not greater than thirty years. Index-
linked securities may ba 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 6 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 therefore be required to pay the cash amount in
respect of the option belore 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 options on
index-linked securities in the event of a call of less than an
antire 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 paymeant 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 Booklst, after the paragraph inserted by
the Juna 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 mentioned in this
booklet with respect to a particular class of underlying
interest, you should not assume that the same
staternents will be made with respect to all underlying
interests discussed herein 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 underying security is based in whole or in part on
the performance of an index, information provided by the
publisher of the referenced index, as well as financial and
other disclosuras made by the issuer of the underlying
security regarding the issuer's ability to perorm 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 Debit Options™:

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

7. The ing new paragraphs ara i d on
page 82 of the Booklet immediately before the section in
Chapter X titted “Special Risks of Foreign Currency
Options™:

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

ities that are delr le on i a physical
delivery option, OCC may impose special exercise
setflement proceduras similar to those applicable to
stock 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
exerclse of puts by holders who would be unable to meet
the resulting settiement obligations (see paragraph 5
under "Risks of Option Holders™ abova).

11. In the event that an issuer of an index-inked
security calls the entire issue of the security, outstanding
options on that issue will be adjusted to require deiivery
upon exercise of a fiwed amount of cash, After such an
adjustment, all options on that security that are not in the
menay 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 chiigations prior to the ise cut-off
date, There is no assurance that the exercise settlement
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 spacitied issuers or guarantors,
sach of which is called a roference entity. The refarence
obligation(s) and each reference entity for a class of cradit
datault options are selected by the listing options market,
When a credit default option is based on reference
obligation(s) of more than ona Issuer or rantos, it is
referred to @5 a gredil default basket 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 avent s
confirmed for one or more reference obligations of a
reference entity prior to expiration of the option. The
reference obligations of a reference entity may include all of
the debt iti ituting genersal
obiigations of the reference entity or direct cialms on the
referance entities (excluding any non-recourse debt). A
cradit event may include a failure to make a payment cn a
referance obligation and/or any other event(s) that the listing
options market may specify at the time a class of credit
detauit options is listed. The specified credit event{s) will be
defined. in accordance with the terms of the reference
obligation(s). However, ot every svent that might conatitute
an event of detault by the reference entity under the terms of
the igatians wi ity ified by the.
listing options market as 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 particuiar event meets the criteria of a cradit avent,
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 option, a
credit avant must be confirmed 1o have occumed during the
riod (i-e., the period between the initial listing of
the series of options and the time specified by the opticns
market as the last day of trading of the option series pricr to
the expiration date). An event thal would otherwise be
deemed a credit @vent will not result in an exarcise of the
opticn if it ocours either bafore or after this pericd. A series of
credit defaull options ordinarily doas not expire untl a
specified number of business days following the end of the
covered period in order to provide the listing options market
an opportunity 1o confirm whether or not a credit event
occurred within the covered pariod. If an event otherwise
mesating the definition of a credit even! occurs after the end
of the covered period but before the option expires, the
option will not be exercised and will expire worthless.

If the listing options market determines that a credit
gvent has occurred within the covered period for a class of
credit default options, it will ide a QMEF:
confirmation to OCC, and the ns will be automnatically
exercised. Holders of the exercised options will recaive, 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 accommodate
pertaining to credit detfault options.

[+] Including credit default
baskal options, have tics that are diffe
from those of any other 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

5 e e: m‘zmimmu:'ﬁm
bottom of page 1 and the top of page
the owner of & cash-settied option has “the right to
receive a cash payment based on the difference between
& determined value of the underfying Interast at the time
mopﬂonummldmdmmodmpmwﬂu
option” Is not applicable to credit default options. The

of credii default options in this Supplement
mummmmmmmm.ppmwm«
options to the extent such materisl Is
e e St
are
Chapter V of the Booklet as follows:
. of Chapler V fon page 28 of the Bookiet] Is
! %m “DEBT OP(TIONS AND CREDIT DEFAULT

istent with

2 On page 34, the following /s Inserted immediately
following the paragraph inserted by the May 2010
Supplement:

Credit Default Options and
Credit Default Basket Options

Credit default options are based on debt securities of
one or more issusrs of guarantors other than the US.
Treasury. A significant difference betwsen such debt
securities and Treasury securities is the non-negligitle risk
that an issuer or guarantor of debt securities other than
Treasury securities may default on its obll 2
axampls, the issuer might not pay the full interest and face
amourt of the secunties when due or might file for
bankruptcy, thereby making it nearly certain that it will not
make timely payment of the full interest and face amournt.
Financial market participants call this credit rigk. Credit risk
is an important component of the value most debt
securities.

Cracit default options relate to the credit risk presented
by one or more specified debl sacuritias, called refgrence
167

Credit default options are binary options In that they
have a specified, all-ornothing cash setflement amount.
Credit default options, however, have additional unigue
characteristics. For example, credit default options have no
gergise price and cannot be in_the monay ]
'E!iﬂ% valug. The discussion of these terms in Chapter
o e O o, » wedh dofach ooton s

i . In ion, a
it P o & credit event mrs

ithin thi covered period. Credit default options are a
mm:s styls of gp;& and are neither Amarican-style nor
European-styla.

A I fault _basket option is similar o an
aqgrsgai?u%f_irﬁi;i%ual cradit detault options, each based
on ona o mora reference obligations of a different
gniity. All of the outstanding debt securities constituting
genaral obligations of each reference entity of d‘dmbctt‘ ql:lm
on entities ding e debt) i
basket may be includad In the feference obligations.

There are twa different kinds of credit defautt b_»a;kg;
options. A single_payoul credit 8 ©] Ih

i exercised and pays a ad cash
ssmemanmm upon the confirmation of the first cradit
avant to occur with respect 1o a M_ﬂhlwhpn 91 any

the basket's antities, It is ; :
gnnge?fmze exarcised, the expiration of the option will be
ted to correspond to the date, A multiple
i Iy of automatically pays a

scihid cash settlement amount each time a credit avent is
:gnﬁnnad with respect to a reference abligation of any one
of the referance entities during the covered period. In the
case of efther single payout or multiple payout credit default
pasket options, the listing options market may specity a
different cash settlement amount for difterant reference
@ntities or may specify the same cash sattlement amount for
each refersnce entity in the basket. The parcentage of the
1otal cash settlement amount that is attributable to any
individual referance entity is referred to as its waigh in the
basket. Investors should note that the oplions markets on
which credit defautt baskel options trade may determing
“weight” according to ineir own specified rules, and
investors should contact the lisiing options markat for
information abaut how ft determines weight. In the case ofa
multiple payout credit default baskel option, a cash
sertlement arnount will b paid only once with respect to any
particular referenca entity, after which tme ma_sﬂaclai:l
fefarence entity will be removed from the credit default
basket.

Premiums for both credit default options and credit
default basket options are expressed in paoints and
decimals. In order to obtain the aggregate premium for @
single option, the quoted premium is multiplied by a
pramium multiplier specified by the listing options markel.



ADJUSTMENT OF CREDIT DEFAULT OPTIONS

Aglustments may be made to the standardized terms
of omnﬁlng credit default options when certain events
occur, suUch as a succession event or a redemplion 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
famitiarize themseivas with the isting opfions market's rules
and procedures goveming credit defaull  option
adjustmants. The listing option market's rules goveming
adjustments of outstanding options may be changed with
regulatory approval, and the listing opticns market may have
autharity to make such exceptions as it deems appropriate
to its general adjustment rules.

Asdemption Event Adjustments. A mption event
occurs when reference obligations of a reference entity are
redesmed (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
referance obligations are redesmed, the option is ordinarily
adjusted such that the remaining reference obligations are
the reforence abligations for the option and no other
adjustment will ordinarily be made. If all of the referance
obligations of a reference entity are redeemed and there are
ather debt obligations of the refarence entity that the listing
options market deems appropriate to specify as successor
referanca obligations. "'.f” they will I:haB sulnmd as the

d ) . all of the ref
obligations of a reference enlity are redeemed and thers ara
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
compiate redemption). then the adjustment will depend
upan whether or not there are other reference entities for the
options.

Adfustment of credit defaull options for a complete

ption. If there Is a ption 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 ba accelsrated
lo 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 event is
i have d prior to the effective date of the

to
redemption avant,

EXAMPLE: Company XYZ is the reference entity for a
credit default opfion contract and its 8% May 15, 2022 bond
issua 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 datle, andits ion
date will ba accelorated. If no credit event is confirmed to
have occured within the covered period. the option will
expire worthless,

becomas the obligor 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 XYZ is adj Into two sep: cradit
datault option conlracts that speciy Company XYZ and
Comgany LMN as reference entities. The cash settlement
amount of the original credit default option and the premium
muitiplier are allocated batween the new credit default
options in accordance with the "o division of the reference
obfigation as specified by the listing options market.

Adjustmen! of credit defaull basket options affer &
succession avent, When a succession event occurs with
respect to a reference entity that is included in a single
payout or muttiple payout credit default basket option, the
listing options market will ordinarily adjust the option by
replacing 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

igations, the new obligations will be as the
reference obligations. The listing options market will spacify
the weight of sach new referance entity, and the sum of the
waights will equal the weight of the original referance entity.

EXAMPLE: Company XYZ is one of ten equally
weighted reference entities for a 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 anly
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 entities.
The referenee obligations are the original 2022 bond Issue
and the replacemant for the 2030 band issue. The listing
opbons markst 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
pradocessor basket reference entity (Company XYZ)

placed by the i antities ([Company 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 olsewh in this , plexity not well
undarstood ig, in itself, a risk factor. In order to price these
aptions, | must estl the p Y etault
from available security or other prices, primarily bond and
credit default swap ("CDS") prices. Models typically used by
market professionals to Infer the probability of default fram
prices may be more complex than the average investar is
used to,

Mjwmdmmma?usmwmp;
mplete redemption. In the case of a single o bt
o out credit default basket option, i a complete
mmpmmmocculswmmspeﬂtcwdtm
reference entities in the basket and no credit event Is
confirmed, pursuant to the rules of the listing options
market, to have occurted prior to the eflective date of such
redemption event, the options will be adjusted by removing
the affected reference entity from tha basket of reference
sntities. When a reference entity is delgled from the basket

refgrance entities becau se of a redemption_svent, the
g-_sngwwru m_@gmmmunﬁ
amoynt reflecting the waight of 1 e
m'ﬁﬂﬂ m%';am “weights of the other camponents
in the basket will remain unchanged, although each will
reprasont a proportionally larger percentage of the adjusted
cash seftlement amount.

EXAMPLE: Company XYZ is one of ten reference
entities for & 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
weight of 15% when the credit default option was opened for
trading. During the lite of the option, Company XYZ redeems
the 8% May 15, 2022 bond Issue. No reference obhigations
remain and the listing options market determines that there
are no other outstanding debt obligaticns of !hu issuer
ot componart vl be reroved from the credt Sistau
baslm.?nrgplr?:mm sattiernent amount will be reduced by
15%.

ion E ents. A sugcession gvent
occurs wWhen one of More New entities assume one or more
refera:m obligations of a reference entity or become the
abligor with respect to any obiigation that is substituted for
the original reference obfigations. This may ocour, for
example, when a reference antity is merged into a new entity
or spins off a part of its business into a new entity. I, as the
resull of a succession event, mare than Unawemlly is the
r of the original ref g gations
?nﬂ;tlgzem eub;frtgsﬂ for the original refarence obligations,
all of those obligors, including, as-the case may be, the
original reference entity, are referred to as SuCTESSOf
refarence entitieg.

of credit default options after a succession
evant. Whare a succassion event results in assumption of al
reference obligations by a single entity, the listing options.
market will ordinanily adjust the option by substituting the
entity that the _oblig as the new
reference entity. Where a succession event results in more
than one successor reference enllky‘lhs credit default option
may be adjusted by dividing it into two or more aptions.

EXAMPLE: Company XYZ is the reference entity for a
crecit default option cantract, and its 8% May 15, 2022 bond
issue Is the only referance obli n. During the life of the
option, Company XYZ spins oft Company LMN. Cur_np_am;
X¥Z remains the obligor with respect 1o 70% of the principal
amount of the original reference obligation. Company LMN

7

2. The sources of price information used to prce
credit default options are subject lo & lack of transparency
and, at times, illiquid markets. This Is attributable to, among
other things: (1) the absence of las! sale Information and the
limitad  availabiiity of quotations for the referance
obligation(s), (2) lack of ready availability of information on
related products traded primarily in the over-the-counter
markst, and (3) tha fact that related over-the-counter market
credit deri jons are privately neg and
may not b made public in a timely tashlon or &t all.

Dealars in the underying debt securities and in
Fin v ter cradit derlvatives markets have access
o private quotation networks that give gctual 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 malkmeé dﬁmnsr:th;t:
credit default option Is subject to a redemplion 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 effective date of the
redemplion evant. As a result, purchasers of such options
will lose their premium since there is no chance of
occumencs of a credit event for the reference entity, On the
other hand, if a redemption even! occurs but a credit event is
confirmed to have occurmed prior to the effective date of the
rederption event, a seller would be obligated to pay the
cash settiement amount even though a holder the
reference obligation may not incur & oss.

5. Since s i M"m ined by ﬂ;)n
isti ons market, credit d options may be
m specify a different raference entity or several
different reference entities. As a result, there may be new
reference obligations that have higher or lower credit quality
than the original reference obfigation. In addition, other
factors may exist that could affect the likelihood of the
occurmence of a credit avent. As a result, the occurrence of 2
succession event could affect the price of these options.
Moreover, since the Risting options market determines
whether a ion event od and the adj
resuiting from such an event, the adjustment made 1o these
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
there will be a lag time batween the actual occumence of a
cradit event and the listing options market's confirmation of
the credit event. Aules of the options markat may provide a
specified tima period (a.g., four business days) batween the
and of the covered 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 covered
period. There is a risk, however, that the sources used 1o
monitor & credit event mngorm identify and report a cradit
event in a timely fashion. For example, it is possible that a
credit event could occur on the last day of trading, but the
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sources which report the occurrence of a credit event do not
make this information publicty available until affer the
expiration date. In this case, the cash settlement value of
credit default option would ba zaro. Thers is also a risk that
the listing options market may dmm'me that a credit event
has based on 1o it when in
fact no credit event has occurmed. Ths could happen, for
example, if the sources used to confirm the credit event are
eroneous. The nides of OCC and/or 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 confimation of a credit event are
imevocable even If no credit event has occurred.

7. Every detarmination by the fisting options market
of a redemption event, succession event or cradit event will
be within the listing options market's sole discretion and will
be conclusive and binding on all holders and sellers and not
subject to review. OCC shall have no authority to make such
deterrinations and shall have no responsitility tharstor,

8. Prior to the perod when a credit defaull option
has baen automatically exercised, the only means through
which tha holder can realize value from the option Is to sell it
at its then market price in an available secondary market. if a
sanond:ry market for such an option is not available, it will
not be possible for lts holder 1o realize any value from the
option at that time,

§.  There is no underlying interest for credit defautt
options that is quoted in the marketpiace. Bacause of this,
thers are no undertying interest prices to provida a reforence
to investors for pricing credit default options.

10. As discussed above under the caplion “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
defaull options, options markets may lake into
considaratan, amung other Iaclnrs that current quotes for
dabt it ! the raf antity are
unavailable or have becorne unralnabla

11. The risk that a trading market for particular
options may become unavailable and the potential
norlsaquences are also discussed above under the caption

“Other Risks." The SEC has approved certaln credit default
options for listing and_trading on & naticnal securities
axchange as securities. OCC filed Its rules for clearing credit
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 the CFrCs jurisdiction. By its terms, the

is and its would be one of

the events that could lead 1o the unavailabliity of 8 trading
market for credit default options,

perlnrrnunoe over 8 gwan time period of one index

{vi) options on
lna abn;mmdms :mclumnq 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 representative of the stock market of a
particular nation as a whole, 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.5. markets,
socurities Wraded primarlly In a foreign market, or a

combination of securities whose primary markets are
various couniries. A stock |ndsx may be based on the pnoes
of all, or onty a sample, of the securities whose prices it is

infended to represent, Like stock indexes, varability
indexes, strategy-based indexes, dividend indexes and
relative perormance indexes are securities indexes.
However, varabilty indexes may measure the implied
volatiity of an index, using the premiums for seres of
options on that index, or may measure the historical
variance or volatillty of the returns of an index using daity
retums over a cenaln pvnad ASFUMINgG & mean daily retumn
of zero. Strategy-based indexes measure the return of a
particular strategy involving the component securities of an
index and options on that index. Dividend Indaxas measure
the stock price changes of the component securities of
underlying indexes that rsw.llt solely from the distribution of
ardinary cash on their
ex-dividend dams Relative parformm indexes measure
the performance of u*ugg_mgmnm ralative to one
another over a period of tme. In this booklet opticns on
variability indexes are reterred to generically as variability
options, options on stra:aovaesed indexes are refered 1o
as  strat) . options on dividend

Indexes are ruorwu 1o as Q_M and
options on relative performance indexes are refarred to as
relative performance options.

Information relating specifically to the various types of
Indexes appears below under the captions " Stock Indexes,”
“Variability Indexes.” "Strategy-based lndsxas. “Dividend
Indexes” and "Relative Performance Indexes.

3. The first sentence of the second paragraph under the
caption "Variabillty Indexes,” which is part of the
discussion that was added on page 25 of the Booklet by
tha D 2009 is ropi by the
following:

Economic, pelitical, social and other events atfecting
the level of the reference index or the price of the reference
security may also atfect the vaniabiiity of the referance index
or reference security.

4. The last sentence of the second paragraph under the
caption "Variability Indexes,” which is part of the
discussion that was added on page 25 of the Bookiat by
the December 2009 S placed by the

is
Tollowing:

MRCH 201 1
SUPPLEMENT

The February 1994 version of the booklet entitled
Characteristics and Risks of Standardized Options (the
“Booklet”) is jed as d below to
(i) options on any mdex intended o measure the implied
volatility of a single reference sacurity; and (il) options on
relative performance indexes.

1. The first full paragraph on page 2 of the Bookler, as
amended by the May 2007, December 2009 and May
2070 S is by the ing.

Each options market selects the i mm
on which options are traded on that markst, ns are
currently available covering four types of underlying
Interests: equity 3ecuriies (which term includes

M described in Chapter IIl), indexes (including stock,

variabllity, _strategy-based, divdend and _ refalive
Q_Qriormam;s incexes), debl securties and gredit_events,
and &mn curraﬂmes Options on oge;‘:twes of underlying
i in the future,

2, Theﬂmmemgraphsonpage:’sdmﬁnm
unaerthecspmn ‘About Indexes,” as amended by the
2009 S arg by the

Poﬂ'omg.

As refarred 1o in this booklet, an ndex is a measure of
the prices or other attributes of a group of securities” or
other interests, Aithough Indexes have been developed to
COVEr 8 u!lnlaresls,wchasstoclesarﬂothetequlty
securities, and foreign and even
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), (§) indexes Intended 0
measure the implied volatility, or the realized varance or
volatility, of specified stock indexes or specified securities
(which are collectively called variability indexes In this
bookiet), (i) strate such as indexes
maasur!ng the return of a particular strategy involving the

ponent of a stock index and options on that
mda: (iv) indaxes intended to measure the stock price
changes of the component securities of underlying indexes
that result solslv from the distribution of ordinary cash

an their

dates {whld‘t ara callau deand_b_r_jg’a._gg in this booklet),
v) . which are a special type
of  slrategy- basad Inda:ss hat measure the relative

* Some Indexes reflect values of companiss, rather than
securities, by taking into account both the prices of
companent securties and the number of those securities
sustanding; 175

But this relationship does not always hold true and,
indeed, a varability index may be rising at a time when its
refarence index or the price of its reference security is alsa
rising.

5. The iast sentence of the third under the
heading “Variability Indexes," is part of the
dscusﬁonﬂwwsamdmpayﬁ%o!mssbokmm
the D 2008 Supp i rep
following:

Whether the variabilty option iz in the money is
determined in relation only to the value of the underlying
variability incex, and not in refation to the refersnce index or
reference security.

6. The fifth paragraph ur the heading “Varability
Indexes," wmahspmwmo&stmfmm
added on page 25 of the Booklet by the December
2008 Supplament, is replaced by the following:

As of the date of this Supplement, opfions are
approved for trading on three differant types of variability
Indexes representing three diﬂarenl ways of measuring

variability. A realized varian x represents the variabllity
of retums of & specified ngqmg_e;urwm
{in either case, a * _interest”) over a specified

period of time relative to an average (mean) daily return of
zero, The realized volatility of the same index over the same
time period, alse refeed 1o as the standard deviation, is
equal 1o the square root of the realized variance. Both of
these measures are calculated from historical index values
over the relevant period of time, An implied volatility index is

a measure o the predicted future variability of the refarence
interast over a specified future time penod. It measures the
predicted standard deviation of the daily retums of the
referance interest measured over the specified fulure time
period. An implied uolaﬂl!y Index refiects pradictions about
the future volatiity of the reference interest as those
predictions are implied by reported current premium values
for options on the reference interast. The realized volatility of
the reference interest may not conform to those predictions.

