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RISK DISCLOSURE STATEMENT FOR 
SECURITY FUTURES CONTRACTS 

 This disclosure statement discusses the characteristics and risks of standardized 
security futures contracts traded on regulated U.S. exchanges. At present, regulated exchanges 
are authorized to list futures contracts on individual equity securities registered under the 
Securities Exchange Act of 1934 (including common stock and certain exchange-traded funds 
and American Depositary Receipts), as well as narrow-based security indices. Futures on other 
types of securities and options on security futures contracts may be authorized in the future. 
The glossary of terms appears at the end of the document. 
 
 Customers should be aware that the examples in this document are exclusive of fees 
and commissions that may decrease their net gains or increase their net losses. The examples 
also do not include tax consequences, which may differ for each customer. 
 
 

Section 1 – Risks of Security Futures 
 
1.1. Risks of Security Futures Transactions 
 
 Trading security futures contracts may not be suitable for all investors. You may lose a 
substantial amount of money in a very short period of time. The amount you may lose is 
potentially unlimited and can exceed the amount you originally deposit with your broker. This is 
because futures trading is highly leveraged, with a relatively small amount of money used to 
establish a position in assets having a much greater value. If you are uncomfortable with this 
level of risk, you should not trade security futures contracts. 
 
1.2.  General Risks 
  

Trading security futures contracts involves risk and may result in potentially unlimited losses 
that are greater than the amount you deposited with your broker. As with any high risk 
financial product, you should not risk any funds that you cannot afford to lose, such as your 
retirement savings, medical and other emergency funds, funds set aside for purposes such 
as education or home ownership, proceeds from student loans or mortgages, or funds 
required to meet your living expenses. 

 
Be cautious of claims that you can make large profits from trading security futures contracts. 
Although the high degree of leverage in security futures contracts can result in large and 
immediate gains, it can also result in large and immediate losses. As with any financial 
product, there is no such thing as a “sure winner.” 

 
Because of the leverage involved and the nature of security futures contract transactions, 
you may feel the effects of your losses immediately. Gains and losses in security futures 
contracts are credited or debited to your account, at a minimum, on a daily basis. If 
movements in the markets for security futures contracts or the underlying security decrease 
the value of your positions in security futures contracts, you may be required to have or 
make additional funds available to your carrying firm as margin. If your account is under the 
minimum margin requirements set by the exchange or the brokerage firm, your position may 
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be liquidated at a loss, and you will be liable for the deficit, if any, in your account. Margin 
requirements are addressed in Section 4. 

 
Under certain market conditions, it may be difficult or impossible to liquidate a position. 
Generally, you must enter into an offsetting transaction in order to liquidate a position in a 
security futures contract. If you cannot liquidate your position in a security futures contracts, 
you may not be able to realize a gain in the value of your position or prevent losses from 
mounting. This inability to liquidate could occur, for example, if trading is halted due to 
unusual trading activity in either the security futures contract or the underlying security; if 
trading is halted due to recent news events involving the issuer of the underlying security; if 
systems failures occur on an exchange or at the firm carrying your position; or if the position 
is on an illiquid market. Even if you can liquidate your position, you may be forced to do so 
at a price that involves a large loss. 

 
Under certain market conditions, it may also be difficult or impossible to manage your risk 
from open security futures positions by entering into an equivalent but opposite position in 
another contract month, on another market, or in the underlying security. This inability to 
take positions to limit your risk could occur, for example, if trading is halted across markets 
due to unusual trading activity in the security futures contract or the underlying security or 
due to recent news events involving the issuer of the underlying security. 

 
Under certain market conditions, the prices of security futures contracts may not maintain 
their customary or anticipated relationships to the prices of the underlying security or index. 
These pricing disparities could occur, for example, when the market for the security futures 
contract is illiquid, when the primary market for the underlying security is closed, or when the 
reporting of transactions in the underlying security has been delayed. For index products, it 
could also occur when trading is delayed or halted in some or all of the securities that make 
up the index. 

 
You may be required to settle certain security futures contracts with physical delivery of the 
underlying security. If you hold your position in a physically settled security futures contract 
until the end of the last trading day prior to expiration, you will be obligated to make or take 
delivery of the underlying securities, which could involve additional costs. The actual 
settlement terms may vary from contract to contract and exchange to exchange. You should 
carefully review the settlement and delivery conditions before entering into a security futures 
contract. Settlement and delivery are discussed in Section 5. 

 
You may experience losses due to systems failures. As with any financial transaction, you 
may experience losses if your orders for security futures contracts cannot be executed 
normally due to systems failures on a regulated exchange or at the brokerage firm carrying 
your position. Your losses may be greater if the brokerage firm carrying your position does 
not have adequate back-up systems or procedures. 

