
 
 
 
Regulatory Circular RG00-134 
To:  Member Firms 
From:  Regulatory Services Division 
Date:  August 31, 2000 
RE: Supplement to the Options Disclosure Document Regarding 

Exercise Settlement Values 
 
On August 17, 2000, the Securities and Exchange Commission (“SEC”) approved 
the Options Clearing Corporation's Supplement to the Options Disclosure 
Document (“ODD”) relating to changes in the exercise settlement values for 
options.  Member Firms should be aware that Exchange Rule 9.15 requires that 
each customer who was previously furnished an options disclosure document be 
furnished with a copy of an amendment to the current options disclosure 
document.  Member Firms may comply with this requirement in various ways, 
including but not limited to one of the following: 

(1) The firm may choose to conduct a mass mailing of the amendment to 
all of their approved customers who have already received the options 
disclosure document. 
(2) The firm may deliver the amendment to a customer, who has already 
received the options disclosure document, with the first confirmation of 
an option transaction. 

In any event, the amendment must also be delivered to any new options 
customers when the customer is provided with a copy of the current Options 
Disclosure Document.  Attached is a copy of the supplemental language that may 
be used by your firm pending the availability of printed copies from the Options 
Clearing Corporation. 

Copies of the ODD or the supplement may be obtained by contacting Denice 
Caldwell at the Options Clearing Corporation at (312) 322–6212.  Questions about 
this memorandum may be directed to Lawrence J. Bresnahan at (312) 786–7713 
or David E. Carlson at (312) 786-7052. 
 
Attachment 



August 2000 Supplement 
to Characteristics and Risks 
of Standardized Options 
 
The following supplements material in Chapter X of the 
February 1994 edition of CHARACTERISTICS AND RISKS OF 
STANDARDIZED OPTIONS: 
 
1. A new paragraph is added on page 78 at the end of the 
section headed ‘‘8.’’ The new paragraph reads: 
 
If OCC determines that the primary market(s) for one or more 
component securities of an underlying index did not open for 
trading on a trading day at or before the time when the current 
index value for that trading day would ordinarily be determined, or 
that the current index value for a trading day is otherwise unavailable 
for the purposes of calculating the exercise settlement value 
for an index option, then OCC may suspend settlement obligations 
for exercised and assigned contracts of the affected series. 
In the event of such a suspension, OCC will fix a new settlement 
date after OCC determines that the current index value is available 
or after OCC fixes the exercise settlement value. If OCC determines 
to fix the exercise settlement value, it will act through an 
adjustment panel that will use its judgment as to what is appropriate 
for the protection of investors and the public interest. For a 
description of adjustment panels, see ‘‘Adjustment and Adjustment 
Panels’’ in Chapter II. The panel may, if it deems such action 
appropriate for the protection of investors and the public interest, 
fix the exercise settlement value on the basis of the reported level 
of the underlying index at the close of regular trading hours (as 
determined by OCC) on the last preceding trading day for which a 
closing index level was reported by the reporting authority. An 
adjustment panel’s determination shall be conclusive, binding on 
all investors, and not subject to review. 
 
In addition to the foregoing, the following supplements 
material in Chapters VI, VIII and X of the February 1994 edition 
of CHARACTERISTICS AND RISKS OF STANDARDIZED OPTIONS. 
This supplemental material describes amendments to the 
rules of OCC that affect only series of options opened for 
trading after September 16, 2000. Series of options opened 
for trading prior to that date continue to be governed by the 
the rules of OCC described in Chapters VI, VIII and X as in 
effect prior to the addition of the following supplemental 
material: 
 
2. A new paragraph is added on page 78 at the end of the 
section headed ‘‘8.’’ after the new paragraph set forth in paragraph 
number ‘‘1.’’ of this supplement. The new paragraph reads: 
 
In addition, if OCC determines that the primary market(s) for 
one or more component securities of an index did not open for 
trading on the last trading day before expiration of a series of 
options on such index, an adjustment panel may fix the exercise 
settlement value for the expiring options using the opening prices 
of the affected security or securities when the primary market(s)  
reopen. If that happens, normal expiration exercise procedures 
will not apply to the affected series of index options. Instead, 



exercise settlement will be postponed until the next business day 
following the day when the adjustment panel fixes the exercise 
settlement value, and each long position in the affected series will 
be treated as having been exercised if the exercise settlement 
amount per contract for that series is $1.00 or more. If the exercise 
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 expiring index options may not know 
whether their options have been exercised, and writers of such 
options may not know whether they have been assigned an exercise 
notice, until after the expiration date. The settlement value 
determination of an adjustment panel acting under the circumstances 
described in this paragraph shall be conclusive, binding 
on all investors, and not subject to review. 
 
3. The last paragraph on page 53 is amended to read: 
 
In certain unusual circumstances, an event may threaten to 
reduce the available supply of an underlying security to a level 
insufficient to allow settlement if all of the outstanding option 
contracts for the affected security were exercised. This could 
happen, for example, in the event of a successful tender offer for 
all or substantially all of the outstanding shares of an underlying 
security or if trading in an underlying security were enjoined or 
suspended. If OCC in its discretion determines that a situation of 
that type exists, OCC may impose special exercise settlement 
procedures. These special procedures, applicable only when an 
assigned call writer or an exercising put holder is unable to obtain 
the underlying security, may involve the suspension 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. 
When special exercise settlement procedures are imposed, OCC 
will announce to its Clearing Members how settlements are to be 
handled. Investors may obtain that information from their broker-age 
firms. 
 
4. The first paragraph on p. 41 is amended to read: 
 
If OCC should determine that foreign governmental restrictions 
or taxes would prevent the orderly settlement of delivery 
foreign currency option exercises or would result in undue bur-dens 
on OCC or its Clearing Members, OCC has the authority to 
impose special exercise settlement procedures. These could 
range from technical changes in delivery procedures to the fixing 
of U.S. dollar settlement prices. If special exercise settlement 
procedures are imposed, investors may determine the nature of 
such procedures from their brokers. 
 
5. On page 61 the second paragraph of the section 
headed ‘‘5.’’ is amended to read: 
 
Exercise restrictions imposed by OCC and the options 
markets affecting cash-settled options generally cannot be continued 
in effect beyond the opening of business on the last 
trading day before their expiration. Such exercise restrictions 
affecting physical delivery options generally cannot be continued 
beyond the opening of business on the tenth business day 
before their expiration. 