7. The sith paragraph under the heading
indexes,"” which is part of the discussion thal was
added on page 25 of the Booklat by the Dacembar
2009 i ir

PP is rep by the g

Thers are various methods of estimating implied
volatility, and different methods may provide differant
estimates. Under the mathod thal s used for volatikty
oplions that are traded at the date of this Supplement,
implied volatility index values are calculated using premium
values of aptions on the reference interest in a:ptrnmn
months that are and weig toyield a
the volatility of the reference interest over a specified Imurn
time period. For example, an implied volatility index that is
caleulated using this method and that is designed to provide
a prediction of volatility over 30 calendar days is based on

fum values of opfions on the reference interest expiring
inthe two nearest months with at least 8 calendar days lsft to
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axpiration. Implied volatility index values will be affected by
any factor that affects the component options serles of the
index, including, among other things, applicable laws,
reguiations and trading rules, the market-making and order
the on which the options are
traded, and the liquidity and efficiency of those markets.

8. The first and second of the ninth paragraph

Investors should keap in mind that indicative values of
an implied volatlity Index can reflect changes in the implied
volatility of the raference interast only to the extent that
quotations of the component options of the index are

current. Indicative values for an implied volatility index may

be disseminated, and implied volatiity options may be

Iradid 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 of mare of the options series comprising the implied
volatility index are not current.

9. rhsmr}omngcepdmand ara added fo
Gmpmr.ivo! Booklat Mmr(ngm
section captioned “Strategy-Based Indexes,” which is

part of the discussion that was added on pagezﬁa!rhe
Baokiat by the December 2009 Supplemant.

RELATIVE PERFORMANCE INDEXES

A relative performance index measures the relative
perlormance — generally the relative total return — of two
index companents. As of the date of this booklet, the only
relative options for u-admg arg
options on indexes of which both index components are
equity securities (one of which could be a fund share). One
of the components in each palr is refarred to as the target
ngpm and the second is referred 1o as the banchmark

Qg‘grv; The index is calculated by measuring the total
raturn of the target component redative 1o the total retum of
the benchmark component, The index will rise as and to the
extent that the target component outparforms the
benchmark companent, and will fall as and 1o the extant that
the opposte occurs. The value of the relative performance
index will be sel to a base value (s g 100: indtialty.

the

mm of calculation of any rel m mmmm
the wses for which relative performance options are suit

fore buying n _options. Diffarer Dlﬁarem_rtm
X85 May Measure rel NM@L\

E

;l_e_ar-srwa
market ign_on the m
Barlcular et PorTIENES at:
InmevamﬂIGIwo(mem“mmcnmls In an
derlying relative perf 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,
delation, or change causes significant discontinuity in the
level of the underlying index or reference index, the panel
may adjust the terms of the affected 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 pensl deams fair to both the holders and writers afsmh
contracts

H the option mama on wmch an option series is traded
should i @ index for any
incex option mmract, ol the repoﬂing aumumy should
change the mathod of calculation of an underlying index or
reforence Index 5o as to creats a discontinuity or change in
1he level of the index that does not reflect a change in the
pricas or values of the index components, or a successor
ingdex [as defined In the paragraph below) should be

tad for an underlying 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 deems fair to both the holders and the writers of
such options.

The adjustment panel may substitute another index (&
SUCCESESOI ir tor an underlying index or reference index
in the evant the panel determines that: (|) publication of the
undarlying index or reference index has been discontinued;
(i} the underlying index or reference index has been

place another Index; or (1) meoomposihnnormm
of n of an ur g index or index is so
materially changed since its selection as an undertying index
or reference index that it is deemed to be a different index. A

successor index will be rea comparable 1o the
onglnal underlying index or refarence index for which it
ubstitutes. An index may be created specifically for the

purmse of becoming a successor index.

The adjustment panel's determinations shall be
oor;cluslve. binding on all investors, and not subject 1o
raview,

13. mmmmmmwdedmdammmw
caption “Special Risks of index Optlons™
pags 73 of the Bookie! by the December
5 by the foil;

The risks described In paragraphs 1 through 10 on
pages 73 through 78 of this booklet relate primarily to
aptions  on stock indexes. The risks described in
paragraph 11 relate to options on implied volatility indexes.
The nsks described in paragraphs 12 through 14 relate to
options on variability indexes, strategy-based indexes or
relative performance indexes. The fisks described in
paragraph 15 relate 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
performance options.

case, the exercise settlement value of the options would
become fixed based upon the last published value for the
index, and the market on which the options are traded may

to the date for the options
{and, in the c.ase of European-sme options,  their
exercisabilty), The expiration date will ordinarly be

accaleraled to fall on the next standard expiration date for
options as speciiied in OCC's rules or on such other date as
OCG 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
no time value. Holders of an in-the-money optvon whosa
date is must be p
that ophurl prior 1o the accelaraled exorcise wb-oﬂ time in
order to prevent the oplion from expiring unesercised,
‘Writers of European-style options whase expiration date is
al:pactw belngaocmmedbuarmrlsklhm in the evant of
such an acceleration, they _may be assigned an exercise
notice and be their as writars
prior to the uﬂgmal axpuahun date. As with any other opficn
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, Varlabllity Indexes,
Strategy-Based Indexes and DMUGA‘N‘I Indexes,” as ﬂ
appears in the December 2008 Supplement as the
heading of the section Immediately preceding the
section captioned “Features of Index Options™
baginning on page 26 of the Bookdet, is replaced by the
new caption ion G ing Lk i

Indexas.” =

11. Theﬂmpagraphappeamgmdcrmempbm

"Fesmsoﬂrmxo,nﬁons onpagu 26 of the Bookiat,

by the June 200 15 rep

Dy the following:

All index options that are traded on the date of this
booklet are cash-setiied. Cash-settied index options do nat
relate to a particular number of shares. Rather, the "size” of
a cash-settled index option is determined by the multiplier of
the option. The “siza"” of a range option is determined by its
multiglier and maximum range exercise value, and is equal
to the maximum cash settiement amount (i.e,, the maximum
range oxercise value times the multiplier). In the case of a
binary indax option, the “size” of the contract is simply its
fixed cash setflemant amaount, which for certain binary index
options is defined as the product of a fixed seftlement value
tiress & mu!liplisc

72, The g caption and paragraphs are inserted &t
meanantmgaﬂnr:hssmm

ADJUSTMENT OF INDEX OPTIONS

No adiustments will ordinarify be made in the terms of
index option contracts in the event that index companents
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. However, if an
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aragraphs that were added on page 78 of the
Bacgeus

pamgrapns 12 14 under the section
ﬁm‘s of ey Options™ by the
are reph by the

hmmm
measured by these indexes. Investors must understand the
L]

mathod ;m |g gk:ula:g the indax in
thi nent securiies

I Vﬂl @ of the index.
Invesiors may fail to realize their investiment ive evean if
they have comectly predicied cerain events if they do not
understand hwﬂ'koeemﬂlamyorrnngnntaﬁw the leval
of the index. The component securities of an implied
volatility index are put and call options (not stocks, which are
the component securities of stock indexes). A realized
varlability index, on the other hand, measures the actual
volatility of an index and is calculated direﬂlyirm the values
of the reference index. There is no assurance that ?reclma
volatility as measured by a particular implied volati
will correspond 1o the actual volatility of the rance
Interast or to measures of predicted 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 a buy-write index
measuring the return of a strategy that involves transactions
in stocks and optiens. The return from a particular strategy
as measured by a strategy-based index may differ from the
actual returns thal an inveslor folluwlng that strategy
achieves, because of assumptions regarding transactions
and the failure to take into account significant factars such
a5 taxes and Wansaction costs. Different relative
performance indexes may measure relative performance in
different ways. Investors shouid contact the listing options
market for information on the method of calculation of a
particular variability index, strategy-based Index or relative
parformance inde.

W sul it
extraordinary circumstances (e.g., where an axercisa
settlament value as initially reported is obviousty w:o . and
a corected value is promptly announced), has
dmmion to direct that axercise settlements ba oeseu on a

exercise sefifement valug as miually rsportad by lha
dasn;natad mpomng autharity Ior the underlying variability
index will b for it purposes. As
described i |r| paragraph 8. on page 77 with respact 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
of the L index or the

refarence index (which are the same in the case of realized
variability indexes).

underying Interest. the risk of wﬂhng a vanab-lity
option, strategy-based index option or relative

cpticn may be aven mors difficult than offseting the risk o\‘
writing other index options. Even where some

risk is possible, thera are ummg risks and other rlsks
to those d 3 and 4 on
pages 74 and 75 of the bouklel whenevsr an investor
attempts to employ In
vanability options, strategy-based index optlnns or relative
performance options and fransactions m stocks or in
nmns. futures contracts or other investments retated to
stocks.

15.  The following paragmm is ingarted on pupe 78 of the
Bookiat q the ! was

H'l_
Eurcpean-style options, their exercisahility]. In tnat case e
exerclse settlement vakue of the options would become fixed
based upon the last published value for the underlying
relative parformance index. As a result, ali such options that
are not in the money will bacoms warthiess and all that ara in
the money wil have no tme wvalue. Holders of an
in-the-money option whose expiration date is accelerated
must ba prepared to axercise that option prior to the
accelerated exercise cut-off time in order to prevent the
option irom expinng unexercised. Writers of 8 European-
style option whase axpiration date s 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
or-gmal expiration date. As with any other option for which

ion date is would be
mﬁe to compensate formaouhmd expiration date of &
relative performance option.

JANUARY 2012
SUPPLEMENT

Tha Fabruary 1994 version of the DOOI!IM entitied
Chafacfensucs and Risks of Stan n‘a\wed tma
“Boaklat") is dad as p below

options on relative parformance indaxes cf which the index
components are equity securities (including fund shares).
1. The first graph following the caphion “Relatie
Pemmrmndaxas, mw:‘:gm added to Chapter IV
of the. saok.l'm by the March 2011 Suppiement
the section
Based [ndexes " Muchwasadd‘edonpagnﬁofﬂie
aoarunyrmommmswfe nt), is
d by the

A re!a!we perdormance index measures the relative
performance - generally the relative total retumn - of two
index componants. As of the date of this booklet, Ine anly
relative options for trading are
options on indexes of which both index components are
equity securiies (one or both of which could be
non-leveraged fund shares). One of the companents in sach
pair ts referred to as the target component and the second is
referred to as the pg_‘r nchmark componant. The Index is
calculated by measunng the totai retum of the target
component relative to the total return of the benchmark
component. The index will rise as and to the extent that the
target component outperforms the benchmark component,
and will fall as and to the extent that the opposite occurs. The
valug of the relative performance Index will be set to a base
valua, such as 100, nitially. The following example ilustrates
the calculation of a relative performance index.

BEXAMPLE; Assume that a relative performance index
has an initial base value of 100, f the total return of the
target component in one day is 10% and the total return
of benchmark component in the ona day period is
%, the index value of the relative performance index at
the end of the one day perod would equal
1002 (1 + 10%)/(1 +9%) = 100.92. If the total return of
the target component in the one day period is 9% and
the total return of the benchmark companent in the ona
day period is 10%, the index value of the ralalive
performance index at the end of the one day period
would equal 100 (1 +9%)/(1+ 10%}=59.09.

The ple abave only a

where the total return assumed is for a one day

period. Other pericds would yield different results.

Market participants should contact the exchange on

which these options are traded Inra maore 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



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 1B, 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
guestions 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 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 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:

e 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).

e |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.

e |IB 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, IB 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.

You are not entitled to choose which securities or futures contracts or other assets in
your account(s) are liguidated or sold to meet a margin call. IB has the right to decide
which positions to sell in order to protect its interests.

IB can increase its “house” maintenance margin reguirements 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 liguidating
undermargined positions, you are not entitled to an extension of time on the margin
call.

Special Risks of Trading on Margin in an IRA Account:

o 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.

o 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.



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 United States 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

www.interactivebrokers.com Page 1/3



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.

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 nhew 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 the right 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
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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, 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 www.finra.org.

ACKNOWLEDGEMENT FOR CUSTOMERS UTILIZING A PORTFOLIO MARGIN ACCOUNT

BY SIGNING BELOW, I/WE AFFIRM THAT I/WE HAVE READ AND UNDERSTOOD THE PORTFOLIO
MARGINING RISK DISCLOSURE STATEMENT.

CUSTOMER NAME:
BY: DATE
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DISCLOSURE REGARDING INTERACTIVE BROKERS’ PROCEDURES
FOR ALLOCATING EQUITY OPTION EXERCISE NOTICES ASSIGNED BY 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 Brokers LLC (“IB
LLC"), [the US-located affiliate of Interactive Brokers (U.K.) Limited (“IB UK”) that arranges for the execution
and clearing of IB UK customer trades] using a specified assignment procedure. IB LLC, in turn, is required to
maintain a procedure to allocate such exercise notices to those IB LLC and 1B UK customers who hold short
positions in the relevant options. Upon assignment, IB LLC and IB UK customers 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 from IB UK or IB LLC until one or more days following the date of the
initial 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 a
random selection process:

Steps

1. Each night, IB LLC receives from the Options Clearing Corporation (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 quantities to IB LLC.

2. For each contract assignment record, the IB System compiles a list, in ascending account number order, of
all IB LLC and IB UK customer accounts with short positions in the relevant contract.

3. Ifonlyone IB LLC or IB UK customer holds a short position in the contract assigned, that customer is
automatically allocated the assignment and no lottery is needed.

4. 1If more than one IB LLC or IB UK customer holds a short position in the contract assigned, the 1B System
runs an automated random lottery to determine the allocation of quantities that are to be assigned to each IB
LLC or IB UK customer. The IB System shall:

a. Assign two sequence ranges to each customer’s holdings (see Exhibit A).

b. Generate a random 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:

» Initialize the Oracle random number generator with the system time (HH24MISS)
» 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 lottery to be run.)

5. The IB 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 assigned has been satisfied.

6. The IB 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
Interactive Brokers LLC (“IB LLC”) by OCC.

1. Assigned Security numbers to each Security:

No. of Contracts Assigned Security Numbers

Customers held at OCC 1* Range 2" 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 1000 0156-1155 1342-2341
H 1 1156 2342
| 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
Customer Held at OCC Options Contracts
A 1 0
B 50 0
C 100 0
D 2 0
E 1 0
F 1 0
G 1000 50
H 1 0
| 10 0
J 20 0

(éa]
o

Total at OCC 1186




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, 1B 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.



Interactive Brokers LLC
Business Continuity Plan Disclosure

I. 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;

Identifies the firm's Disaster Recovery Site(s) and the methods that the firm would use to
recover particular data and operations at the site;

Identifies important firm operations and where applicable, describes how those operations
could be re-established in the event of a disruption;

Identifies the means by which IB will provide customers prompt access to their funds and
securities and/or the ability to transfer their funds and positions to another broker or futures
commission merchant in the event of a disruption of such magnitude that IB does not intend
to continue business; 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 re-
establishing 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 (Chicago, London,
Hong Kong and Zug, Switzerland). 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 the branch office likely would temporarily lose the
ability to connect to the trading system. This likely would last only briefly, as connections for
these customers could be reestablished through other IB offices in as little as a matter of
hours. Recovery time probably would be minimal (measured in hours or days). Customers
would still have the ability to place trades by telephone during the temporary outage.
Customers’ access to account functions other than trading (e.g., deposits and withdrawals,
account management, etc.) likely would be unaffected, as connections for many internet
based functions other than trading are not 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 of 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, 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 localized failures in a branch
office would have a substantial negative impact on the firm's ability to respond to customer
needs. Recovery time would be minimal.

III. Headquarters Disruption

In the Event of a Modest 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 Very Significant Disruption at IB’s Headquarters: IB's response to a
very 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 intends to recover, at its Disaster Recovery Site(s),
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 should 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 period of, for example, a terrorist attack resulting in the
destruction of the firm’s Greenwich headquarters, the firm does not anticipate that customers
could continue to place new trades. 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 2 to 5 days of a total loss of its headquarters
operations. Thus, while they could not trade, we anticipate that, within this 2 to 5 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 were
unaffected by, for example, the terrorist attack. Although IB’s Business Continuity Plan is
designed to provide customer access to funds and securities within 2 to 5 days, 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 very 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 at IB
headquarters, IB anticipates that customers would continue to be able to contact IB
telephonically. Of course, in the event of a significant outage or major terrorist or other
disaster affecting the markets, large numbers of customers likely would try to contact IB at
the same time, potentially causing major delays.

Beyond the initial aftermath of a very significant disruption or total loss of the firm’s
headquarters (i.e., in the time period after the first 5 days), 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 the firm
would determine whether to restore full brokerage operations or to discontinue brokerage
operations and require its customers to transfer their accounts to another broker.

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 II (Branch Office
Disruption) above. Since no two IB branch offices are located in the same city or region, we
expect that the disruption’s effects would be limited (see Section II 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 III (Headquarters Disruption). IB’s
Disaster Recovery Site(s) are not located in the same city or region as the firm’s
headquarters.

V. Important Disclaimers

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 will 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 an updated disclosure by mail, please contact the IB Document Processing
Department at newaccounts@interactivebrokers.com.
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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.

www.interactivebrokers.com Page 2/3


http://www.interactivebrokers.com/download/SSF_Risk_Disclosure.pdf
http://www.interactivebrokers.com/download/SSF_Risk_Disclosure.pdf
http://www.interactivebrokers.com/download/SSF_Risk_Disclosure.pdf
http://www.interactivebrokers.com/download/SSF_Risk_Disclosure.pdf
http://www.adobe.com/
http://www.interactivebrokers.com/download/SSF_Risk_Disclosure.pdf
http://www.interactivebrokers.com/download/SSF_Risk_Disclosure.pdf

(1) 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.

2 of 25



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 regulatory 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. Whatis 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
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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 compaosition 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 Commaoadity 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. If NSCC does not reject
the transaction by a time specified in its rules, settlement is effected pursuant to the rules of
NSCC within the normal clearance and settlement cycle for securities transactions, which
currently is three business days.

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.

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
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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.
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.
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Position 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
the importance of tax considerations to transactions in security futures, readers should consult
their tax advisors as to the tax consequences of these transactions.
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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 commaodity 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.

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).
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llliquid 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.

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.
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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 narrow-based index.

Volume — the number of contracts bought or sold during a specified period of time. This figure
includes liquidating transactions.

October 2010
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Australian Futures Risk Disclosure Statement

Corporations Regulations
Schedule 2

Form 804
Corporations Law

RISK DISCLOSURE STATEMENT

This statement is given to you as required by section 1210 of the Act.

The risk of loss in trading in futures 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 futures broker to establish
or maintain a position in a futures market.

(b)If the futures 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)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).

(d)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

(e)A 'spread’ position is not necessarily less risky than a simple 'long’ or 'short’ position.

(f)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.

(9)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.

This statement does not disclose all of the risks and other significant aspects involved in trading on a futures
market. You should therefore study futures trading carefully before becoming involved in it.

*1/We confirm that *1/*we have read and understand this risk disclosure statement and that the futures
contracts trading terms used in it have been explained to *me/*us by the giver of this statement.



Euronext Amsterdam Derivative Markets Risk Disclosure Statement

Between, the Customer (“Client”) and Interactive Brokers LLC, Interactive Brokers (U.K.) Ltd and Interactive Brokers
Canada Inc (collectively “Broker™).

Whereas as the Client intends to give the Introducing Broker orders for option transactions and future transactions on

the derivatives exchange (hereinafter referred to as Euronext Amsterdam Derivative Markets) maintained by Euronext
Amsterdam N.V. (hereinafter referred to as Euronext Amsterdam), which the Introducing Broker intends to execute for
Client's account and risk; agree to the following

1. Client agrees that the Introducing Broker has made available on its website:

= an copy of the Explanatory Memorandum Options and Futures including Appendices

= the notification times or cutoff times until which the client can trade/instruct for exercise/instruct for delivery any
expiring options or futures

= a description of the assignment method that will be used when clients with short positions in Options are assigned.
Client certifies that he is fully aware of the above information or documents.

2. Client understands his rights and obligations and the risks involved in making an investment in Options and
Futures;

3. Client is able to sustain the loss which may result from any contemplated investment in Options and Futures;

4. Client acknowledges that he shall have no claim against Euronext Amsterdam or any Clearing Organisation on
account of any action taken by them in accordance with the Rules or the Clearnet Rule Book in effect from time to
time and that such disclaimer shall be for the benefit of Euronext Amsterdam and the Clearing Organisations;

5. if applicable, Client shall pay the Premium or provide and maintain margin to the extent determined by Euronext
Amsterdam from time to time;

6. Client shall accept that his rights and obligations shall be as established by the Rules and the Clearnet Rule Book
from time to time in effect and shall accept amendments or adjustments made by Euronext Amsterdam or a Clearing
Organisation with respect to the Rules or to outstanding Option Contracts or Future Contracts;

7. after the "Client-cut-off-time", and unless instructed otherwise by the Client, the Broker shall be obliged to take
such action in respect of expiring long positions held at the order and for the account of the Client as may reasonably
be expected to produce the most advantageous result for the Client, whether by exercising, closing or allowing an
Option position to expire;

8. until transfer of his relationship to another Broker, or if the Client is not a Public Order Correspondent Member to
another Public Order Correspondent Member the Client shall close out or exercise his open long positions only through
the Broker;

9. Client irrevocably authorises the Broker in the name and/or for the account of the Client:

= to report positions, give other information, observe limits or close positions in accordance with the Rules;
= to cause Options to be exercised and/or settled in accordance with the Rules;

« and to do such other things as may be required in accordance with the Rules;

10. Client shall not exercise directly any rights arising in connection with any order for an Option or Future against the
Clearing Member executing the order for the Broker, except if the Broker is in default to the Client or is unable to meet
its obligations promptly, and that the Clearing Member concerned shall have the right to claim the benefit of such
limitation on the Client.
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Explanatory memorandum -
options and futures



The purpose of this explanatory memorandum is to
provide investors and other interested parties with
information about the options and futures that are listed

on Euronext Amsterdam Derivative Markets N.V.