 
All security futures contracts involve risk, and there is no trading strategy that can eliminate 
it. Strategies using combinations of positions, such as spreads, may be as risky as outright 
long or short positions. Trading in security futures contracts requires knowledge of both the 
securities and the futures markets. 
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Day trading strategies involving security futures contracts and other products pose special 
risks. As with any financial product, persons who seek to purchase and sell the same 
security future in the course of a day to profit from intra-day price movements (“day traders”) 
face a number of special risks, including substantial commissions, exposure to leverage, 
and competition with professional traders. You should thoroughly understand these risks 
and have appropriate experience before engaging in day trading. The special risks for day 
traders are discussed more fully in Section 7. 

 
Placing contingent orders, if permitted, such as “stop-loss” or “stop-limit” orders, will not 
necessarily limit your losses to the intended amount. Some regulated exchanges may permit 
you to enter into stop-loss or stop-limit orders for security futures contracts, which are 
intended to limit your exposure to losses due to market fluctuations. However, market 
conditions may make it impossible to execute the order or to get the stop price. 

 
You should thoroughly read and understand the customer account agreement with your 
brokerage firm before entering into any transactions in security futures contracts. 

 
You should thoroughly understand the 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.  What is a Security Futures Contract? 
 
 A security futures contract is a legally binding agreement between two parties to 
purchase or sell in the future a specific quantity of shares of a security or of the component 
securities of a narrow-based security index, at a certain price. A person who buys a security 
futures contract enters into a contract to purchase an underlying security and is said to be “long” 
the contract. A person who sells a security futures contract enters into a contract to sell the 
underlying security and is said to be “short” the contract. The price at which the contract trades 
(the “contract price”) is determined by relative buying and selling interest on a regulated 
exchange. 
 
 In order to enter into a security futures contract, you must deposit funds with your 
brokerage firm equal to a specified percentage (usually at least 20 percent) of the current 
market value of the contract as a performance bond. Moreover, all security futures contracts are 
marked-to-market at least daily, usually after the close of trading, as described in Section 3 of 
this document. At that time, the account of each buyer and seller reflects the amount of any gain 
or loss on the security futures contract based on the contract price established at the end of the 
day for settlement purposes (the “daily settlement price”). 
 
 An open position, either a long or short position, is closed or liquidated by entering into 
an offsetting transaction (i.e., an equal and opposite transaction to the one that opened the 
position) prior to the contract expiration. Traditionally, most futures contracts are liquidated prior 
to expiration through an offsetting transaction and, thus, holders do not incur a settlement 
obligation. 
 
 Examples: 
  
  Investor A is long one September XYZ Corp. futures contract. To liquidate the  
  long position in the September XYZ Corp. futures contract, Investor A would sell  
  an identical September XYZ Corp. contract. 
 
  Investor B is short one December XYZ Corp. futures contract. To liquidate the  
  short position in the December XYZ Corp. futures contract, Investor B would buy  
  an identical December XYZ Corp. contract. 
 
 Security futures contracts that are not liquidated prior to expiration must be settled in 
accordance with the terms of the contract. Some security futures contracts are settled by 
physical delivery of the underlying security. At the expiration of a security futures contract that is 
settled through physical delivery, a person who is long the contract must pay the final settlement 
price set by the regulated exchange or the clearing organization and take delivery of the 
underlying shares. Conversely, a person who is short the contract must make delivery of the 
underlying shares in exchange for the final settlement price. 
 
 Other security futures contracts are settled through cash settlement. In this case, the 
underlying security is not delivered. Instead, any positions in such security futures contracts that 
are open at the end of the last trading day are settled through a final cash payment based on a 
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final settlement price determined by the exchange or clearing organization. Once this payment 
is made, neither party has any further obligations on the contract. 
 
 Physical delivery and cash settlement are discussed more fully in Section 5. 
 
2.2.  Purposes of Security Futures 
 
 Security futures contracts can be used for speculation, hedging, and risk management. 
Security futures contracts do not provide capital growth or income. 
 
 Speculation 
 
 Speculators are individuals or firms who seek to profit from anticipated increases or 
decreases in futures prices. A speculator who expects the price of the underlying instrument to 
increase will buy the security futures contract. A speculator who expects the price of the 
underlying instrument to decrease will sell the security futures contract. Speculation involves 
substantial risk and can lead to large losses as well as profits. 
 
 The most common trading strategies involving security futures contracts are buying with 
the hope of profiting from an anticipated price increase and selling with the hope of profiting 
from an anticipated price decrease. For example, a person who expects the price of XYZ stock 
to increase by March can buy a March XYZ security futures contract, and a person who expects 
the price of XYZ stock to decrease by March can sell a March XYZ security futures contract. 
The following illustrates potential profits and losses if Customer A purchases the security futures 
contract at $50 a share and Customer B sells the same contract at $50 a share (assuming 100 
shares per contract). 
 