If this explanatory memorandum is distributed in
connection with the conclusion of an options agreement
or client agreement, it should be an original copy.

This document cannot be reproduced for this purpose.

In this explanatory memorandum, Euronext Amsterdam
Derivative Markets N.V. is referred to as the derivatives

market.

No section or clause of this explanatory memorandum

may be regarded as creating any right or obligation.

Rights and obligations in respect of the trade in derivatives
at Euronext shall depend solely on the rules and regulations
of Euronext and the organisations which are responsible

for clearing derivatives traded on this market.



What is an option?

An option gives the buyer the right, during a fixed period, to buy
(call option) or sell (put option) a specified amount of the underlying
value at a fixed price.

At Euronext’s derivatives market, options are traded on various
underlying values such as shares, share indices, bonds, currencies and
precious metals. The contract specifications of all option classes are
contained in the appendix to this explanatory memorandum.

What is a futures contract?

A futures contract is an agreement to buy or sell a commodity or

a financial instrument to be delivered by the seller to the buyer on a
specified date in the future. The price is fixed when the contract

is concluded. On Euronext’s derivatives market, futures are traded on
various financial instruments such as share indices and currencies.
The instruments on which the futures are based are known as the
underlying values.

This explanatory memorandum only covers options and futures

and does not include information about products such as warrants,

other special products or flex options. Information about these products

is available in other brochures.




2.1 How does an option work?

An investor who buys an option concludes what is known as a opening
buy transaction and is called the buyer. An opening buy transaction creates
a long position in call or put options. Each option gives the holder the

right to buy (call option) or sell (put option) a specified amount of the
underlying value at a fixed price. The investor can liquidate this position

by means of a closing sell transaction.

An investor who sells an option is called a writer. The writer concludes

an opening sell transaction which creates a short position in call or put
options. The writer of an option has the obligation, if assigned, to sell

(call option) or buy (put option) a specified amount of the underlying value
at a fixed price. However, exercising some types of options does not result
in physical delivery of the underlying value but in cash settlement.

An investor who has previously sold (written) an option but wants to be

released from the resulting obligation to buy or sell the underlying value

can do so by means of a closing buy transaction. Writers can do this until
they have been assigned, i.e. called upon to meet their obligations.

When investors write call options on an underlying value that they own
(and have therefore agreed to sell at a fixed price if assigned to do so),

the options are regarded as covered options. Investors can also write call
options without actually owning the underlying value. If the option is
exercised, the writer has to buy the underlying value before delivering it to
the buyer. In this case, the option is called a naked option. Written put
options are always naked options.



Euronext only allows investors to write naked options if they deposit
sufficient collateral (margin).

There is no direct relationship between the buyer and the writer of
an option. Euronext’s options clearing division ensures that the rights and
obligations of investors remain in balance.

Because the options clearing division acts as the counterparty to both
the buyer and the seller of the option, it takes over the rights and
obligations resulting from the options from its clearing members.
Clearing members are members of Euronext which are responsible for,
among other things, the financial and administrative settlement of
transactions in options.

Clearing members must, in turn, meet their obligations towards the
introducing broker that executes the order on behalf of the investor.
Introducing brokers are members of Euronext that pass orders to
executing brokers. The options clearing division does not guarantee the
solvency of the introducing broker that acts on the investor’s behalf.

There are risks involved in buying and selling options. Investors should
not buy options unless they can afford to lose the premium they have to
pay. Nor should they write naked options if they are not in a position to
sustain a substantial financial loss.

Euronext monitors compliance with its rules and regulations and has the
authority to examine all information relating to orders and transactions.
This information may include the identity of the introducing brokers,
clearing members, traders and investors involved in orders and
transactions. In extraordinary circumstances, this type of information
may be made available to the police and the authorities, for instance in
the case of suspected insider trading.




Euronext has concluded agreements with a number of other exchanges.
This means that it can pass information on to other foreign or domestic
exchanges or regulators if this is necessary or desirable in connection with
the detection and prevention of violations of its rules and regulations or
improper activities.



3.1 Standardisation

The options that are traded on the derivatives market meet certain
standard conditions. The contract size, lifetime, expiration date and
exercise price are standardised. The option premium is the only variable
element. Option premiums are quoted as the amount payable for each
unit of the underlying value (please see Euronext’s reference book).

The contract size is the quantity of the underlying value that corresponds
to one option contract. The contract size is based on the trading unit
and the pricing unit. The reference book states this information for each
type of option.

The lifetime of an option is the maximum period during which the option
represents a right. At the end of this period the option has no value.

The lifetime of options traded on Euronext’s derivatives market varies
from one month to five years. The lifetime of each option class is stated
in the reference book.

The last day of trading in an option is the last day on which it is possible to
trade in an expiring option series. For most classes this is the third Friday
of the expiration month. If the markets are closed on the third Friday of the
month, the last day of trading in the option series is the last day of trading
before the third Friday of the expiration month (see also the reference
book).

After trading has stopped in an expiring series, the right to buy or sell the
underlying value can still be exercised, in most cases up to the day after
the last day of trading. Your introducing broker may, however, observe
different cut-off times. The cut-off time for selling an option is stipulated in
the options agreement that you have concluded with your introducing
broker. Other exceptions are detailed in the reference book.




The introducing broker is required to pass on to the options clearing
division the exercise instructions received from its clients. If an option is
exercised on the day after the last day of trading, the exercise instruction
must be received by the options clearing division before | p.m.

Each introducing broker is free to set a different, earlier cut-off time for
submitting exercise instructions or orders for transactions in expiring
series. Introducing brokers must inform their clients of these cut-off
times.

The exercise price is the price at which the holder (i.e. buyer) of the
option can buy or sell the underlying value when the option is exercised.
The exercise price is stated as an amount payable for each unit of the
underlying value.

When Euronext announces the introduction of options with a new
expiration month, it sets a number of different exercise prices which are
close to the market price of the underlying value at that time.

Euronext sets the interval between the exercise prices for each option
class individually.

In normal circumstances, once an option series has been listed by Euronext
it will continue to be traded until the expiration date. Euronext can,
however, prohibit or restrict opening transactions in certain series.

3.2 Types of options

There are two types of options: American style and European style.

An American-style option can be exercised at any time during the option’s
lifetime. A European-style option can only be exercised on the expiration
date, although open positions in these options can be closed before
expiration. The reference book provides details of whether a particular
option is American or European style.



3.3 Exercising options

After being exercised options can be settled in two ways: by means of
either physical delivery or cash settlement. In most cases, exercising an
option results in the physical delivery of the underlying value.
However, a number of options are settled in cash on the basis of the
difference between the exercise price and the settlement price.

The form of settlement used for each option class and, where applicable,
the method used to calculate the settlement price is detailed in the
reference book.

3.4 Underlying values

The financial instruments on which options are traded — the underlying
values — are selected by Euronext. When selecting new option classes,
Euronext gives preference to underlying values that are widely held and
actively traded, particularly on official exchanges. Other criteria are also
taken into account, such as the distribution of the ownership of the
relevant instrument, trading volumes and price volatility. Euronext notifies
issuers of shares on which options will be introduced of the fact that they
have been selected for this. In exceptional circumstances, Euronext may
decide to remove an option class from listing.

3.5 Currency

When Euronext selects a new option class, its first task is to establish
which market is the main market for trading in the relevant underlying
value. This is generally, though not necessarily, the home market, i.e. the
market in the underlying value’s country of origin. The currency of the
country of origin is usually the currency that is used at Euronext for
quoting premiums for options on a particular underlying value.




3.6 Option premium

The option premium (price) is based on supply and demand between
parties on the floor of the derivatives market. These parties generally base
premiums on the price of the underlying value and the option’s remaining
lifetime.

3.7 Adjustment

In the event of a capital restructuring, share split, rights issue or bonus issue
involving the issuer of shares on which options are listed, the underlying
value, trading unit, contract size and exercise prices of the affected option
series may be adjusted. Other events, such as a public bid for a listed
company, a merger or a liquidation, may also result in the adjustment of

the underlying value. As a rule, no adjustment is made when cash dividends
and dividends with a stock option are distributed.

Depending on the circumstances, the options clearing division may
sometimes decide that with effect from a particular date the shares of

a company that has been acquired by another and on which options are
listed are to be replaced by other shares (for example shares in the
company that made the acquisition). It may, however, decide that exercising
the option will result in cash settlement instead of the physical delivery

of the underlying shares, or that some other adjustment of the underlying
value and/or contract specifications is warranted. Euronext makes every
effort to ensure that information about such measures is provided as soon
as possible.



4.1 Making a profit

Buyers of options expect a change in the price of the underlying value.
The buyer of a call option hopes for a rise in the price, while the buyer of
a put option hopes for a fall. In both cases, the investor can make a
relatively larger profit with options than by investing a similar amount in
the underlying value, because only a small sum (the option premium) needs
to be invested to benefit in full from price movements in the underlying
value. This is known as leverage. If the price of the underlying value rises,
the price of call options will usually rise as well. Similarly, if the price of the
underlying value falls, the price of put options will usually increase.

This makes it possible for investors to make a profit on their options.

4.2 Earning extra income

An investor can also decide to write options in order to receive the option
premium. Investors who actually own the underlying value can obtain an
additional return on their portfolios in this way. However, if they are
assigned to deliver the underlying value, they must sell the underlying value
to the holder of the call option for less than its market value.When holders
of put options exercise their rights, the writers have to buy the underlying
value for more than its market value. The underlying value is bought and
sold through the options clearing division.With both call and put options,
the writer’s loss, though reduced by the option premium received, can be
very substantial if there is a major change in the market price of the
underlying value.




4.3 Protection against falls in value

Options also allow investors to protect themselves against falls in the
price of the underlying value. Maximum protection is obtained by buying
put options. Writing call options gives investors partial protection against
decreases in the price of the underlying value, but in this case protection
is limited to the amount of premium received.

4.4 Fixing the purchase or selling price of the underlying value

Options also make it possible to fix in advance the price at which the
underlying value may be traded at some future date. For example,an
investor who wants to set a maximum purchase price will be interested
in buying call options. An investor who wants to set a minimum selling
price will be interested in buying put options.



5.1 Buying call options

5.1.1 Principle

Buyers of call options can benefit from increases in the price of the
underlying value during the lifetime of their options because they have
the right to buy the underlying value at a fixed price.

5.1.2 Possibilities

If the price of the underlying value rises, the option holder must take
steps to realise the profit on the option. There are two possibilities:
Investors can sell their options on the derivatives market. In this case,
the holder is more interested in the increase in the option premium
than in acquiring the underlying value. In general, the price of a call
option increases in line with the price of the underlying value.

The profit in this case consists of the proceeds from the sale less the
original option premium and transaction costs. Because of leverage,

a small rise in the price of the underlying value can generate a high
profit (in percentage terms) on the original investment.

Investors can exercise an American-style option at any time during the
lifetime of the option. A European-style option can only be exercised
on the expiration date. Depending on the specifications of the option,
the underlying value is delivered when the option is exercised, or
settlement takes place in the form of cash.




5.2

5.1.3 Risk

If there is no increase in the price of the underlying value, call option
holders can lose their entire investment, i.e. the option premium plus
the transaction costs. This is the maximum possible loss that buyers
of call options can incur.

Buying put options

5.2.1 Principle
Buyers of put options can benefit from falls in the price of the
underlying value which may occur during the lifetime of their options.

5.2.2 Possibilities

If the price of the underlying value falls, put option holders who wish
to profit from this can choose between the following alternatives:
They can sell their options on the derivatives market. In this case,

the profit consists of the increase in the option premium. In general,
the price of a put option increases as the price of the underlying value
falls. The profit consists of the proceeds from the sale less the original
option premium and transaction costs. Because of leverage, a small

fall in the price of the underlying value can generate a high profit

(in percentage terms) on the original investment.

An American-style option can be exercised at any time during the
lifetime of the option. A European-style option can only be exercised
on the expiration date. Depending on the option specifications,

the underlying value is delivered when the option is exercised,

or settlement takes place in the form of cash.



5.2.3 Risk

If there is no fall in the price of the underlying value, put option
holders can lose their entire investment, i.e. the option premium plus
the transaction costs. This is the maximum possible loss that buyers
of put options can incur.



6.1 Writing call options

6.1.1 Principle

Writers of call options take on the obligation to sell the underlying
value at the exercise price, if assigned to do so. In return, they receive
the option premium.

6.1.2 Possibilities

6.1.2.1 Writing covered call options

The main objective for investors who write call options on an
underlying value which they own (covered call options) is to obtain an
extra return on their investment portfolio by receiving the option
premium. A consequence of this is that the investor must accept the
risk of having to sell the underlying value at a price agreed to in
advance.

If the price of the underlying value falls below the exercise price,

the option will probably expire without being exercised and the writer
will retain the premium. The writer can also liquidate a position by
concluding a closing transaction on the derivatives market.

However, if the price of the underlying value rises above the exercise
price, there is a good chance that the call option will be exercised.
The writer will then be required to deliver the underlying value.

In addition to earning premium income, investors may decide to write
call options as a means of fixing a selling price for the underlying value.
The selling price is then equal to the exercise price plus the premium
received, less costs. If the option is not exercised, the investor will not
have to sell the underlying value.



6.1.2.2 Writing naked call options

Investors who write call options on underlying values which they do
not own (naked call options) should be aware that they run a
potentially unlimited risk.

If the price of the underlying value rises above the exercise price,
there is a good chance that the call option will be exercised. Writers
will then be required to sell the underlying value at the exercise price.
Because writers of naked call options do not own the underlying
value, they will have to buy it first at the market price, which will be
higher than the exercise price. The increase in the price of the
underlying value can, in theory, be unlimited, which means that the
writer of a naked call option runs an unlimited risk.

Writers of naked call options must therefore have the financial means
to purchase and deliver the underlying value if the option is exercised.
To guarantee this, they have to provide an amount of margin specified
by Euronext.The margin system is explained in Euronext’s brochure
on minimum margin requirements.

6.1.3 Risk

Because of the large losses which may be incurred, writing call options
is only suitable for experienced investors that have the financial means
to sustain such losses. The extent of the writer’s risk depends largely
on whether the options are covered or naked.

Writers must therefore provide collateral. If the options are covered,
the underlying value is held in a blocked account. If the options are
naked, margin must be deposited. Writers of call options (covered or
naked) who expect to be required to deliver the underlying value
because of a rise in its price may be able to avoid delivery by
concluding a closing buy transaction on the derivatives market before
being assigned to make the delivery.




6.2 Writing put options

6.2.1 Principle

Writers of put options take on the obligation to buy the underlying
value at the exercise price, if assigned to do so. In return, they receive
the option premium.

6.2.2 Possibilities

The main objective of investors who write put options is to receive
the option premium. A consequence of this is that the investor has to
accept the risk of having to buy the underlying value at a price agreed
to in advance.

If the price of underlying value rises above the exercise price, the
option will probably expire without being exercised and the writer
will retain the premium. As long as the option has not been exercised,
the writer can liquidate the option position by concluding a closing
transaction on the derivatives market.

However, if the market price of the underlying value drops below the
exercise price, the put option may be exercised. The writer will then
be required to buy the underlying value at a price that is higher than
the current market price.

In addition to making a profit on option premiums, the investor may
also consider writing put options as a means of fixing a purchase price
for the underlying value. The purchase price is then equal to the
exercise price less the option premium, plus costs. If the option is not
exercised, the underlying value will not be delivered and the investor
will keep the profit earned on the option.



6.2.3 Risk

The writer of a put option accepts the risk of having to buy the
underlying value at a price that is substantially higher than the current
market price.

A written put option is always naked. The investor must therefore
have the financial means to pay for the underlying value in the event
that the option is exercised, and hence has to provide the margin
specified by Euronext.

Writers of put options who expect to have to take delivery of the
underlying value because of a fall in its price can avoid doing so by
concluding a closing buy transaction on the derivatives market before
being assigned to take delivery.




Investors who wish to buy or sell an option can place an order with an
introducing broker. Every investor must sign an option agreement before
conducting any transactions. If the introducing broker also manages the
investor’s portfolio, the investor must also sign a portfolio management
agreement.

7.1 Orders

An order must specify the option class, the type of option (put or call),

the expiration month, the exercise price and the number of contracts to be
bought or sold. The order must also indicate whether it is an opening or
closing transaction. Investors can also set a limit on the price at which they
are prepared to buy or sell options.

An introducing broker can require collateral from the investor, in cash or
another form, before accepting any orders. In the case of written options,
the introducing broker has to obtain collateral from the investor.

Euronext cannot guarantee that there will always be a market of sufficient
size in every option series to enable an investor to liquidate an open
position at the price they want. It also cannot guarantee that a favourable
movement in the price of the underlying value will enable the holder of an
option to sell it at a profit. The option premium depends not only on the
expected movement in the price of the underlying value, but also on
factors such as the remaining lifetime of the option and supply and demand
in that particular option series.



7.2 Commission

Introducing brokers charge their clients commission for buy and sell
transactions concluded on the derivatives market. Investors are advised to
ask their introducing broker what amount of commission will be charged in
a particular case and whether or not there are other fees or taxes that
should be taken into account.

7.3 Transaction confirmation

Investors should be aware that the primary evidence of their rights and
obligations consists of an entry in the records kept by their introducing
broker. Members of Euronext are therefore required to provide written
confirmation of each option transaction conducted by them on behalf of
their clients. Investors are advised to check these confirmation reports
carefully and to report any errors or objections immediately.

7.4 Position statements

Members of Euronext must also provide each client on request with a
statement showing the client’s open positions in each option series.
Exemption from this obligation may be granted if the confirmation report
for each new transaction also shows the client’s overall position in that
particular series. Investors can only exercise options or conduct closing
transactions via the introducing broker through which they opened the
relevant option position. They may, however, submit a written request for
their position in the books of their current introducing broker to be
transferred to another Euronext member that is prepared to take over
their position.




7.5 Position limits

Euronext is authorised to set limits on the maximum number of options
that can be held or written by investors acting on their own or jointly
with others. Introducing brokers are required to inform their clients of
the limits in force at the time an order is given. Euronext can decide that
positions which exceed these limits must be liquidated. Purchased call
options belong to the same side of the market as written put options
(buy side) and together may not exceed the relevant limit. Similarly,
purchased put options belong to the same side of the market as written
call options (sell side) and together may not exceed the relevant limit.
The reference book states the position limits applying to members of the
public at the time of publication.

7.6 Collateral

Writers of covered call options must deposit an amount of the underlying
value that is sufficient to cover the potential obligations arising from their
option transactions.

Euronext allows investors to write naked call options. Writers of these
options hope to collect the option premium without having to deliver the
underlying value. They will, of course, have to provide sufficient collateral
(known as margin) if they follow this high-risk strategy, because they have
to be able to deliver the underlying value at the exercise price if the option
is exercised.

Euronext permits the writing of naked call options so long as margin
is provided. The minimum margin requirements are calculated by
Euronext and published each day in the Dutch Daily Official List
(Officiéle Prijscourant).



Written put options are always naked. Writers of put options must
therefore always comply with the margin requirements set by Euronext.
Before conducting any option transactions, investors should be fully aware
of the precise conditions which will be applied by their introducing broker
when calculating the margin to be provided. This margin may be higher
than the minimum margin required by Euronext.

7.7 Segregation of assets

Introducing brokers that are established in the Netherlands but are not
registered as credit institutions with the Dutch central bank are not
permitted to hold positions and funds on behalf of clients, with the
exception of certain professional investors. In such cases, the position
resulting from an option transaction is transferred as quickly as possible to
an introducing broker or clearing member which is authorised to trade on
the derivatives market and which is also registered with the Dutch central
bank. Investors must conclude a special agreement (referred to as a
tripartite agreement) when entering into a relationship with their
introducing broker.




8.1 Exercising options

Investors who wish to exercise an option must inform their introducing
broker. The deadline for doing so is specified in the option agreement that
every investor concludes with their introducing broker. In the case of cash
settlement, no underlying value is delivered. Instead the contract is settled
in cash on the basis of the difference between the exercise price and the
settlement price.

The investor’s exercise instruction is then passed on to the options
clearing division. Exercise instructions are irrevocable. Once the options
clearing division has received these instructions, holders of exercised call
options must pay their introducing broker the exercise price (multiplied by
the contract size) for the underlying value. Investors who exercise put
options have to deliver the underlying value, in return for which they
receive the exercise price.

8.2 Exercise limits

Under its rules, Euronext is authorised to set limits on the number of
options that may be exercised by an individual option holder within a
specified timeframe. Before conducting any option transactions, investors
should ask their introducing broker for details of the limits that will apply
to them. Put and call options are considered separate classes and are

not added together when checking these limits. The reference book lists
the exercise limits applying to members of the public at the time of
publication.



8.3 Assignment procedure

When options are exercised, a writer is selected at random to deliver

the underlying value (call option with physical delivery), buy the underlying
value (put option with physical delivery), or arrange cash settlement
(cash-settlement contract).

Introducing brokers inform writers of options as quickly as possible of
the fact that they have been assigned to sell the underlying value

(call option with physical delivery), buy the underlying value (put option
with physical delivery) or arrange cash settlement (cash-settlement
contract).

8.4 Delivery of and payment for the underlying value

The underlying value must be delivered to a financial institution/custodian
nominated by the options clearing division. Payment must be made to a
bank specified by the options clearing division.

Shares that are delivered as a result of an equity option being exercised and
which were listed cum-dividend on the day the option was exercised must
be delivered cum-dividend. Shares that were listed ex-dividend on the day
the option was exercised must be delivered ex-dividend.

The options clearing division reserves the right to decide in specific
situations that exercised options are to be settled in cash and not by
means of physical delivery. Settlement then takes place on the basis of

a settlement price calculated by the options clearing division. While the
situation lasts, investors who have exercised options or have been assigned
lose the right to insist on the delivery of the underlying value.




8.5 Commission on delivery

When the underlying value is delivered as a result of exercising and
assignment, introducing brokers charge the standard market commission
for the underlying value.

Investors are advised to ask their introducing broker how much
commission will be charged in a particular case and whether there are
any other fees or taxes that have to be taken into account.



9.1 How do futures work?

Investors can buy and sell futures that are traded on the derivatives market
by placing an order with an introducing broker. Buying a future is known

as an opening buy transaction. This creates a long position, which is also
called a buy position. An investor with a long position has agreed to
purchase the underlying value at a fixed date in the future. In this context,
investors should note that all the financial futures that are currently listed
are cash-settlement contracts.

In this memorandum, holders of long positions are referred to as buyers.
In principle, buyers make a profit when their futures rise in price and lose
money when their futures fall in price. Buyers can liquidate long positions
by selling their futures. Such transactions are referred to as a closing sell.

Investors that sell a futures contract conduct an opening sell transaction.
Investors can sell futures without first buying them. An opening sell creates
a short position, which means that the investor has agreed to sell the
underlying value at a fixed date in the future.

In this memorandum, holders of short positions are referred to as sellers.
Sellers make a profit when their futures fall in price,and lose money when
their futures rise in price. Sellers can liquidate short positions by buying
futures. Such transactions are referred to as a closing buy.

The price of a futures contract is not always the same as the market price
of the underlying value. In addition to the market price, other factors,
including market sentiment, interest rates and dividends or coupons
distributed on the underlying value, affect the price of a futures contract.
As a result, the price of a futures contract does not always move in
proportion to rises and falls in the market price of the underlying value.




When trading futures, the investment needed to open a position is only
the initial margin required by Euronext. This margin serves as collateral
to ensure that the obligations attached to the futures contract will be
met. The margin, which is the same for buyers and sellers, is paid back
if the position is closed. Euronext sets minimum margin requirements,
but introducing brokers are free to set higher margin requirements.
Euronext is at all times authorised to increase the minimum margin
requirements.

Profits and losses are calculated every day and settled immediately in

cash on the basis of the closing price of the relevant futures contract.

The investor must immediately make up any losses by depositing additional
margin, known as variation margin. Profits and losses are settled daily,

as the profit or loss of just one day may exceed the amount of initial
margin deposited. It is also important for investors to ensure that they
have sufficient funds to pay for variation margin. Investors should not trade
in futures unless they are capable of withstanding a substantial financial
loss.

9.2 Example

On the third Wednesday in November the level of the AEX index is 465.
An investor expects the level of the index to rise and buys two FTI
November contracts. These are futures on the AEX index that expire on
the third Friday of November. Each FTI contract represents the level of the
index multiplied by 200. Every one-point change in the level of the index
leads to a profit or loss of € 200 per contract.

If the initial margin required for an FTI contract is € 9,720, an investor
who holds two contracts must provide the following initial margin:

2 x € 9,720 = €19,440



In this case, the value of the investment, in which the index represents
a share portfolio, is as follows:

2 contracts x 200 x € | x 465 = € 186,000

To invest in the share portfolio represented by the index and thus obtain
the same profit potential, the investor would have had to pay € 186,000
instead of € 19,440. The prospect of a high return on a relatively small
investment is known as leverage.

The investor’s initial investment and its development are explained below.

Wednesday

The AEX index stands at 465 points. The investor buys two FTI November
contracts priced at 466. The price of the future is not the same as the level
of the AEX index.

During the day, prices rise. At the end of the day, the AEX index has risen
to 467 points, and the closing price of the November FTI contract is
467.50. Profits and losses are immediately settled in cash. At the end of the
first day, the price at which the position was opened is compared with the
closing price of the futures contract to determine the investor’s profit.

|5 points price gain x 2 contracts x € 200 per point = € 600

Thursday

On Thursday the AEX index rises by 4 points and closes at 47| points.
However, the price of the November FTI contract does not always follow
the index precisely. Today, the FTI contract rises 3 points, not 4,and closes
at 470.50.When this closing price is compared with the previous day’s,
the price gain is as follows:

470.50 — 467.50 = 3 points




The investor’s profit is as follows:
3 points price gain x 2 contracts x € 200 per point = € 1,200

Friday

This is the third Friday in November and the last day of trading in the
November FTI contract. Instead of selling his futures, the investor decides
to have his open futures position settled via Euronext. This is only possible
after the close of the last day of trading and is done at the settlement price.
The settlement price is fixed by Euronext’s derivatives market, and in the
case of the FTI contract is based on the level of the AEX index calculated at
fixed intervals on the last day of trading. The settlement price on this
particular Friday is 469. Given the closing price on Thursday, the investor
has lost |.5 points (470.50 — 469). On other days, he would have to make
the following additional margin deposit (variation margin):

|5 points price loss x 2 contracts x € 200 per point = € 600

However, because the position has been settled, the margin can be
released.

The final profit is the aggregate of the results from Wednesday, Thursday
and Friday:

Profit = € 600 + € 1,200 — € 600 = € 1,200
In other words, because the price at the time of the opening buy
transaction was 466 but the settlement price is 469, on balance the

investor has made the following profit:

3 points x 2 contracts x € 200 =€ 1,200



9.3 Options clearing

There is no direct relationship between the buyer and the seller of a
futures contract. The only legal relationship the investor enters into by
means of an opening buy or sell transaction in futures is with the
introducing broker that holds their open position in futures. In turn, the
introducing broker has a legal relationship with its clearing member.
Clearing members are members of Euronext which are responsible for,
among other things, the settlement and administration of futures contracts.

There are a number of clearing members, all of which have a legal
relationship with the options clearing division. This structure means that
open futures positions only result in obligations on the part of the options
clearing division towards clearing members. Clearing members hold futures
positions in their own name but for the account and risk of introducing
brokers. Neither the options clearing division nor the clearing members
can guarantee the solvency of the introducing broker that acts on the
investor’s behalf.

9.4 Segregation of assets

Introducing brokers that are established in the Netherlands but which are
not registered as credit institutions with the Dutch central bank are not
permitted to hold positions and funds on behalf of clients, with the
exception of certain professional investors. In such cases, the position
resulting from a futures transaction must be transferred as quickly as
possible to an introducing broker or clearing member which is authorised
to trade on the derivatives market and which is also registered with the
Dutch central bank. Investors must conclude a special agreement (referred
to as a tripartite agreement) when entering into a relationship with their
introducing broker.




10.1 Standardisation

The futures that are traded on the derivatives market meet certain
standard conditions. The underlying value, contract size, trading currency,
last day of trading and delivery or settlement conditions are standardised.
The price of the futures contract is the only variable element, and can be
negotiated on the floor of the exchange.

10.2 Underlying value and contract size

The financial instruments on which futures are based, such as share indices
and currencies, are known as underlying values and are selected by
Euronext. When selecting new futures contracts, Euronext gives
preference to underlying values that are widely held and actively traded.
The contract size is the quantity of the underlying value that corresponds
to one futures contract.

In exceptional circumstances, Euronext may decide to remove a futures
contract from listing. In the event of a capital restructuring, share split,
rights issue or bonus issue, or in other exceptional circumstances affecting
the underlying value of the futures contract, the underlying value may be
adjusted. The contract size of a futures contract and the number of futures
that an investor holds may also be changed. Other events, such as a public
bid for a listed company, a merger or a liquidation, may also result in the
adjustment of the underlying value. As a rule, no adjustment is made when
cash dividends and dividends with a stock option are distributed.



10.3 Last day of trading

The last day of trading in a futures contract is the last day on which it is
possible to trade in an expiring contract. Both opening and closing
transactions can be concluded up to the time that a futures contract
expires. In very exceptional cases, however, Euronext can prohibit opening
transactions in certain futures.

10.4 Settlement

In the case of cash-settlement contracts, all futures positions that are still
open at the end of the last day of trading are settled in cash on the basis of
the settlement price calculated by Euronext. Buyers and sellers of futures
who wish to avoid cash settlement have to close their positions by the last
day of trading.




11.1 Making a profit

Buyers and sellers of futures expect a change in the price of the underlying
value. Buyers of futures hope for a rise in the price, while sellers hope

for a fall. Investors who accurately predict price movements can therefore
make a profit.

The margin that has to be provided is much less than the amount to which
the futures contract relates. As a result, it is possible to earn — or lose —

a relatively large amount of money with a limited amount of starting capital.
This is known as leverage. Leverage works in both directions, which means
that an investor can not only earn a proportionately much larger profit
with futures, but can also suffer a proportionately much greater loss than

if the same amount of capital had been invested directly in the underlying
value. In theory, the price of a future can rise or fall by an unlimited
amount,and so the risk run by investors in futures is, in theory,

unlimited.

11.2 Protection against changes in value

Futures also allow investors to protect themselves against unwanted
changes in the price of financial instruments. This is known as hedging.

A hedge transaction ensures that the investor is immune to unwanted
changes in the price of the underlying value. There are two types of hedge
transactions: long hedge and short hedge.



If an investor plans to buy certain financial instruments at some time in the
future, he or she can buy futures now as protection against future increases
in the price of the underlying value. The investor’s aim is to ensure that all
or part of any increase in the price of the financial instrument can be offset
by a profit on the futures that have been purchased. This transaction is a
long hedge.

Conversely, investors who already own certain financial instruments can
protect themselves against a fall in prices by selling futures. Here the aim is
to ensure that all or part of any decline in the value of the financial
instruments can be offset by a profit on the futures that have been sold.
This transaction is a short hedge.

In a long hedge transaction, the investor hopes that any losses on the
futures will be offset by a change in the price of the underlying value that
is held or will be purchased. In a short hedge transaction, the investor
expects that a change in the price of the futures will offset any loss on the
underlying value. However, a hedge position is not free of risk. With a long
hedge, for example, any loss on the futures is immediately settled in cash,
while any profit resulting from a change in the price of the underlying value
cannot be collected until the underlying value is sold. This means that
even with hedge transactions investors must be in a position to withstand
losses on their futures positions. Furthermore, the price of futures
contracts does not change in line with the price of the underlying value.




12.1 Placing an order

Investors can buy or sell futures that are traded on the derivatives
market by placing an order with an introducing broker. In some
circumstances, other parties are also authorised to act as intermediaries.
The right to execute orders is, however, restricted to introducing
brokers. Investors should contact Euronext if they are not certain
whether or not they are dealing with an official introducing broker that
is a member of Euronext.

12.2 Orders

An order must specify the name of the relevant futures contract,
the contract month and the number of futures to be bought or sold.
The order must also indicate whether it is an opening or closing
transaction. Investors can also set a limit on the price at which they
are prepared to buy or sell futures. When a limit has been set on the
price, the order is called a limit order. Whether or not a limit order
can be filled is dependent on market conditions.



12.3 Collateral

Euronext can not guarantee that there will always be a market of sufficient
size to enable investors to liquidate their open positions in futures.

Introducing brokers always require that their clients provide collateral,

in cash or another form, before accepting buy and sell orders for futures
from them. The margins required by Euronext must be deposited and
maintained with the introducing broker for as long as the open position
exists, regardless of any interim profits or losses made by the investor.

If an investor fails to provide initial margin or variable margin on time,
the introducing broker has the right to close one or more open contracts
for the investor’s account and risk.

Investors who wish to conclude futures transactions should be fully
aware of the precise conditions which will be applied by their introducing
broker when calculating the minimum margin to be provided. This margin
may be higher than the minimum margin required by Euronext.

12.4 Commission

Introducing brokers charge their clients commission for the futures that
they buy and sell on the derivatives market. Euronext does not stipulate
the fees that are charged by introducing brokers. Investors are advised to
ask their introducing brokers what amount of commission will be charged
in a particular case and whether or not there are other fees or taxes that
should be taken into account.




12.5 Transaction confirmation

Investors should be aware that the primary evidence of their rights and
obligations consists of an entry in the records of their introducing broker.
Members of Euronext are therefore required to provide written
confirmation of each futures transaction conducted by them on behalf of
their clients. Investors are advised to check these confirmation reports
carefully and to report any errors or objections immediately.

12.6 Position statements

Members of Euronext must also provide each client on request with a
statement showing all of the investor’s open positions.

Investors can only request cash settlement or conduct closing transactions
via the introducing broker through which they opened the relevant futures
position. They may, however, submit a written request for their position

in the books of their current introducing broker to be transferred to
another introducing broker.

12.7 Position and reporting limits

Euronext is authorised to set limits on the maximum number of futures
that can be held by investors acting on their own or jointly with others.
Euronext can adjust these limits at any time. Introducing brokers

are required to inform their clients of the limits that are in force.
Euronext can decide that positions which exceed these limits must

be liquidated.



Introducing brokers are also required to report open positions that
exceed a certain level to Euronext. In exceptional circumstances,
Euronext can also require that the introducing broker concerned closes
the open position or reduces it to the level demanded by Euronext.

12.8 Insight into transaction data

Euronext monitors compliance with its rules and regulations and has the
authority to examine all information relating to orders and transactions.
This information may include the identity of the investors involved in
orders and transactions. In extraordinary circumstances, this type

of information may be made available to the police and the authorities,
for instance in the case of suspected fraud or insider trading.

Euronext has concluded agreements with a number of other exchanges.
This means that it can pass on information to other foreign or domestic
exchanges or institutions if this is necessary or desirable in connection
with the detection and prevention of violations of its rules or improper
activities.




Under its rules and regulations, Euronext can restrict trading in one or
more products,impose special conditions, or suspend or cease trading in
those products. Euronext can also decide to delete transactions.

This only happens in exceptional circumstances when Euronext decides
that these measures are necessary to maintain a fair and orderly market.

European-style options cannot be exercised before the expiration date.

If any special measures, as described above, have been introduced, holders
of in-the-money options may not be able to realise their profit when they
wish. The reference book states which options are European-style options.

In theory, trading in all types of options and futures may cease or be
suspended if trading on the market where the underlying value is listed is
disrupted. Trading in index products will usually cease if trading in the
underlying securities which make up the index is stopped or disrupted to
any extent, or if Euronext no longer has complete and uninterrupted
access to calculations of the level of the index.

Although highly unlikely, the derivatives market could be affected by a
telephone or communications failure or by a malfunction in its computer
systems. This could disrupt the market, causing investors and members to
sustain losses.



Euronext and its associated companies accept no responsibility for any
losses suffered by investors as a result of the circumstances described
above or for any other reason.

Euronext’s supervision of trading on the exchange floor does not
guarantee that irregularities cannot occur. Euronext accepts no
responsibility for any losses suffered as a result of such irregularities.

In accordance with European guidelines, the supervision of Euronext
members that are active abroad or are not based in the Netherlands is
partly the responsibility of the relevant foreign regulators.
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-om International co-operation

Euronext can enter into alliances with foreign exchanges to expand the
opportunities for trading in options and futures. Transactions concluded on
a foreign exchange are governed by the provisions and regulations of that

exchange.



Investors who believe that their interests have been adversely affected
by the actions or negligence of their introducing broker can submit

a written complaint to the Dutch Securities Institute Complaints
Committee.

Before a complaint can be handled by the DSI Complaints Committee,
investors must first submit the complaint to their introducing broker.

If they fail to reach an agreement at this stage, this must be confirmed in

a written notice from one of the parties to the other. The complaint must
not have been brought before another authority or have been the subject
of a verdict by another authority.

In certain circumstances, the DSI Complaints Committee may refuse to
consider a complaint. This may occur when:
the interests involved are not of sufficient significance;
more than one year has passed since the complaint was submitted to
the member;
the events relating to the complaint occurred an unreasonably long
time ago.

The DSI Complaints Committee is independent and its members are in
no way connected with Euronext or any of its members.

The recommendations of the DSI Complaints Committee are binding.

The secretariat of the DSI Complaints Committee can be contacted at
P.O.Box 3861, 1001 AR Amsterdam,The Netherlands.




If an introducing broker has acted in a way that has damaged the interests
of investors and has failed to compensate them for their losses, the
investors concerned can submit a request for financial compensation to
the Compensation Fund for Investors (Stichting Schadefonds Beleggers).

The fund’s board decides whether or not compensation will be granted,
and how much compensation should be paid out. The Compensation Fund
for Investors does not provide any right to compensation or guarantee
that compensation will be provided.



This publication is solely intended as information for investors and others who are interested
in the securities that are traded on the exchanges operated by Euronext. No section or clause
of this brochure may be regarded as creating any right or obligation. Rights and obligations in
respect of the securities that are traded on the exchanges operated by Euronext shall depend
solely on the rules of Euronext N.V. Although this information has been compiled with great
care, neither Euronext nor the exchanges and companies which are operated by Euronext
shall accept any responsibility for errors, omissions or other inaccuracies in this information
or for the consequences thereof. Euronext holds all intellectual and other property rights
rergarding this information. Publication and reproduction for educative and non-commercial
purposes is permitted provided that the source is acknowledged.

© Euronext Amsterdam N.V.
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1.

Euronext LIFFE Disclosure

Rules of Liffe and our capacity: All contracts in the terms of an Exchange Contract made on LIFFE shall be
subject to the Rules of LIFFE as from time in force. As a member of LIFFE, our affiliate, 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 6 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 proper markets), clients should be aware that, in respect of
LIFFE CONNECT™

For Futures:

1. the Exchange has the power to suspend a member’s access, or access via a particular 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.

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: IN THE EVENT THAT CUSTOMER’S ACCOUNT BALANCE HAS ZERO EQUITY OR IS IN
DEFICIT AT ANY TIME, OR THE ACCOUNT DOES NOT HAVE A SUFFICIENT ACCOUNT BALANCE TO MEET MARGIN REQUIREMENTS,
1B SHALL HAVE THE RIGHT IN ITS SOLE DISCRETION, BUT NOT THE OBLIGATION, TO LIQUIDATE ALL OR ANY PART OF
CUSTOMER’S POSITIONS (INCLUDING BY THE ENTRY OF OFFSETTING TRANSACTIONS) AT ANY TIME AND IN SUCH MANNER AND
IN ANY MARKET AS IT DEEMS NECESSARY, WITHOUT PRIOR NOTICE OR MARGIN CALL TO THE CUSTOMER, AND CUSTOMER
AGREES TO BE RESPONSIBLE FOR, AND PROMPTLY PAY TO IB, ANY DEFICIENCIES IN CUSTOMER’S ACCOUNT WHICH ARISE
FROM SUCH LIQUIDATION . IB shall also have the right to liquidate all or any part of Customer positions without prior notice to
the Customer in the same manner as provided above. If any dispute arises concerning any Customer Trade, or upon Customer’s
failure to timely discharge its obligations to IB; or upon the Customer’s insolvency or filing of a petition in bankruptcy or for
protection from creditors, or upon the appointment of a receiver, or whenever IB deems it necessary or advisable for IB’s
protection. Any such liquidation shall establish the amount of Customer’s gain or loss. Customer shall reimburse and hold IB
harmless for all actions, omissions, costs, expenses, fees (including attorney’s fees), losses, claims or liabilities associated with
any such transactions undertaken by IB. Customer shall be responsible for all resulting losses on Customer’s positions
notwithstanding IB’s delay in or failure to liquidate any such positions. For “Long Option Only Accounts”, Customer may not
exercise options, and must close-out options by offset. If options which do not settle in cash are not closed-out by Customer prior
to one hour prior to expiration, Interactive Brokers is authorized in its sole discretion to close-out Customer’s option position, or
sell any position into which the option position is converted upon expiration, and credit or debit Customer’s account accordingly.
Customer shall pay Interactive Brokers all fees, costs, and expenses related to such close-out, and shall hold Interactive Brokers
harmless for any actions taken or not taken in connection with such close-outs. Customer acknowledges and agrees that options
contracts may not be exercised. Options positions may only be closed out by offset. Except for cash-settled options, if Customer
has not offset options contract positions at least one (1) hour prior to the time specified by an exchange for final settlement,
Interactive Brokers is authorized to do so, or to otherwise close out the resulting positions, and credit or debit Customer’s account
accordingly. Customer shall pay Interactive Brokers for all costs and expenses related to such close-outs and shall hold Interactive
Brokers harmless for any actions taken, or not taken, in connection therewith.

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 IB, margin requirements which 1B 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
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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 your 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 LIFFE’s including, without limitation, as a result of a decision taken under Rule 4.16 or 4.17
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 in 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 ATS.

Furthermore, a member and thorough 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 wishes to draw the following exclusion of liability to the attention of members and clients. Unless otherwise
expressly provided in LIFFE’s 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 in this agreement], 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.
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I MPORTANT

The MONEP, along with all of France's capital markets, will switch to the euro on 4 January 1999, when
the member states of Economic and Monetary Union adopt a single currency.

Until that date, MONEP contracts will be quoted in French francs (equity options) or in index points with
an index multiplier denominated either in French francs (options and futures on the CAC 40 index) or in
ecu (options and futures on the Dow Jones STOXX&a 50 and Dow Jones Euro STOXX& 50 indices).

All financial transfers pursuant to transactions (premiums and margin to be paid or received following
exercise and assignment not resulting in physical delivery, fees) will be made in French francs.

Beginning on 4 January 1999, the characteristics of MONEP contracts (strike prices on equity options,
trading unit of contracts derived from the CAC 40 and the Dow Jones STOXX4 50 and Dow Jones Euro
STOXXa 50 indices) will be converted and expressed in euro on the basis of the French franc/euro
conversion rate as set by the European Council (for contracts denominated in French francs) and at 1
euro per ecu for contracts denominated in ecu.

Quotations will be made in euro (equity options) or in index points valued in euro (options and futures
on the CAC 40, Dow Jones STOXX& 50, and Dow Jones Euro STOXX & 50 indices).

The same is true for payments between intermediaries.

However, payments between clients and intermediaries who maintain their accounts can be made, at the
client's choice, in French francs or in euro.

This English translation has been prepared by Monep SA for the convenience of English-speaking readers. However, only the
French text has any legal value. Consequently, the translation may not be relied upon to sustain any legal claim, nor should it be
used as the basis of any legal opinion. Monep SA expressly disclaims all liability for any inaccuracy herein.
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P rospectus

The MONEP is a regulated market in derivative financial instruments. It is managed by the market
operator Monep SA, which sets the operating rules.

This Prospectus (Note d'Information) has been prepared by Monep SA and was approved by the stock
market supervisor, the Commission des Opérations de Bourse (COB visa no. 98-430) on 2 June 1998.

Pursuant to COB regulation 97-02, a copy of the Prospectus, together with the technical specifications of
the contracts traded on the MONEP and appended hereto, is given to prospective clients by their broker
before they sign an account agreement or place an order for the first time.

When dealing with a potential client that is not a professional investor, a broker may not accept orders or
funds until seven days after said the client has received this document and has confirmed in writing that
he is familiar with its contents.

Because of the substantial risks involved in using derivative financial instruments, we recommend that
you read this Prospectus carefully.

I MPORTANT

Trading on the MONEP requires a thorough knowledge of that market's mechanisms and products.

Accordingly, before trading the options and futures listed on the MONEP, prospective users must
familiarise themselves with the basic trades and strategies used on the market.

In view of the potential risks, investors are advised to commit only a small portion of their assets on the
futures and options markets.

Options and futures are used to manage securities portfolios by hedging risk. Index options and index
futures protect investors against overall price movements in the market, while equity options cover them
against specific risks related to a particular security.

Options and futures can also be used to carry out highly leveraged speculative operations.

Furthermore, options and futures provide significant opportunities for arbitrage, i.e. profiting from
temporary price differences between options and futures and their underlying instruments.

While options have many advantages, they are also sophisticated instruments entailing a number of risks
and constraints to which prospective users must pay close attention.

In particular, users must be aware that, in contrast with the more conventional direct purchase or sale of
equities, the overall commitment on a option transaction is not necessarily limited to the initial outlay.
This is the case for option writers (sellers), who must deposit collateral (margin) in response to margin
calls, which are calculated each day on their options positions. Failure to respond to these daily margin
calls entails immediate liquidation of positions (see below, pages 16 and 23). Options writers must
therefore anticipate margin calls and make the necessary arrangements to meet them immediately.

An investor in options must be able to assess the risks that his position may entail. If he writes an option
(calls or puts), he may be exposing himself to unlimited financial risk in the event on an unfavorable
price movement in the underlying instrument. He is subject to the buyer's decision if the option is
exercised, and must be able to assess his risk either in order to accept it in full or to limit the amount
involved.
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Index options carry their own risks, which stem from the nature of their underlying instrument. For
example, hedging the risk of loss by taking offsetting positions in the underlying shares is complicated
by the need to construct and maintain a portfolio with a weighted composition identical to that of the
index. Moreover, if a buyer exercises his option, a period of time will elapse before the assigned seller
can be notified by his broker. During this period, the value of the hedging portfolio may decline in
relation to the amount to be paid as a result of the assignment, which is calculated on the basis of the
settlement index on the date of exercise.

Futures contracts make it possible to commit substantial sums of money for a minimum initial outlay
("margin"). Investors should therefore be aware that their financial risk depends on the number of
contracts they hold, not on the margin called by their broker.

Consequently, an investor's potential losses can exceed the initial outlay.

Funds are transferred from the investor to the broker, and vice versa, every day. The losses implied by
adverse movements in futures contracts are measured on a daily basis.

An investor must be able to cover any losses without delay. If he fails to do so, his broker is required to
liquidate his positions immediately.

Prospectus ~Mars 1999 4



Part One: MONEP options and futures

The derivative financial instruments listed on the MONEP include options and futures on equity
securities, equity baskets, and equity indices.

Two factors underpin the negotiability of the options and futures listed on the MONEP:
- Their listing and quotation on a regulated market permits the centralisation of orders.

- Contract characteristics are standardized as follows.

Options

> Exercise style (American or European)

> Contract size (quantity of the underlying asset)
> Strike price

> Expiration date

Futures

> Contract size (quantity of the underlying asset)
> Delivery month

> Delivery modes

Contracts with identical characteristics are fungible.

The presence of a clearing house is another prerequisite for negotiability. Intervening between buyers
and writers, the clearing house breaks the initial contractual link between holder and writer, enabling
each to close out his position without having to seek out his initial counterparty.

Since the contracts listed on the MONEP are negotiable, both the holder and the writer, independently of
each other, can sell (for the holder) or buy (for the writer) on the market the contract that was initially
concluded, thus unwinding their position before the contract's expiration date.

For this reason, orders sent to a broker must indicate whether the investor is opening a new position or
closing all or part of an existing position.

An open position can be closed out only by the broker with whom the opening purchase or sale has been
registered.

MonNEepP opPTIONS

Option contracts eligible for listing on the MONEP include options on individual equity securities as
well as options on equity indices or baskets.

Accordingly, the more active and well-capitalized equity securities on the Paris market are suited to
serve as the underlying interest for options contracts.

The same is true for the major equity and sector-based indices, regardless of whether they are national in
scope or represent price movements in major financial centers.
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Options definitions

An option grants its buyer (holder) the right, but not the obligation, to buy (call) or sell (put) a given
quantity of an underlying asset at a given price (strike price) on or until a pre-established date.

An option that can be exercised at any time during its life is known as an American-style option. An
option that can be exercised only at expiration date is known as a European-style option.

Option contracts on securities give the buyer the right to buy (call) or sell (put) a given number of stocks
or bonds. Index option contracts give their holder the right to collect any profit that may result from the
difference between the value of the day's settlement index (or expiration settlement index) and the
option's strike price.

An option writer is bound by the holder's decision to exercise the contract or not. If the option is
exercised, the writer is notified of the fact by the clearing house, a procedure called "assignment”. If the
holder so demands, the assigned writer must meet the obligations stemming from his contract. The
assigned seller of a put must either buy the securities (equity options) or pay the cash amount equal to
any loss that results if the index value is less than the option strike price (index options). Similarly, the
assigned seller of a call must sell the securities or pay the difference between the index value and the
option strike price. In return for this constraint, the option writer receives a consideration (premium)
from the buyer as soon as the trade is completed.

The premium is the price quoted on the market for each open option series (i.e. calls or puts on the same
underlying asset with the same expiration date and strike price).

The four basic trades

Buying calls. In return for payment of the premium, call options give the holder the right to buy a
specified amount or value of a particular underlying interest at the strike price stipulated in the option
contract. An American-style option can be exercised at any time; a European-style option can be
exercised only at expiration. With equity options, the underlying interest is a quantity of shares. With
index options, the holder makes a profit if the value of the index is higher than the option's strike price.
In both cases, if the value of the underlying instrument rises, the buyer's profit is potentially unlimited. If
the value of the underlying instrument falls, his losses are confined to the premium paid at the time of
purchase.

(See example A)

Writing calls. The writer of a call is in the opposite situation to the holder. He receives the premium
immediately, but is obligated for the duration of the contract either to sell the underlying asset at the
strike price, in the case of equity options, or, in the case of index options, to pay the buyer, if the latter so
wishes, the amount resulting from the difference between the index value and the strike price. Profits are
limited to the premium received at the time of the sale, and losses are potentially unlimited in case of a
rise in the price of the underlying instrument.

(See example B)

Buying puts. In return for payment of the premium, put options give the holder the right to sell the
underlying interest in the quantity (value) and at the strike price stipulated in the option contract. An
American-style option can be exercised at any time; a European-style option can be exercised only at
expiration. With equity options, the underlying interest is a quantity of shares. With index options, the
holder of a put makes a profit if the value of the index is lower than the option's strike price. In both
cases, if the value of the underlying instrument falls, the put-holder's profit increases in the same
proportions. If the value of the underlying instrument rises, his losses are confined to the premium paid
at the time of purchase.

(See example C)

Writing puts. The writer of a put is in the opposite situation to the holder. He receives the premium
immediately, but is obligated for the duration of the contract — if the holder so decides — to buy the
underlying asset at the strike price, or, in the case of index options, to pay the difference between the
strike price and the index value. If the price of the underlying instrument rises, the writer's profit is
limited to the premium. If the price falls, his losses are potentially unlimited.

(See example D)
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The simplest and least risky strategy is to buy options. Option holders run a limited and known risk,
which cannot exceed the premium regardless of movements in the underlying instrument. Moreover,
they can make a potentially unlimited profit (in case of a rise in the underlier for a call, in case of a
decline for a put). But in both cases, their losses cannot exceed the premium paid at the time of purchase.

In contrast, writers of options (calls and puts) run a potentially unlimited financial risk in case of an
adverse movement in the underlying interest, while their profits are limited to the premium received at
the time of the sale.

More complex strategies can be constructed by combining these basic strategies, i.e. by simultaneously
buying and/or selling options of the same class but different characteristics. Such strategies are complex
and should be used only by investors possessing a sound understanding of the basic concepts.

The four basic trades

Example A

The buyer of an American-style call with June expiration on
XYZ Company's stock, with a strike price of FF500 and a ,
premium of FF20, has, until the next-to-last trading day in Gain
June, the right to buy a certain number of XYZ shares
(generally 10) at a unit price of FF500, whatever changes
may have occured in the share price since the acquisitions of

his contract. Premium :[
He makes a profit if the share price rises above FF520 (i.e. the

strike price plus the premium).

Share price

Loss

Example B

Using the data from the previous example, we see that the call
writer's profit amounts to FF20 per share (to be multiplied by
the contract size, i.e. the number of shares per option
contract)

if the price of XYZ Company's stock remains below FF520.
Above that level, he may have to sell XYZ stock at a Share price
detrimental price, and his loss increases as the stock price Premium I

rises.

Gain

Loss

Example C

The holder of an American-style put on the CAC 40 index,
expiring in June, with a strike price of 3,900 and a premium
of FF200, can, by exercising the right conferred by his
contract before the last trading day in June, make a profit if
the index value is less than FF3,700 (the strike price less the
premium paid). If he exercises his right when the settlement
index stands at 3,600, he will receive an amount equal to: T Premium
(3,900 - 3,600) - 200 = FF100 NA

Taking into account the unit of trading (see Contract
Specifications), his total profit expressed in francs will
actually be:

Gain

Share price

Loss
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Example D

In the previous example, the option writer's profit is limited
to FF100 in case of a rise in the index. Taking into account
the unit of trading (see Contract Specifications), his total
profit expressed in francs will actually be FF200 x 50 =
FF10,000. But his risks of a loss are unlimited once the index
level falls below 3,700.

Gain

7N -
\L Premium

Share price
Loss

NOTE: For index options, the strike price and premium — like the level of the index — are expressed in
index points. Each index point is assigned a value in currency units (see Contract Specifications).

Exercising options

Exercising an option cancels the contract registered in the opening position. On the MONEP, the exercise
of an option position has the following effect on the day of exercise:

> Index options: The position is settled by cash payment of the difference, converted into

currency units, between the value of the daily settlement index (or the expiration settlement index)
and the strike price. The daily settlement index is computed daily and the expiration settlement
index is computed on the contract expiration date.

> Equity options: The position is settled by a purchase or sale of the underlying security, at the pre-
arranged price (strike price) on the market in which the security is traded (monthly settlement  or
cash).

Positions taken in an underlying asset following exercise or assignment are settled (by delivery of
securities versus payment of the corresponding funds) according to the rules, and within the time
periods, applicable to the market on which that asset trades.

As regards options on stocks traded for monthly settlement, only those exercise instructions reaching the
broker and registered in clearing accounts two trading days before the account day at the latest are taken
into consideration in the delivery-versus-payment procedures for that monthly account period.

In-the-money options (see Glossary) are automatically exercised upon expiration, unless the holder's
instructions to the contrary are received by the broker and registered in clearing before the close of the
trading session on the expiration day*.

Trades executed on a cash-settlement market give rise to an entry in the client's account, made at the
latest on the day after the trade. This contrasts with monthly-settlement trades, for which delivery-
versus-payment is postponed to the end of the account period and which can be unwound before
account day by taking offsetting positions.

Consequently, before executing a sell order involving options on a cash-settled stock, brokers can
demand that their clients deposit:

- stocks that might be deliverable by a call writer.
- funds to pay for stocks that might have to be bought by a put writer

* Options are exercised automatically only if they are in the money, even by only hundredth of the reference
currency unit (equity options) or for one-hundredth of a point (index options), without taking into account
transaction costs (commissions, broker's fees, etc). Consequently, options that are at the money (i.e. the current
value of the underlier is the same as the option's strike price) are not exercised automatically.

Prospectus —Mars 1999 8



Some MONEP options apply to cash-settled stocks; others apply to stocks traded by monthly settlement.
Procedures and timing differ between these two sections of the market. Accordingly, clients must find
out from their broker on which section the underlying stocks are traded.

Corporate actions and contract adjustments

Payment of an ordinary dividend does not lead to a modification of the terms of the option contract.
However, contract specifications may be adjusted in the case of exceptional cash distributions of
dividends (exceptional dividends from reserves, distributions in addition to the ordinary dividend,
distributions of paid-in capital in excess of par, etc.). Contract specifications may also be adjusted when a
stock goes ex-rights or when an event occurs that can significantly influence the price of a contract's
underlying interest. Such adjustments are made to ensure that the initial situation of the buyers and
sellers is not modified by changes to the underlying instrument. The adjustment may apply to either the
option strike price alone or the option strike price and the number of securities covered by the contract.

M oNEP FUTURES

The futures contracts listed on the MONEP relate to equity indexes or baskets of equities.

Accordingly, the major equity and sector-based indices, whether domestic or representative of prices on
major markets abroad, are suited to serve as the underlying interest for futures contracts.

Futures definitions

A financial futures contract is a legally binding agreement to buy or sell a specified quantity of financial
assets at a price fixed when the contract is arranged. Delivery of the assets and payment of the
corresponding cash occurs at a pre-established future date.

Consequently, a futures transaction always involves an interval of time between initiation and execution
of the contract.

Not all futures contracts require physical delivery of the underlying asset. Certain contracts are cash-
settled, i.e. the commitment is satisfied by cash payment of the difference between the price at which the
contracts were negotiated and that at which they are closed out.

The procedures for closing out positions in futures contracts listed on the MONEP are stated in the
Contract Specifications appended to this Prospectus.

Basic futures strategies

Futures contracts offer a flexible and efficient means of taking positions ahead of an expected move in the
price of the underlying asset. They can be used for hedging or speculation.

Furthermore, they provide significant opportunities for arbitrage, i.e. profiting from temporary price
differences between markets. Since arbitrage is a complicated process, it is not recommended for
unsophisticated investors.
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1. Hedging
Hedging enables an investor to reduce the risk of loss from a sharp swing in value of an asset.

To place a hedge, the investor takes a futures position that is equal to and opposite the position in the
underlying asset.

Losses on the underlier are offset in full or in part by gains on the future, and vice versa.

Example :

To hedge the risk of a decline in stock prices, on 10 February an investor with an equity portfolio
worth FF200,000 sells an index future in the same amount for delivery at the end of March.

If the index has fallen 10% by the expiration date, the investor's portfolio is worth FF180,000, i.e. a
loss of FF20,000.

By exercising the future, which has also lost 10%, he generates a profit of FF20,000.

Conversely, if the index has risen 10%, the portfolio is worth FF220,000, i.e. a gain of FF20,000.
The exercise of the futures contract, which has also risen 10%, results in a loss of FF20,000.

Index futures are tools for active risk management. They allow investors to protect a diversified
stock portfolio from adverse market trends, known as market risk or systematic risk.

The effectiveness of this protection depends on:

- portfolio structure, i.e. the extent to which it mirrors the composition of the index, both in terms of
component stocks and their weightings;

- basis risk, i.e. the difference between the price of the futures contract and the level of the index,
and how that difference changes over time.

The above example therefore assumes:

- that the portfolio replicates exactly the composition of the index, with the same component stocks
and weightings,

- that the price of the futures contract moves towards the level of the index as the contract's
expiration date approaches (i.e. basis is assumed to be zero at expiration).

2. Speculating

Speculation allows an investor to make a profit on the prospective change in the market value of an asset.
He will take a "bull" position if he expects the asset price to rise and "bear" position if he expects it to fall.
In the case of a futures contract on a stock index, the investor is speculating on the movement of the
market as a whole.

Naturally, the quest for gain entails the risk of loss.

Example :

An investor expects stock prices to fall. He sells a stock index future for March delivery with an
initial value of FF200,000.
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If the market declines by 10%, the investor buys back for FF180,000 the futures contract he sold for
FF200,000, thus making a gain of FF20,000.

However, if the market advances 10%, the investor repurchases for FF180,000 the futures contract
he sold for FF200,000, thus making a loss of FF20,000.

APPENDIX: TAX TREATMENT

For natural persons resident in France, the taxation of gains and losses realized during a tax year on
transactions in futures and options depends mainly on the nature of such transactions and whether such
investors are classified as "occasional”, "regular" or "professional” participants (cf Articles 35-1-8°, 92-
2-5°,120-12° and 150 ter to nonies of France's General Tax Code, or CGlI).

The net gains made on the MONEP, including those resulting from the exercise of options, by persons
with the status of occasional participants are subject, from the first French franc, to taxation at the
regulation capital gains rate. The French tax authorities accept general offsetting of gains and losses from
options and futures transactions against those from the disposal of securities.

In general, regular participants are liable for income tax, computed on the sliding scale applicable to
professional income for the profits made during the calendar year, unless they elect to be taxed under the
rules pertaining to industrial and commercial income (they are then considered professional investors).

Note that the distinction between "occasional” and "regular" participants is made by the tax authorities.
The taxable event occurs when the position is closed out in any of the following ways:

Options:
- Through a closing transaction (i.e. buying back a short position or selling out a long position). The
realized gain or loss is equal to the difference between the premium paid and premium received.

- Through exercise or assignment. The gain (loss) is the difference between the price of the
underlying asset on the exercise date and the strike price minus (plus) the option premium paid
(received).

- Through abandonment at expiration. The realized gain (loss) is equal to the premium received
(paid).

Futures:
- Through a closing transaction (i.e. buying back a short position or selling out a long position).
- Through settlement at maturity.
The realized gain (loss) is equal to margin received less margin paid.

For legal persons, realized gains and losses on MONEP transactions enter into the determination of the
year's taxable income subject to corporation tax. Should they arise, unrealized gains and losses on
MONEP positions open from one financial year to the next are included for the determination of taxable
income (Article 38-6-1 of France's General Tax Code or "CGI"). Separate rules apply to hedges and
offsetting trades (CGI Articles 38-6-2, 38-6-2 bis, and 38-6-3).

Realized gains by non-residents on the French options and futures markets are not taxed in France.
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Part Two: Market organization and procedures

THE INSTITUTIONAL STRUCTURE

Supervision and oversight

Public authorities

e The Ministry of the Economy and Finance, through the Treasury Department, supervises the general
organisation of regulated markets and vouchsafes their official status by means of ministerial orders
(arrétés).

e The Commission des Opérations de Bourse (COB) is primarily responsible for promoting and checking
information given to investors, overseeing the protection of savings, and ensuring the proper operation
of French markets in financial instruments.

Commission des Opérations de Bourse (COB)

Tour Mirabeau, 39-43 quai André Citroen

75015 Paris, France

Tel: (+33 1) 4058 6565

o The Comité des Etablissements de Crédit et Entreprises d'Investissement (CECEI) certifies investment
services providers (credit institutions and investment firms) whose program of operations has been
approved by the Conseil des Marchés Financiers (CMF). In collaboration with the CMF, the CECEI issues
European Passports, under which investment services providers are authorized to operate in all member
states of the European Union.

Comité des Etablissements de Crédit et Entreprises d'Investissement (CECEI)

39 rue Croix-des-Petits-Champs

75001 Paris, France

Tel: (+33 1) 4292 4292

o The Comité de la Réglementation Bancaire et Financiére (CRBF) establishes rules governing the solvency of
investment services providers, with reference to minimum capital requirements, prudential ratios, etc.
Comité de la Réglementation Bancaire et Financiére (CRBF)

39 rue Croix-des-Petits-Champs

75001 Paris, France

Tel: (+33 1) 4292 4292

e The Commission Bancaire is responsible for scrutinizing the financial situation of investment services
providers.

Commission Bancaire

73 rue de Richelieu

75002 Paris, France

Tel: (+33 1) 4292 4292

Professional authorities

As a regulated market, MONEP is supervised by the Conseil des Marchés Financiers.

The CMF is a professional authority with regulatory and disciplinary powers whose members are
appointed by the Ministry of the Economy and Finance. It approves the organization and operating rules
of regulated markets on which financial instruments are traded.

Conseil des Marchés Financiers
31 rue Saint Augustin
75002 Paris, France

Tel. (+33 1) 5535 5535
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Market operator

The market operator is Monep SA, a wholly owned subsidiary of SBF-Paris Bourse. It is responsible for
organizing and managing the MONEP and also for overseeing market operations and participants.

Monep SA draws up the organization and operating rules of the MONEP, approves applications for
membership of the market and decides on the admission to listing of new contracts.

It is responsible for:

- managing and monitoring the market

- registering trades

- recording members' positions

- processing exercise instructions and assignment of positions

- calling and monitoring margin deposited with SBF-Paris Bourse
- monitoring positions and risk

- overseeing trading and clearing members
Monep SA
39 rue Cambon
75039 Paris cedex 01, France
Tel. (+33 1) 4927 1800

Clearing house

SBF-Paris Bourse, in its capacity as credit institution, is the MONEP's clearing house. It ensures final
settlement for MONEP clearing members of trades admitted to clearing and registered by Monep SA.

SBF-Paris Bourse

39 rue Cambon

75039 Paris cedex 01, France
tel. (+33 1) 4927 1000

MONEP PARTICIPANTS

MONEP participants include trading members and clearing members.

Trading members

Participants are eligible for trading membership in several capacities:

1. Investment firms and credit institutions who have been authorized to provide investment services, as
defined in the Financial Activities Modernization Act (Law 96-597 of 2 July 1996)!

Investment services providers may operate in either or both of the following capacities:

- As executing brokers of orders from third parties or for their own account. All buy and  sell

orders issued by a client in respect of MONEP contracts are presented on the market by the
client's broker. Executing brokers are responsible vis-a-vis their clients for final ~ execution of
orders.

1 - The "investment services" governed by the Act include the receipt and transmission of orders for third parties,
the execution of orders for third parties, and own-account trading.
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- As market makers, who serve the function of ensuring a continuous liquid market in option
contracts.

Market makers undertake at all times to quote bid and ask prices on all classes of options for
which they are authorized and to act as principal for a minimum number of contracts at those
prices.

2. Natural or legal persons known as own-account traders (négociateurs pour compte propre, "NCP").

NCPs are authorized by the Conseil des Marchés Financiers to trade for their own account on the
MONEP, and may not execute orders for a third party.
The involvement of NCPs in the market helps to ensure a more liquid market in futures contracts.

3. Associate members — members of other exchanges, referred to as Globex associate members "MAG".

"Associate members" are authorized to trade on the MONEP with the approval of their home
exchange and after authorization by the Conseil des Marchés Financiers, pursuant to a cross-trading
agreement linking several exchanges.

Associate members are subject to the rules and regulations of their country and exchange of origin.
When trading on the MONEP, they are required to respect the relevant provisions of the rules
established by Monep SA. Associate members who contravene those rules are answerable to their
home exchange.

4. Members of markets outside France, granted access under reciprocity agreements.

Monep SA may admit the following as MONEP members, within the framework of a reciprocity
agreement:
- Investment services providers who are members of regulated markets recognized by EU
Member States.
- Members of a market of a country that is not an EU Member State, on condition that  such
members have been authorized by the Conseil des Marchés Financiers.

Clearing members
By agreement with Monep SA and SBF-Paris Bourse, investment services providers and legal persons

approved as such may be clearing members of MONEP.

Clearing members record the trades made by trading members and guarantee final settlement vis-a-vis
clients. Clearing members are del credere agents, i.e. as regards the clients whose accounts they hold, they
remain liable for the proper execution of contracts recorded in their name until the expiration date.

The functions of trading and clearing are not mutually exclusive.

OPERATI NG PROCEDURES

Organization of trading

The financial instruments listed on the MONEP are traded solely on the NSC automated system. The
instruments are divided in two groups, each governed by specific rules for quotation and trading.

Prior to placing orders on the MONEP, clients must ask the intermediary who maintains their account to provide
them with the list of options and futures in each quotation group and with the relevant trading rules.
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1. Continuous Group (continuous quotation)

Orders for continuously quoted options and futures are entered into the NSC system throughout the
trading session and matched on a regular basis. They are executed automatically whenever a
counterparty is found.

The trading session takes place according to the timetable mentioned in the Contract Specifications
appended to this Prospectus.

The permanent presence of market makers ensures a liquid options market. Market makers' contractual
obligations are stated in specifications documents established by the market operator.
Own-account traders (NCPs) handle the same function in futures contracts.

Under the operating rules for the Continuous Group, order execution depends on two priorities:
- price: the buy (sell) order showing the highest (lowest) price is executed first;

- time: if two orders carry the same limits, priority is given to the one entered into NSC first.

11. Multi-Fixing Group (quotation by call auction, "fixing")

Options traded in the Multi-Fixing Group are quoted solely on NSC by means of a general matching
procedure known as the fixing procedure.

The quoted price that results from this procedure is the price at which the greatest number of contracts
can be traded.

Two matching periods are held daily at pre-determined times, set by Monep SA and published in a
notice known as an Avis.

In addition, members may request additional matching sessions at any time. In such cases, the market is
informed beforehand.

Unlike option contracts traded in the Continuous Group, the options in the Multi-Fixing Group are not covered by
a market making procedure that guarantees liquidity.

Consequently, users must be aware that, in the absence of sufficient counterparty orders or satisfactory price
conditions, the only way of closing out a position may be to exercise the option (on or before the expiration date) or
to abandon the option upon expiration.

Price fluctuation limits
In principle, there are no limits on the fluctuation of option prices.

Monep SA has implemented a "circuit breaker" mechanism that makes it possible to simultaneously
suspend quotation of options and futures on a given index when the price of the index futures prices
fluctuates beyond a limit set by Monep SA and published in an Avis. Trading in CAC 40 index options
and futures may also be suspended when a significant number of CAC 40 component stocks cannot be
quoted.

In such circumstances, Monep SA can, if necessary, call for additional margin from clearing members in
the course of the session. The call for additional margin may be passed along by intermediaries to the
clients for whom they maintain accounts.

The rules for activation of the circuit-breaker appear in the contract specifications appended to this
Prospectus.
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Effects of trading halts

In the event of a trading halt involving an underlying security, Monep SA may decide to suspend trading
in the corresponding class of options, depending on the reasons for the trading halt in question.

Unavailability of information concerning the price of the underlying stock automatically releases the
market makers from their obligations.

If trading is suspended, the holders' right to exercise their options is not affected. Hence option writers
remain subject to their commitments to the buyers.

M ARKET SAFEGUARDS

Guarantee of final performance

Positions taken in the options and futures admitted to clearing on the MONEP are covered by a
guarantee of final performance provided by all clearing members vis-a-vis the clients for whom they
maintain accounts (Article 48 of the Financial Activities Modernization Act of 2 July 1996) and by SBF-
Paris Bourse in its capacity as clearing house vis-a-vis clearing members (Article 2.1.5 of the MONEP
organization and operating rules).

The guarantee of final performance covers:

- For options:
* payment of premiums resulting from trades and payment of cash amounts resulting from
exercise and assignment
* payment of cash and delivery of securities resulting from the closing of positions in
underlying securities, pursuant to exercise and assignment

- For futures:
* payment of margin and, in the case of deliverable contracts, delivery of securities against
payment.

If a clearing member is in default, Monep SA, at the request of SBF-Paris Bourse, is required immediately
to liquidate the said member's proprietary positions.

Client positions recorded in the accounts of the defaulting member, together with the related margin held
by that member, can be transferred to another clearing member, at the request of the client, on condition
that the said client has fulfilled its own obligations.

Clients that fail to fulfil these obligations after they have been ordered to do so will have their positions
liquidated.

By exception, SBF-Paris Bourse can also extend, individually and indirectly, the guarantee of final
performance to one or more clients at the request of the clearing member who maintains their accounts

In such a case the client's margin deposits are transferred to SBF-Paris Bourse, which can then transfer
them to another clearing member in the event of the default of a clearing member who keeps client
accounts.

The client should ask its clearing member to explain the conditions under which the clearing member
may request SBF-Paris Bourse to extend the clearing house guarantee to the client.

When approached with the case, SBF-Paris Bourse informs the clearing member of approval or rejection
of the request. The clearing member informs the client and, in the case of approval, sends the client a
copy of the approval notice received from SBF-Paris Bourse.
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By exception, the guarantee of final settlement also concerns clients that have a direct and valid
agreement with a clearing member and that have been duly identified by the clearing member to the
clearing house for certain CAC 40 futures maturities. For transactions in such maturities, SBF-Paris
Bourse agrees to transfer the client positions and the related available margin amounts up to the
minimum required margin amount, provided that the clients have performed their own obligations. SBF-
Paris Bourse will, where necessary, reconstitute the margin to be paid to clients.

In all cases, the client must have been expressly notified by the intermediary with whom he opened his
account (investment service provider or any other legal person authorized as a clearer) whether he is
entitled to the SBF-Paris Bourse guarantee of final performance in the event of the intermediary's default.

Margining

Depositing margin

As clearing house for the MONEP, SBF-Paris Bourse calls for margin from clearing members to cover
their commitments.

Such deposits are calculated on positions recorded in each category of clearing account (house, client,
non-clearer intermediary and, where applicable, market maker) opened in clearing members' names. The
amount is subject to a daily adjustment, which is communicated to clearing members. The corresponding
payments must be made before the opening of the day's trading session.

To ensure a safe market, any client trading in MONEP contracts must deposit margin with the broker
who maintains the account. The margin level must be at least equal to that calculated under the
applicable rules by Monep SA.

Margin on options

Clearing and non-clearing intermediaries who maintain accounts must require their clients to hold, at all
times, sufficient collateral to buy back their short positions on the assumption of the most adverse price
movement in the underlying assets during the following trading session.

The collateral required represents the theoretical cost of liquidating the client's options portfolio (or
liquidating value). Options purchased are valued as assets (i.e. the position has a positive liquidating
value) while options sold are counted as liabilities (i.e. a negative liquidating value).

Monep SA determines the values of positions in each series on the basis of a pre-set range of changes in
the underlying asset price (price movements against which the clearing house has decided to cover
itself). For each class, it adopts the most negative or the least positive liquidating value.

When the algebraic sum of the liquidating value for each class of options in the client portfolio is
negative, the liquidating value of the portfolio shows an overall debit balance. This debit balance
represents the required margin. When the balance is positive, the liquidating value of the portfolio is in
credit, and no margin is required.

The margin requirement is adjusted on a daily basis.

If a daily requirement is lower than the previous day's, the previous margin is adjusted downwards; if it
is higher, then the client must deposit additional margin with his broker. If the client fails to respond to a
margin call before the close of the following trading session, his broker must immediately liquidate his
position.

Since option buyers pay their premiums immediately, they are not exposed to risk with regard to the
contracts they hold. Hence, holders of long positions in options (calls or puts) are not subject to margin
calls.

Margin on futures

The initial margin required for trading in CAC 40 futures, which represents a fraction of the face value of
the contract, is determined by Monep SA. Clients that are not regular participants (see above) must
deposit initial margin before placing an order.
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Regular and professional participants must make their deposits at the latest before the opening of the
day's trading session on the day after the trade.

Initial margin is adjusted daily to reflect changes in the client's commitments. If the client increases his
positions, the broker issues a demand for additional funds (known as a margin call); if he scales back his
positions, the broker will refund all or part of the margin deposit.

The collateral deposited by clients with their brokers must be capable of being readily converted to cash
and must therefore benefit from a highly liquid market.Margin collateral may include cash, debt
securities and equity securities such as French Treasury Bonds, OATSs, Bunds, US Treasury Bills, mutual
funds, and securities underlying options or included in indices on which options and futures are based
(see Contract Specifications).

The full list of eligible assets is established by SBF-Paris Bourse and published in an Avis.

Assets accepted as margin (other than cash in French francs) are valued daily at market value or, in the
case of debt securities, at nominal value, adjusted where appropriate by a discount percentage ("haircut")
corresponding to the estimated price risk on those assets.

Pursuant to Article 49 of the Financial Activities Modernization Act, margin deposited by clients with
members of a clearing house, regardless of the nature of such deposits, is made over immediately to the
clearing member in order to enable him to settle any debit balance that may arise from the mandatory
liquidation of positions and to pay off any monies owing to that member.

Variation margin

Positions remaining open in futures contracts are valued daily ("marked to market") on the basis of the
daily settlement price, calculated by Monep SA at the end of each trading session on the basis of market
prices.

In the event of a difference between two daily valuations, a margin call is issued. This is equal to the
difference (a) between the price at which the contract was initially traded and the daily settlement price
on the day the position was taken, or (b) between the previous day's daily settlement price and the
current daily settlement price throughout the life of the contract.

If the difference is positive (credit margin), the client's account is credited with the gain. If the difference
is negative (debit margin), the broker makes a margin call and the client must cover the shortfall before
the opening of the next session.

Positions closed out during the trading session give rise to receipt or payment of the gain or loss

resulting from the difference between the trade's closing price on the one hand and either the original
traded price or the previous day's settlement price.

Example

- On 4 January, a client buys a CAC 40 future at FF200,000 (payment of margin deposit:
FF10,000)

- On 5 January, when the contract is priced at FF190,000; the client receives a margin call for
FF10,000 beyond the margin already deposited.

- On 6 January, when the contract is priced at FF205,000; the client's margin accountis  credited
for FF15,000. The margin deposit is retained by the broker.
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Part Three: Relations between client and intermediary

Before trading on the MONEP, investors are urged to obtain information about the mechanisms and
rules pertaining to that market, and also about strategies for using options and futures. Furthermore,
they are advised to engage the services of a specialized broker (an investment firm or credit institution)
to advise them.

OPENING AN ACCOUNT

When a client opens an account with a broker, he enters into a written agreement.

There are two types of accounts that can be opened in a client's name with a broker: an execution account
and a discretionary account.

Execution account: The client initiates and takes full responsibility for market operations (placing
orders, checking and monitoring operations, etc), while the broker is involved only as an account-holder.

In the case of an execution account, the agreement between the broker and his client must cover, as a
minimum, the method of order transmission, conditions for calling and depositing margin, procedures
for informing the client about transactions made on his behalf or concerning the account situation, the
frequency at which such information is to be provided, the broker's fees, and the procedures for
terminating the agreement.

Clients that personally manage their own portfolios are permitted to engage the services of an
investment services provider (investment firm or credit institution) or an agent appointed by a provider
and operating on an exclusive basis on behalf of and under the responsibility of that provider.

This investment services provider or agent may not, under any circumstances, initiate orders on behalf of
the client, who alone is responsible for his transactions.

Discretionary account: Persons who do not wish to manage their accounts themselves may use the
services of an authorized agent. This agent may be either a COB-approved portfolio management
company or an investment firm or credit institution duly authorized by the COB. When a client opens a
discretionary account, he enters into a written agreement giving the authorized agent the right to initiate
transactions on his behalf.

If the aforementioned agreement authorizes the use of derivative financial instruments, the principal's
express permission must be sought before positions can be taken in such instruments. In this respect, the
principal must specify the type of transactions authorized (hedging and/or speculation) together with
the associated procedures, the markets and derivative financial instruments on which transactions can be
made, and also the exposure limits, in particular the maximum permitted loss or the maximum portion
of the portfolio than can be committed on these markets and/or products.

The discretionary account agreement must include the notation "all other transactions not enumerated
are prohibited".
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The discretionary agreement, must include at least the following information:

- The business name and address of the broker with whom the discretionary account has been
opened.
- The investment objectives.

- The procedures for informing the client of his commitments and results, and the frequency at
which such information is to be provided.

Informational requirements include the transmission, at least once per month, of the following:

- A statement showing the value of each position and the overall portfolio.

- A management report detailing the policy applied over the period in question, any changes
in management strategy, open interest, the results of completed trades, and the balance on the
margin account.

- An assessment of position risk.

- The remuneration for the discretionary service, which can be linked to results, but not the number of
transactions.

- Transaction fees.

- The duration of the contract, as well as procedures regarding extension

- The terms for canceling the contract (note that the agreement can be cancelled atany  time by either

party).
When requested, an agent must inform his principal immediately of the account balance.

Provision must also be made for the agent to inform his principal immediately in the event that the
trades transacted by the agent result in a level of actual or potential cumulative loss specified in the
agreement.

PLACING ORDERS

Method of transmission

Orders may be sent to brokers in various ways, unless otherwise specified in the account agreement:
- By letter, telegram, fax or telex.

- By the Minitel teletex service, the internet, or electronic routing (for those establishments
offering this service).

- By telephone, the broker having the option of demanding written confirmation.
To avoid disputes over order execution, we recommend using instantaneous transmission media that can

date-stamp messages (telex, fax, etc.) or sending written confirmation of telephone orders, noting all of
the details of the orders placed.
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Instructions and details on orders

Even though order instructions are transmitted in an informal manner, a number of details must
nevertheless be clearly specified.

General specifications

These include:
- the nature of the operation (buy/sell and, for options, opening/closing transaction),
- identification of the contract .
For options, identification of the class and the series covered by the order as well as the number of
contracts to be traded.
Note that the series must be identified by type (call or put), strike price and expiration date.
For futures, identification of the contract and its maturity as well as the number of contracts to be traded.

Example A:
"Buy 10 Lafarge December 1998 calls, strike price 600 as an opening transaction".

“Buy 10 CAC 40 futures for December 1998 delivery”
Order duration
Orders may show one of the following specifications:

- Day orders (validité jour) may be executed during the trading session of the day on which they are
transmitted. Failing execution, they are automatically cancelled at the close of the session.

- Fixed term orders (& date déterminée) may be executed at any time until the trading session on the date
set by the client (e.g. good for two days, good for the week). Failing execution, they are automatically
cancelled.

- Good Till Cancelled orders ("a révocation"), for options, trades are settled, or at the close on the last
trading session of the month. In this case, they may be renewed. Clients can change or cancel a GTC
order at any time before the above dates.

GTC orders on expiring option series are automatically cancelled at the end of the session on the
expiration date.

If duration is not specified, orders are considered to be day orders.
Execution price
Orders may be placed on the MONEP:

- "at market price" (au prix du marché), i.e., without price specifications.

- "with a limit price" (a cours limité), i.e., at a maximum price in case of a buy order, or a minimum price
in case of a sell order. (Example B)

Clients must set the limit on their orders in conformity with the minimum price fluctuation (tick size)
defined by Monep SA and stated in the Contract Specifications appended to this Prospectus.

Example B:
"Buy 10 Lafarge December 1998 calls, strike price 600 as an opening transaction for FF30, day order".

“Buy 10 CAC 40 futures, December 1998 delivery at FF3,800; order good till 15 December.
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Option prices are highly volatile. It is therefore inadvisable to place orders at market price because they
may be executed at a price that differs considerably from that prevailing when the order was entered. We
recommend investors to set a limit price on their orders.

Furthermore, limit orders for futures contracts may be designated as "stop-limit" orders. For purchases, a
stop-limit order can be executed when the traded price equals or exceeds its limit. For sales, a stop-limit
order is executed when the traded price is equal to or lower than its limit.

Once the limit is triggered, there is no ceiling on a buy stop-limit order nor floor on a sell stop-limit
order. Accordingly, clients have little control over the actual execution price when using stop-limit
orders.

Order execution is always subject to the existence of an adequate counterparty, even if the limit is quoted
after the order has been received.

Note, however, that professional ethics require dealers to make every effort to execute their clients'
orders at the best available price.

Transaction fees

Monep SA receives a fee on all trades executed on the MONEP, in the amounts stated in the Contract
Specifications appended to this Prospectus. Transaction fees also apply upon liquidation at maturity of
futures contracts and may apply upon the exercise of index options (see applicable Contract
Specifications).

Brokers also charge fees, the levels of which are not regulated.

Value-added tax is levied at the prevailing rate on commissions and brokers' fees.

M ONITORING POSITIONS ON A CONSTANT BASIS

An investor's situation on the options market changes constantly each trading day, depending on
variations of the underlying asset(s). Consequently, investors must remain constantly vigilant in case
they need to act immediately in order to defend their interests. They must also make the appropriate
arrangements if an option is exercised. For an assigned writer, exercise results in one of the following:

- an immediate cash payment (for index options),

- an accounting entry (delivery versus payment) in the name of the client on the day following the
assignment at the latest (options whose underlier is traded on a cash market),

- a position on the monthly settlement market (for equity options whose underlying securities are traded
on the monthly settlement market), which has different margin rules and risks from those on the
options market.

The attention of clients is therefore drawn to the following:

- The margin that a client maintains with his broker must at all times be equal to or greater than the

minimum margin requirement, as calculated and adjusted daily by Monep SA pursuant to market

regulations. The conditions under which initial and subsequent margin is deposited must be agreed between
the client and the broker.

- The broker is required to liquidate, by the following trading day, any position for which the client has not
deposited sufficient margin at the end of a session.
In this event, the client is required to pay any debit balance that may result from such liquidation within
one trading day. To avoid the risk of being unable to meet a margin call in due time, non-professional
investors are advised to maintain a margin balance higher than the regulatory requirement
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Reporting of operations

The broker-client agreement must stipulate the procedures and timeframes for providing the client with
the information he needs to monitor his positions and assess the accompanying risks.

For the client's safety, positions should be monitored daily.

To ensure timely monitoring of options trades on the MONEP, clearing members are advised to send the
following documents to clients for whom they maintain accounts:

Transaction report: consisting of a list of the trades carried out on the client's behalf.

The transaction report contains the following information:

For options trades: For futures trades:
- Contract specifications - Contract specifications
- Option type (calls or puts) - Side (buy or sell)
- Side (buy or sell) - Number of contracts traded
- Number of contracts traded - Execution date
- Execution date - Transaction registration number
- Transaction registration number - Debit or credit margin
- Nature of transaction (opening or closing) | - Brokerage fees
- Gross transaction amount (premium x - Commissions payable to Monep SA
contract size x number of contracts) - Net transaction amount
- Brokerage fees
- Commissions payable to Monep SA
- Net transaction amount

In the event of a disagreement concerning the conditions under which their orders were executed, clients must
inform their brokers thereof as soon as they receive their transaction reports, which must be dispatched no later
than the trading day following the day of the transaction.

Exercise and assignment notice: consisting of a list of the long positions in options exercised by the
client or short positions assigned to the client. The exercise and assignment notice contains the following
information:

- Specifications of the contracts exercised or assigned.

For equity options:
- Number of securities bought or sold
- Gross transaction amount.

For index options:
- Gross cash amount receivable or payable
- Exercise fees if any (see contract specifications) for which the buyer alone is liable
- Net amount receivable

- Open interest statement: a list the client's of open positions by class and by series.

For options positions: For futures positions :
- Contract specifications - Contract specifications
- Indication of the previous day's position | - Transaction side (buy or sell)
brought forward - Number of contracts open in the position

- The day's transactions (opening or closing)| - Transaction regisration number
- Transfers of contracts pending settlement | - Debit or credit margin

- Contracts exercised or assigned - Initial margin

- Expired contracts
- Net position
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- Margin calculation statement: the value of net positions in options at market close, computed on the
assumption of the most unfavorable movement in the underlying stock

The margin calculation statement contains the following information:
- Class.

For each class:

- Day's closing price (or closing index) of the underlying asset.
- Price (or index) used as the most unfavorable assumption.

For each series:

- Settlement price of the series, determined daily by Monep SA.

- Value of open interest in the series at the settlement price - known as the current liquidating
value. (Options purchased have a positive liquidating value, options sold have a negative
liquidating value).

- Theoretical price of the series on the basis of the price (or index) used as the most unfavorable

assumption.

- Value of open interest in the series at the theoretical price - known as the adopted liquidating
value.

- Sum of adopted liquidating values, by class.

- Balance of adopted liquidating values for all classes constituting the portfolio. (When the balance
is negative, the liquidating value shows an overall debit, which corresponds to the margin
requirement. When the balance is positive, the liquidating value is in overall credit and no margin
is required).

- Financial statement: showing the client's net position.

For options, the financial statement takes into account the margin requirement and the margin already on
deposit. The financial statement contains the following information:

- Margin requirement, as shown on the margin calculation statement.

- Margin deposited by the client with his broker, analyzed according to the type of instrument
deposited

- Total margin on deposit.

- Net position (A debit balance represents the additional margin required; a credit balance
indicates a reduction in the previous margin requirement).

For futures, the financial statement shows the client's net position, taking into account the margin
requirement and the margin already on deposit.
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Terminology common to options and futures

Clearing house: the body responsible for the registration of transactions and for guaranteeing the full
performance of operations and commitments to clearing members.

Client/broker account agreement: The written agreement that defines the contractual relationships
between the client and the broker who maintains its account.

Combined strategies: Positions opened or trades made simultaneously by an investor in options of the
same class but different characteristics, or in different maturities of the same futures contract (e.g. spread,
straddle).

Del credere agent: As del credere agents, MONEP clearing members, guarantee final execution of the
transactions they record, vis-a-vis the clearing house as well as the clients for whom they maintain
accounts.

Derivative financial instruments: Options and futures on transferable securities, stock market indices,
interest rates, currencies, or commodities.

Discretionary trading authorization/Discretionary account agreement: Agreement fulfilling the
requirements of the Commission des Opérations de Bourse by which a person delegates an investment
services provider to manage his transactions in the financial markets.

Expiration settlement index/Delivery settlement price: computed and disseminated on contract
expiration day, it is used as a basis for automatic exercise of option contracts that are in the money on
expiration and to determine the last margin call and cash settlement basis for futures contracts.

Fungibility: Property by which contracts with identical characteristics can be substituted. Since MONEP
contracts are fungible a position can be offset by taking an opposing position in a contract with the same
characteristics as the contract originally traded.

Investment services providers: Investment firms (including the former categories of brokerage firms
"sociétés de bourse" and portfolio management companies "sociétés de gestion de portefeuille”) and credit
institutions.

Margin deposits: A good-faith deposit that must be deposited by members with Monep SA and by
clients with the brokers that hold their accounts in order to ensure that contractual obligations on options
and futures positions can be met. The purpose of margin deposits is to cover any debit balance that may
arise when a position is liquidated (qg.v.) following an incident of default.

Maturity: The date on which an option contract expires (expiration date) or a futures contract is settled.

Underlying interest/Underlying asset: the instrument or asset (stock, bond or index) to which options or
futures relate.

Unit of trading (contract size): the number of units of the underlying instrument represented by the
contract, i.e. the contract size.

Expressed as number of shares for equity options and in monetary units per index point for index
options and index futures.

For option contracts on equities, this may vary according to the underlying securities on which the
contract bears. Traders are therefore advised to check with their broker before placing orders.
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Glossary of options terminology

American-style option: an option that can be exercised, at the holder's choice, at any time until the
option expires.

Assignment: the obligation incumbent on an option seller to carry out the obligations relating to his
contract (purchase or sale of the underlying instrument), in response to a buyer's decision to exercise an
option.

At the money: an option is at the money when the value of the underlying instrument is the same or
almost the same as the strike price of the option contract.

Call: an option contract granting the holder the right to buy the underlying instrument at the agreed
strike price. A call obliges the writer to sell the underlying instrument at the agreed strike price if he is
assigned against.

Class (of options): the set of options of the same exercise style (American or European) within the same
maturity range (short-term or long-term) and pertaining to the same instrument.

Closing index: the last index calculated and published when the markets close, used as the basis of
margin calculations.

Contract value: this is obtained by multiplying the premium's quoted price by the unit of trading
(contract size).

Daily settlement index: computed and disseminated each trading day, it is used as a daily reference for
exercising American-style options.

European-style option: an option that can be exercised by the buyer only on the contract expiration date.
Exercise: a decision, reserved for the option holder, to request execution of the contract.

In the money: a call is said to be in the money when the value of the underlying instrument is greater
than the option strike price. A put is in the money when its strike price is greater than the value of the
underlying instrument.

Intrinsic value: The price of the underlying asset minus the option strike price (calls); or the strike price
minus the price of the underlying asset (puts)
Intrinsic value represents the gain that would result from exercise by the option holder.

Market maker: a trading member, who has the duty of maintaining a continuous, liquid market in
options by trading solely for his own account.

Out of the money: a call is out of the money when the value of the underlying instrument is less than the
option strike price. A put is out of the money when its strike price is less than the value of the underlying
instrument.

Premium: the option price resulting from matching of buy and sell orders submitted to the market.

Put: an option contract granting the purchaser the right to sell the underlying instrument at the agreed
strike price. A put obliges the seller to purchase the underlying instrument at the agreed strike price if he
is assigned against.
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Series (of options): all options of the same class, the same type (call or put) bearing on the same quantity
of the underlying instrument, and having the same strike price and the same expiration date.

Strike price: the price at which the option holder may purchase (in case of a call) or sell (in case of a put)
the underlying instrument.

Time value (speculative value): Difference between an option's premium and its intrinsic value.
Time value is determined by several factors: volatility of prices of the underlying asset, strike price,
remaining life of the option, short-term interest rates, and dividends on the underlying securities.

Volatility: Measures the price fluctuation of a financial asset over a given time (historic volatility) or the

expectation of future price fluctuations (future volatility or implied volatility, determined on the basis of
the option price).

Glossary of terms relative to the CAC 40 futures contract

Daily settlement price: Calculated by Monep SA for futures contracts at the closing of each trading
session, the daily settlement price is used to determine variation margin and to mark open positions to
market.

Financial futures contract: A legally binding agreement to buy or sell a specified quantity of financial
assets at a price and date fixed at the time of initiating the contract. The position can be closed out at a
pre-established date either by.

- delivering the underlying financial asset against payment of the corresponding funds :

- cash settlement of the difference between the price fixed when the position was opened and the
price at which the position is closed.

Liquidation: Forced closing by the clearing house of a defaulting clearing member's positions or by a
clearing member of a defaulting client's positions for whom he maintains accounts.

Local (Négociateur pour compte propre "NCP"): Legal or natural person who trades solely for his own
account in futures contracts, thus enhancing their liquidity.

Settlement: Closing an open position on expiration by means of a cash payment.

Variation margin: At the end of each trading day, clients' positions are marked to market on the basis of
the daily settlement price, thereby producing a potential loss or gain which is charged or credited to the
account.
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APPENDIX: Contract Specifications for various products

P roduct notes: Contracts specifications

Short-term equity options

Long-term equity options

Long-term options on the CAC 40 Index (PXL)

CAC 40 index futures contract — EUR 10 —

Options on the Dow Jones STOXXa 50 Index

Futures on the Dow Jones STOXXA 50 Index

Options on the Dow Jones Euro STOXXa 50 Index

Futures on the Dow Jones Euro STOXXa 50 Index

Dow Jones Stoxxa
Dow Jones Stoxxa
Dow Jones Stoxxa
Dow Jones Stoxxa
Dow Jones Stoxxa
Dow Jones Stoxxa
Dow Jones Stoxxa
Dow Jones Stoxxa
Dow Jones Stoxxa
Dow Jones Stoxxa
Dow Jones Stoxxa
Dow Jones Stoxxa
Dow Jones Stoxxa

Dow Jones Stoxxa

Bank futures contract

Bank options

Energy futures contract

Energy options

Telecommunications futures contract

Telecommunications options

L&M Technology futures contract

L&M Technology options

L&M Insurance futures contract

L&M Insurance options

L&M Pharmaceutical futures contract

L&M Pharmaceutical options

L&M Media futures contract

L&M Media options
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German Risk Disclosure

Important Information on Loss Exposures in Respect of Forward Exchange
Transactions

Dear Customer,

In forward exchange transactions, the profit potential is confronted with a high loss exposure. Any investor who wishes to conclude a
forward exchange transaction must have been informed of the risks beforehand.

A. General Information on Loss Exposures in Respect of Forward Exchange Transactions
The German Stock Exchange Act (Borsengesetz) provides in Section 53, sub-section 2 that we inform you of the following risks:

Forfeiture or depreciation
The rights you acquire under forward exchange transactions may forfeit or depreciate as the rights conferred under such transactions
are in any case limited in time. The shorter the time limit, the greater your risk may be.

Incalculable losses
Your loss exposure in commitments under forward exchange transactions may be indeterminable and may also include your entire
property, beyond the collateral furnished by you.

Missing hedging opportunities
It is possible that transactions by which risks under forward exchange transactions entered into shall be excluded or limited (closing
transactions) will not be concluded at all or only be concluded at a price meaning a loss for you.

Additional loss potential in respect of borrowings or as a result of currency fluctuations.
Your loss exposure will increase if you make use of a credit facility for your forward exchange transactions. The same applies to
forward transactions where your liabilities or claims are denominated in a foreign currency or a unit of account (e.g. ECU).

B. Risks in the individual types of transactions
1. Purchase of options
1. Purchase of an option on securities, currencies or precious metals

The transaction:
If you purchase an option on securities, currencies or precious metals, you acquire the claim for delivery or acceptance of the
underlying instrument at the price already fixed when purchasing the option.

Your risk:

Changes in the price of the underlying instrument, such as e.g. the stock on which your option is based, may reduce the value of your
option. In the case of a call option, such depreciation will be triggered by price losses, whereas in the case of a put option, price gains
of the underlying instrument will trigger a depreciation. If such depreciation occurs, it will in each case be disproportionate in relation
to the changes in the price of the underlying instrument, so that your option may even be worthless. Your option may, however, also
depreciate if the price of the underlying instrument does not change, as the value of your option is co-determined by other price
determinants (such as the maturity or the frequency and intensity of price fluctuations of the underlying instrument. Due to the
limited maturity of an option, in such case you cannot rely on the price of the option recovering in good time. If your expectations as
to the market development are not come up to and you therefore waive the exercise of the option or fail to exercise it, your option will
expire worthless at the end of its maturity. In such case, your loss will be composed of the price paid for the option plus the costs
incurred by you.

2. Purchase of an option on financial futures

The transaction:
When purchasing an option on financial futures, you acquire the right to enter into a contract on terms fixed beforehand, by which
contract you undertake to purchase and sell, for example, securities, currencies or precious metals for forward delivery.

Your risk:

First, such option is also subject to the risk mentioned under no. 1 above. However, after exercising the option, you run new risks;
these new risks are dependent on the financial futures contract then entered into and may be considerably higher than your original
risk - i.e. the price paid for the option. Then, you will incur the additional risks under the forward exchange transactions with forward



settlement described below.
11. Sale of options and forward exchange transactions with forward settlement
1. Sale with forward delivery and sale of a call option on securities, currencies or precious metals

The transaction:
As a seller for forward delivery, you assume the obligation to deliver securities, currencies or precious metals at an agreed purchase
price. As seller of a call option, you will assume that obligation only if the option is exercised.

Your risk:

In case of a price increase, you must nevertheless effect delivery at the price agreed before, and that price may be considerably lower
than the current market price. If the underlying instrument which you have to deliver is already in your possession, you will no longer
enjoy the advantage of increasing market prices. If you wish to acquire the underlying instrument only at a later point in time, the
current market price may be considerably higher than the price agreed in advance. That price difference represents your risk. The loss
exposure cannot be determined in advance, which means that it is theoretically unlimited. The loss exposure may exceed the
collateral furnished by you to a considerable extent in the event that you do not possess the instrument to be delivered but only wish
to acquire it at maturity. In such case, you may incur considerable losses, as - depending on the market situation - you may be forced
to purchase at a very high price or to effect cash settlement payments in case an acquisition of the instrument is rendered impossible
for you.

Please note:

if the underlying instrument which you have to deliver is in your possession, you are protected from losses incurred by an acquisition;

however, if these assets are blocked in whole or in part for the duration of your forward exchange transaction (as collateral), you may
not dispose of the same during that period of time or prior to the closing of your futures contract, nor can you sell such assets in order
to avoid losses in case of decreasing prices.

2. Purchase with forward delivery and sale of a put option on securities, currencies or precious metals

The transaction:
As a purchaser for forward delivery or as seller of a put option, you assume the obligation to purchase securities, currencies or
precious metals at an agreed price.

Your risk:

In case of decreasing prices, you must nevertheless take delivery of the purchased instrument at the price agreed before, and that
price may be considerably higher than the current market price. That price difference represents your risk. The loss exposure cannot
be determined in advance and may exceed collateral furnished by you (if any) to a considerable extent. If you intend to resell the
product immediately after taking delivery thereof, you should note that it may be impossible, or very difficult, for you to find a
purchaser; depending on the market situation, it is possible that you will only succeed in selling the instrument with a considerable
price reduction.

3. Sale of an option on financial futures contracts

The transaction:
When selling an option on a financial futures contract, you assume the obligation to enter into a contract on terms fixed in advance,
by which contract you undertake to purchase and sell, for example, securities, currencies or precious metals for forward delivery.

Your risk:
Should the option sold by you be exercised, you run the risk of a seller or purchaser for forward delivery, as set out in Sections 1 and
2 of this Chapter II.

I11. Options and financial futures contracts containing a cash settlement

The transaction:
Several forward exchange transactions only contain a cash settlement. These include in particular:

® options and financial futures contracts on an index, i.e. a variable number which is calculated on the basis of a portfolio of
securities determined according to certain criteria, and the variations of which mirror the price movements of these
securities;

(] options and financial futures contracts on the interest rate for a time deposit with a standardised maturity.

Your risk:
If your expectations are not met, you have to pay the difference between the price fixed at the conclusion of the transaction and the
current market price at maturity. That difference represents your risk. The amount of the loss suffered by you cannot be determined



in advance. It may exceed collateral furnished by you (if any) to a considerable extent.
C. Additional risk under forward exchange transactions
1. Forward exchange transactions containing a currency risk

The transaction:

When entering into a forward exchange transaction in respect of which your commitment or the consideration to be claimed by you is
denominated in a foreign currency or a unit of account (e.g. the ECU), or where the value of the underlying instrument is determined
thereby (such as in the case of gold), you are exposed to an additional risk.

Your risk:
In this case, your loss exposure is not only linked with the performance of the underlying instrument. Developments on the foreign
exchange market can rather cause additional incalculable losses. Currency fluctuations may:

reduce the value of the purchased option;
increase the price of the underlying instrument to be delivered by you for the settlement of forward exchange transactions if
the same is payable in a foreign currency or a unit of account. The same applies to a payment obligation under the forward
exchange transaction to be settled by you in a foreign currency or a unit of account;

(] reduce the value or the sales proceeds of the underlying instrument to be taken delivery of or the value of the payment
received.

1l. Transactions intended to exclude or limit risks

Do not rely upon being able to enter into transactions at any time during the term so as to compensate for, or limit, your risks under
forward exchange transactions. Whether or not you have that possibility depends on the market conditions and also on the structuring
of your forward exchange transaction. It may be that you will not be in a position to enter into said transactions at all, or only at an
unfavorable market price, so that you will incur a loss.

I11. Drawing on a credit facility

Your risk will increase if you use a credit facility for the financing of, in particular, the acquisition of options or the performance of your
delivery and payment obligations under forward exchange transactions. In such case, if the market development is contrary to your
expectations, you must - in addition to the loss suffered - also pay interest on the credit facility and redeem the same. You should
therefore never start from the assumption that you will be in a position to pay interest and capital in respect of such credit facility
from gains achieved under forward exchange transactions. Rather make sure prior to entering into a transaction that your financial
situation allows you to pay interest on, or - should the situation arise - redeem, such credit facility at short notice even if you suffer
losses instead of gains.

D. Certification in securities
The risks in respect of the transactions described above will not change if rights and obligations are certificated (e.g. in a warrant).

According to Section 53, sub-section 2 of the German Stock Exchange Act (Borsengesetz), this Information Memorandum must be
signed by you if you wish to enter into forward exchange transactions.



Regulatory Info and Additional Provisions for users from Hong Kong

REGULATORY INFORMATION AND ADDITIONAL PROVISIONS FOR USERS FROM HONG
KONG

Your agreement is with Interactive Brokers' United States office ("IB"). IB wants to make sure that you are aware that:

(] IB is not a member of the Hong Kong Futures Exchange Limited ("HKFE™) and you are NOT entitled to claim against the
Compensation Fund of the HKFE.

IB is not a member of the Stock Exchange of Hong Kong Limited ("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 2 of the Customer Agreement).

(] 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 Customer Agreement. (See
paragraph 5 of the 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 Customer Agreement. To the extent that there is any conflict between the terms of the 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;

"the HKFE Clearing House" means HKFE Clearing Corporation Limited;

"the CTO" means the Commodities Trading Ordinance, Chapter 250 of the Laws of Hong Kong as amended from time to
time;

"HKFE" means Hong Kong Futures Exchange 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 HKFE,
SEHK, HKFE Clearing House or SEOCH, as applicable.

. "SEHK" means The Stock Exchange of Hong Kong Limited.
(] "SEOCH" means The Stock Exchange of Hong Kong Clearing House.

® "the SFC Ordinance" means the Securities and Futures Commission Ordinance, Chapter 24 of the Laws of Hong Kong as
amended from time to time.

(] "THHK" means Timber Hill Hong Kong Limited, an entity registered with the Securities and Futures Commission and a
member of the Exchange; THHK is an affiliate of IB.
® "THSHK" means Timber Hill Securities Hong Kong Limited, an entity registered with the Securities and Futures Commission

and a member of the Stock Exchange of Hong Kong Limited; THSHK is an affiliate of IB.

(] "Rules" means the Rukes and Regulations of the HKFE, SEHK, HKFE Clearing House 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 CTO and Hong Kong law.

2. The rules and regulations of the HKFE or SEHK, as applicable, and the HKFE Clearing House 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 SFC Ordinance, the CTO, 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 may require the closing out of Customer positions or the imposition of a margin surcharge on Customer's positions.

3. 1B, its affiliates, including THHK and THSHK, and their respective directors and/or employees may trade on their own account and,
subject to the provisions of the CTO and the SFC 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 the floor in accordance with the rules and regulations of the exchanges and
clearinghouses governing the relevant markets.



4. Unless otherwise confirmed in writing by 1B and agreed by the Customer and IB, IB is acting solely as broker to any transactions
made with IB 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 Court 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 the HKFE's markets.

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 authorises IB to apply any monies 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
Customer), (ii) pay commission, brokerage, levies and other proper charges for contracts transacted by IB on behalf of the Customer,
(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 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 THHK or 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 money paid 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 favour of the Customer

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: (a) 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; (b) 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 (c) 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. Levies & Commission

(] Every contract executed on the floor of the HKFE shall be subject to applicable Compensation Fund levies and levies pursuant
to Securities and Futures Commission Ordinance the cost of both of which shall be borne by the Customer.

(] In respect of contracts executed in markets other than those organised by the HKFE, any charges levied on such contracts
by the relevant markets shall be borne by the Customer.

(] 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.

13. Rules & Laws

o 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 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 CTO, 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.

® All transactions related to futures/options contracts executed in markets other than those organised 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.

(] 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.

14. IB is not a member of the HKFE and Customer is NOT entitled to claim against the Compensation Fund of the HKFE.

15. The Customer appoints the Chief Executive of the HKFE (or such other persons as the Board of the HKFE may appoint, including,
without limitation HKFE Clearing House) as the Customer's attorney to 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 Exchange in the event of IB's membership being suspended or revoked.

16. In accordance with Rule 601(c) of the HKFE's Rules, we disclose the following to you: Company Name : Interactive Brokers LLC
Membership category : Dealer Registration number (required by the CTO) : CD400 Staff responsible for your account : The IB Help
Desk Name: The IB Help Desk Dealing Director/ Dealer Representative: David F. Friedland Registration No.: CD0O00889

17. EXPLANATION OF MARGIN PROCEDURES AND UNILATERAL CLOSING OUT OF CLIENTS' POSITIONS

Margin Procedures

In accordance with Rule 602(s) of the HKFE's Rules, we set out below an explanation of margin procedures and the circumstances
under which Customer positions may be unilaterally closed.

Paragraph 3 of the 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 Exchange if Customer fails to meet two or more
successive margin calls or demands for variation adjustments or Interest Rate Cash 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 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.

18. STATEMENT OF PARTICULARS OF APPROVED CONTRACTS

IB, THHK and THSHK are licensed to trade in the products approved by the HKFE or SEHK, as applicable, from time to time. Contract
specifications for the products in question are available on request.

19. RISK DISCLOSURE STATEMENT FOR EQUITY SECURITIES

(] The Client 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. The Client 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 Client is prepared to accept.

(] The Client 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.



Swiss Risk Disclosure for Futures

Swiss Risk Disclosure - Characteristics and Risks of Futures
1. Principles

Futures contracts may be associated with special financial risks and are therefore only suitable for investors familiar with this type of
business, with adequate liquid assets and capable of bearing any eventual losses.

This notice provides some fundamental information about the general characteristics of and the risks normally associated with futures
contracts.

2. Characteristics
2.1 Definition

A futures contract subsumes the commitment to buy or deliver on a specified date (settlement date) a specified quantity of a
particular underlying instrument at a price as agreed on the contract date.

The following products may be underlying instruments of a futures contract:

(] assets such as stocks, bonds, commaodities, precious metals;
° benchmarks such as currencies, interest rates, indices.

2.2 Types of futures
Futures are listed contracts and standardized in terms of quantity of underlying instruments and expiration date.

Over the counter (OTC) futures (also referred to as forwards) are traded off the floor. They may be standardized or subject to
individual contract specifications as agreed between the buyer and the seller.

2.3 Margin requirement and margin cover

An initial margin is agreed at the outset of the contract for both, the forward purchase and the forward short sale of an underlying
instrument. The initial margin is usually expressed in terms of a percentage of the purchase price of eligible instruments.

An additional variation margin is determined periodically throughout the life of the contract. The variation margin represents the
accounting profit or loss resulting from the fluctuation of the futures contract or the underlying instrument. The variation margin may
amount to a multiple of the initial margin. The calculation method of the variation margin during the life of the contract or in the event
of its closing out is subject to the relevant stock exchange regulations and the details of the contract.

Throughout the life of the contract the investor must maintain a sufficient margin cover with the securities dealer, as required for the
initial and variation margins.

2.4 Closing out and execution
On principle, the investor may close out contracts at any time up to expiration date.

Subject to the type of contract and the relevant stock exchange regulations, the contract may be closed out either by selling the
contract or by entering into an identical contract with a converse buying or selling commitment. In the latter case, the buying or
selling obligation arising from the first contract is neutralized by the converse contract.

Unless closed out prior to the expiration date, the contracts must be exercised on expiration date according to the following principles:

Futures contracts on assets may be exercised by physical delivery of the underlying assets or by cash settlement. These contracts are
usually exercised by physical delivery, unless the possibility of cash settlement is exceptionally provided by the contract or the
relevant stock exchange regulations. Other particulars of the exercise, in particular the place of exercise, are subject to individual
contract details.

Futures contracts on benchmarks (except currencies) cannot be exercised by physical delivery of the underlying instrument. The



method of exercise is invariably cash settlement.

In the case of physical delivery of the underlying instrument, the full value of the contract is due, whereas cash settlement is limited
to the difference between the price agreed at the outset of the contract and the current market value at the time of exercise.
Consequently, the investor must hold more liquidity for physical delivery contracts than for cash settlement contracts.

3. Risks
3.1 Fluctuations of the contract or the underlying instrument

Investors in futures contracts always have certain expectations with regard to the performance of the contract or the underlying
instrument within the relevant period of time. If the performance fails to match the investor's expectations, the following risks may
arise for the investor.

Regardless of an increase of value of the contract or the underlying instrument, the futures seller must deliver the underlying
instrument on settlement date at the initially agreed price which may be far below the current market value. Hence, the seller's risk
lies in the difference between the price agreed at the outset of the contract and the current market value at expiration date. Since
there is, in theory, no upper limit for market rates, the seller's potential loss is unlimited and may exceed the margin requirement
considerably (see point 2.3).

Regardless of a decline in value of the contract or the underlying instrument, the futures buyer must buy the underlying instrument on
settlement date at the initially agreed price which may be far beyond the current market value. Hence, the buyer's risk lies in the
difference between the price agreed at the outset of the contract and the current market value on expiration date. The buyer thus
risks to incur a loss equal at a maximum to the initially agree price. The loss may exceed the margin requirement considerably (see
point 2.3).

3.2 Restricted or suspended closing out

Stock exchanges may determine price limits for certain futures contracts in order to prevent excessive price volatility. The investor
must be aware that closing out such futures contracts may be restricted or suspended once the price limit has been reached.
Investors should therefore establish whether any price limits exist before entering into futures contracts.

3.3 Purchasing underlying instruments in the case of short sales

Investors who sell forward an underlying instrument which they do not hold at the outset of the contract (short sale) carry the risk
that they may have to purchase the underlying instrument later at an unfavorable current market rate, in order to be able to deliver
the underlying instrument on expiration date.

3.4 Special risks inherent in over-the-counter (OTC) futures
The market for standardized OTC futures is generally transparent and liquid. Therefore contracts can be usually closed out.

There is no organized market for OTC futures with special individual contract terms. Closing out these contacts is therefore subject to
the counterparty's consent.

3.5 Combinations

This notice cannot provide a conclusive description of all risks that may arise in individual cases, due to the large variety of feasible
combinations.

Since combinations consist of various elements, the risk pattern may change significantly when individual elements of the total
position are closed out. Consequently, investors should obtain detailed information on the specific risks inherent in combinations
before entering into combination contracts.



Swiss Risk Disclosure for Options

Swiss Risk Disclosure - Characteristics and Risks of Options
1. Characteristics

1.1 Definitions
1.1.1 Rights and Duties

By paying the option fee (premium), the option buyer acquires the right, without the obligation, to buy from (call option) or sell to
(put option) the writer of an option a specified quantity (size of contract) of a product (underlying instrument) at a fixed price (strike
price) up to or on a specified date (expiration date).

Receiving the premium, the option writer has the obligation to deliver the underlying instrument to (call option) or buy the underlying
instrument from (put option) the buyer of the option at the strike price. In the case of warrants (see point 1.2.1 below), the issuer of
the warrant is directly committed to the holder of the warrant.

The details of an option may be either standardized or subject to individual agreements between the buyer and the writer.
1.1.2 Underlying instruments

The following products may be underlying instruments of an option:

. assets such as stocks, bonds, commodities, precious metals,
o benchmarks such as currencies, interest rates, indices or
(] any combination and derivatives (e.g. futures)

1.1.3 "In-the-money", "out-of-the-money", "at-the-money" options

A call option has an intrinsic value, i.e. it is "in-of-the-money", if the current market value of the underlying instrument is higher than
the strike price. A put option is "in-of-the-money" if the current market value of the underlying instrument is below the strike price.

A call option is "out-of-the-money" if the current market value of the underlying instrument is lower than the strike price. A put option
is "out-of-the-money" if the current market value of the underlying instrument is higher than the strike price.

The option is "at-of-the-money" if the current market value of the underlying instrument is equal to the strike price.
1.1.4 "American", "European" options

"American" options may be exercised up to their expiration date.

"European" options may be exercised only on their expiration date.

1.1.5 Physical delivery or cash settlement options

When exercising a "physical delivery" option, the buyer of a call option is entitled to receive the underlying instrument against
payment of the strike price. Accordingly, the writer must purchase the underlying instrument from the buyer of a put option at the
strike price.

In the case of cash settlement options, the amount to be settled is the difference between the strike price and the market value of the
underlying instrument, provided that the option is "in-of-the-money".

1.2 Types of options
1.2.1 Warrants, listed options

The issuer certifies the rights and duties arising from the options in a certificate which is customarily traded on a stock exchange
(listed).



1.2.2 Traded options

Traded options are standardized non-certificated options which are traded on special exchanges in accordance with the rules and
regulations of such exchanges (e.g. on the SOFFEX Swiss Options and Financial Futures Exchange).

1.2.3 Over-the-counter (OTC) options

Particularly OTC options on precious metals and currencies can be standardized according to market practice and publicly offered. In
contrast, tailor-made OTC options are specifically designed for individual investors.

OTC options are entered into directly between the buyer and the writer off-exchange. They are not listed and usually non-certificated.
Consequently, a position in OTC options can only be closed by entering into a corresponding offsetting transaction with the same
counterparty.

1.3 Margin requirement

The writer of an option has to deposit an adequate quantity of the underlying instrument or provide another collateral (margin cover)
during the life of the option. The margin is determined by the securities dealer. The stock exchange determines the minimum margin
for traded options. If the margin cover proves insufficient, the securities dealer may require the writer to provide an additional
collateral (further margin).

2. Risks

2.1 Risks associated with the purchase of options

2.1.1 Call options and put options

The value of a call option declines if the market value of the underlying instrument falls; the value of a put option declines if the
market value of the underlying instrument rises. The decrease in value expands the less the option is in-of-the-money, generally
accelerates as the life of the option diminishes and is proportionally larger than the decrease in value of the underlying instrument.

The value of the option may also decline while the market value of the underlying instrument remains unchanged or develops
favorably for the buyer, for instance due to a drop in the current value of the option or an adverse supply and demand situation.
Consequently, the buyer must take into account that the value of the option may decline and that the option may even be worthless
on expiration date, thus resulting in a loss up to the amount of the premium which the buyer initially paid.

2.1.2 Call and put options on futures

Call options which entitle the holder to entering into futures contacts as a buyer, and put options which entitle to entering into futures
contracts as a writer, are analogously subject to the risks stipulated in point 2.1.1. Upon exercise, the remarks stipulated in point 3 of
the notice "characteristics and risks associated with futures contracts" apply.

2.2 Risks associated with writing options

The writer of an option must take into consideration that the buyer may exercise hi/her rights even if the option is only at-of-the-
money or out-of-the money, in the case of "American™ options this may be at any time up to the expiration date.

2.2.1 Covered call options

The writer of a covered call option owns the quantity of underlying instruments corresponding to the size of the contract. If their
market value exceeds the strike price, the writer misses the according profit. However, the writer assumes the full risk of any losses
caused by a drop in market value. If the underlying instruments are blocked fully or in part to cover the liability during the life of the
option, they may not be sold to forestall any future losses.

2.2.2 Naked call options

The writer of naked call options does not own the relevant underlying instruments. In the case of physical delivery options, the risk
lies in the spread between the strike price at which the underlying instruments must be delivered when the option is exercised, and
the price at which the writer must procure them. In the case of cash settlement options, the risk lies in the difference between the
strike price and the market value of the underlying instrument. As the market value may be considerably higher than the strike price
when the option is exercised, the risk is undefinable and in theory unlimited.

In particular, the writer of "American" options must take into consideration that the option may be exercised under very difficult



market conditions and that it may then be very expensive or indeed impossible to obtain the underlying instruments required for
physical delivery.

The writer must be aware that an eventual loss could substantially exceed the value of the collateral deposited (margin cover).
2.2.3 Put options

For the writer of put options the risk lies in the possibility that the market value of the underlying instrument may fall below the strike
price. The loss the writer then faces corresponds to the difference between the market value and the strike price. In particular, the
writer of physical-delivery "American™ put options runs the risk of having to purchase underlying instruments under market conditions
where such underlying instruments can be resold only with great difficulty or at a significant loss or where resale is impossible.

The writer risks to incur losses which could substantially exceed the value of the collateral deposited (margin cover).
2.2.4 Call and put options on futures

Writers of call or put options undertake to enter into futures contracts as a buyer or seller respectively, and are accordingly subject to
the risks described in points 2.2.1 to 2.2.3. Upon exercise, the remarks stipulated in point 3 of the notice "characteristics and risks
associated with futures contracts" apply.

3. Combinations
3.1 Definition

The term combination applies when two or more options are written for the same underlying instrument, whereas these options must
differ at least in the type of option (put, call), quantity, strike price, expiration date or type of position (long, short).

3.2 Special Risks

This notice cannot provide a conclusive description of all risks that may arise in individual cases, due to the large variety of feasible
combinations. Consequently, investors should obtain detailed information on the specific risks associated with a combination before
entering into such transactions.

As combinations consist of various options, the risks may change substantially by closing some of these options.
4. "Exotic" options
4.1 Definition

Exotic options differ from "ordinary" call and put options as described in point 1.1 ("plain vanilla™ options) in that they are subject to
additional arrangements or conditions. Their payoff structure can therefore not be achieved by any combination of "plain vanilla"
options alone or with underlying instruments. Exotic options can be issued either as "tailor made" OTC options or as certificated
options.

4.2 Special risks

Due to the practically unlimited variety of feasible exotic options, this notice cannot provide a conclusive description of all risks
inherent in them. Consequently, investors should obtain detailed information on the specific risks associated with exotic options before
entering into such transactions.

The overview hereafter provides the description of a number of typical exotic options which entail special risks in addition to the risks
outlined in point 2. The risks outlined in point 2 apply analogously.

4.3.1 Path-dependent options

In the case of path-dependent options the market value of the underlying instruments is relevant during the life of the options and not
only on the expiration or exercise date. Consequently, the investor must take into consideration any fluctuations in market value of
the underlying instrument throughout the life of the option.

e Barrier options



The rights arise ("knock-in" barrier option) or expire ("knock-out" barrier option) when the market value of the underlying
instrument reaches or exceeds a specified threshold ("barrier”, also "instrike" or "outstrike™) within a given period. The term
"kick-in" or "kick-out" barrier option applies if the "barrier" is set between the value of the underlying instrument when the
option is entered into and when it expires.

"Double-barrier options" are barrier options with two "barriers” (marking the upper and lower threshold). They also occur as
"knock-in" and "knock-out" barrier options.

Risk note: The buyer of a barrier option must be particularly aware that his/her option rights only arise (""knock-in" or
"kick-in" options) respectively lapse absolutely (“knock-out" or "kick-out" options) when the market value of the underlying
instrument reaches the "barrier".

Payout options
Payout options pay a fixed amount agreed in advance.

"Digital" or "binary" options pay out if the market value of the underlying instruments reaches or exceeds the "barrier" once
during a specified period ("one-touch digital option™) or on expiration date (“all-or-nothing digital option").

The "one-touch digital option” pays the fixed amount either as soon as the barrier is reached or only on expiration date, the
latter being also referred to as a "lock-in option”.

On the other hand, the "lock-out option" pays the fixed amount on expiration date only if the market value of the underlying
instrument does not reach the "barrier” during a specified period.

Risk note: The writer of a payout option is liable to pay the fixed amount in full when the "barrier” is reached, irrespective
of whether and to what extent the option is "in-of-the-money" when it is exercised or on expiration date. Therefore the
amount due may be considerably higher for the writer, respectively much lower for the buyer, then the intrinsic value of the
option.

Asian options

In the case of an Asian option, the market value of the underlying instrument is recorded at regular intervals during a
specified period. The average value thus assessed is used to determine the value of the underlying instrument of an
"average -rate option" or the strike price of an "average-strike option".

Risk note: As a consequence of applying the average value of an "average-rate option", the value of the option on
expiration date may be considerably lower for the buyer, respectively higher for the writer, than the difference between the
strike price and the market value on expiration date.

In relation to the strike price observed at the outset, the strike price determined in the case of an "average-strike option™
may be significantly higher for the buyer of a call option, respectively lower for the buyer of a put option, however it may be
considerably lower for the writer of a call option, respectively higher for the writer of a put option.

Lookback options

In the case of a lookback option, the market value of the underlying instrument is recorded at regular intervals during a
specified period.

In the case of a "strike-lookback option”, the lowest market value is used as the strike price for a call option and the highest
market value is used as the strike price of a put option.

In the case of a "prize-lookback option", the strike price remains unchanged, however the top rate is used for the valuation
of the underlying instrument of a call option and the bottom rate is used for the valuation of the underlying instrument of a
put option.

Risk note: The assessed strike price as well as the assessed value of the underlying instrument of a lookback option may
deviate substantially from the actual values on expiration date. The writer of the above options must be aware that the
applicable strike price or market value is invariably the least advantageous for him/her.

Contingent options



In the case of contingent options, the premium becomes due only if the market value of the underlying instrument reaches
the strike price during the life of the option (American options) or on expiration date (European options).

Risk note: The buyer of a European contingent option must consider that the premium will become due in full on
expiration date, although the option may be only just "at-of-the-money" or minimally "in-of-the-money".

Cliquet and ladder options

In the case of a cliquet option (also "ralchet option™), at certain, usually regular, intervals, the strike price for the following
period is adjusted to the current market value of the underlying instrument, any intrinsic value of the option is recorded and
accumulated during the life of the option.

The ladder option differs from the cliquet option in that the adjustment is not affected periodically but whenever the
underlying instrument reaches specific market values. As a rule, only the highest intrinsic value is recorded (the "lock-in"), in
rare cases all recorded intrinsic values are accumulated.

Risk note: The writer of a cliquet option owes the total accumulated "lock-in" amount in addition to any intrinsic value of
the option on expiration date. The writer of a ladder option owes the respective highest "lock-in" amount in addition to any
intrinsic value of the option on expiration date. The writer may therefore owe an amount considerably higher than just the
intrinsic value of the option on expiration date.

4.3.2 Options on several underlying instruments

Spread and outperformance options

Both options are based on two underlying instruments. The valuation of the spread option is based on the absolute
difference in performance between the underlying instruments, whereas the valuation of the outperformance option is based
on the relative difference between the underlying instruments in percentage terms.

Risk note: Despite a positive performance of both underlying instruments, the performance difference between the
underlying instruments may be equal or lower in absolute as well relative terms, thus having a negative impact on the value
of both types of this option.

4.3.3 Options on several underlying instruments

Compound options

The underlying instrument of a compound option is another option; i.e. compound options are call options on call or put
options, as well as put options on call or put options.

Risk note: Compound options may have a strong leverage effect. The writer of a compound option must be aware that
his/her liability may soar high very quickly.



RISK DISCLOSURE STATEMENT FOR FOREX TRADING AND 1B MULTI-CURRENCY ACCOUNTS

Rules of the U.S. National Futures Association ("NFA") require Interactive Brokers ("IB") to provide you with the
following Risk Disclosure Statement:

RISK DISCLOSURE 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 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
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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
TIME PERIOD NUMBER OF ACCOUNTS | pe di e AGE SV | UNPROFITABLE
ACCOUNTS
Q42013 27935 25.31% 54.69%
Q32013 23759 43.99% 56.01%
Q22013 22140 26.49% 5351%
Q12013 19666 43.26% 56.74%

PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS.
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EURTHER INFORMATION PROVIDED BY INTERACTIVE BROKERS:

A. Overview: Interactive Brokers Multi-Currency enabled accounts allow IB Customers to trade investment
products denominated in different currencies using a single 1B 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. IB 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 1B 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, 1B 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. Exchange Rate 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 Fluctuation: 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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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 2013 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. While odd lot marketable orders are not likely to be executed at the interbank spreads
afforded to IdealPro orders, they will generally be executed at prices only slightly inferior (1-3 ticks). 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 1B (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, 1B 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,
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
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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.

(DInformation regarding the performance of Interactive Brokers retail forex customers for the past 5 years is
available upon request.
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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. 8815.05 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 commodity 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
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