Price of XYZ    Customer A    Customer B 
at Liquidation    Profit/Loss    Profit/Loss 
 
 $55    $500     - $500 
 $50    $ 0        $ 0 
 $45            - $500                   $500 
 
 Speculators may also enter into spreads with the hope of profiting from an expected 
change in price relationships. Spreaders may purchase a contract expiring in one contract 
month and sell another contract on the same underlying security expiring in a different month 
(e.g., buy June and sell September XYZ single stock futures). This is commonly referred to as a 
“calendar spread.” 
 
 Spreaders may also purchase and sell the same contract month in two different but 
economically correlated security futures contracts. For example, if ABC and XYZ are both 
pharmaceutical companies and an individual believes that ABC will have stronger growth than 
XYZ between now and June, he could buy June ABC futures contracts and sell June XYZ 
futures contracts. Assuming that each contract is 100 shares, the following illustrates how this 
works. 
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Opening    Price at  Gain or  Price at  Gain or 
Position    Liquidation  Loss  Liquidation  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 composition of their portfolio by buying or selling the underlying 
securities. The institution does so by taking a security futures position that is opposite to some 
or all of its position in the underlying securities. This strategy involves more risk than a 
traditional hedge because it is not meant to be a substitute for an anticipated purchase or sale. 
 
2.3.  Where Security Futures Trade 
 
 By law, security futures contracts must trade on a regulated U.S. exchange. Each 
regulated U.S. exchange that trades security futures contracts is subject to joint regulation by 
the Securities and Exchange Commission (SEC) and the Commodity 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. 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

 20 of 25 

 

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 “Identification 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 commodity for 
delivery in the future; (2) at a price determined at initiation of the contract; (3) that obligates 
each party to the contract to fulfill it at the specified price; (4) that is used to assume or shift risk; 
and (5) that may be satisfied by delivery or offset. 
 
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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Illiquid 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. 
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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. 

(g)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. 

*I/We confirm that *I/*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. 

 



Explanatory memorandum – options and futures





● ●●

● ●●
● ●●
● ●●
● ●●
● ●●
● ●●
● ●●

● ●●
● ●●
● ●●
● ●●

● ●●
● ●●
● ●●
● ●●

Explanatory memorandum –
options and futures

1 What are options and futures? 5

2 Description of options 6

3 Contract specifications 9

4 What can options be used for? 13

5 Buying options 15

6 Writing options 18

7 Trading options 22

8 Exercise procedure 26

9 Description of futures 29

10 Contract specifications 34

11 What can financial futures be used for? 36

12 Trading financial futures 38

13 Risks in exceptional circumstances 42

14 International co-operation 44

15 Dutch Securities Institute Complaints Committee 45

16 Compensation Fund for Investors 46



Foreword

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.
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● ●●1  What are options and futures?

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.
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● ●●2  Description of options

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.
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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.
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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.
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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.

● ●●3  Contract specifications
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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 1 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.
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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.
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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.
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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  What can options be used for?
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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.
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● ●●5  

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.

Buying options
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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.

5.2 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.
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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.
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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  Writing options
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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.
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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.



Explanatory memorandum – options and futures 21

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.



Explanatory memorandum – options and futures22

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  Trading options
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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.
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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 
(Officiële Prijscourant).
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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.
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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  Exercise procedure
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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.



Explanatory memorandum – options and futures28

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.
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● ●●9  Description of futures

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 = € l9,440

Explanatory memorandum – options and futures30



Explanatory memorandum – options and futures 31

In this case, the value of the investment, in which the index represents 
a share portfolio, is as follows:

2 contracts x 200 x € 1 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.

1.5 points price gain x 2 contracts x € 200 per point = € 600

Thursday
On Thursday the AEX index rises by 4 points and closes at 471 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
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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 1.5 points (470.50 – 469). On other days, he would have to make
the following additional margin deposit (variation margin):

1.5 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
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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.
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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 Contract specifications
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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.
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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.

● ●●11 What can financial futures 
be used for?
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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.
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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 Trading financial futures
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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.



Explanatory memorandum – options and futures40

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.
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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.
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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.

● ●●13 Risks in exceptional
circumstances
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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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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.

● ●●14 International co-operation
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● ●●15 Dutch Securities Institute
Complaints Committee

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.
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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.

● ●●16 Compensation Fund 
for Investors
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Euronext LIFFE Disclosure  

1. 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 CONNECTTM 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 CONNECTTM 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 CONNECTTM  

    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. 

2. 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. 

3. 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 

4. 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, 
IB 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. 

5. 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 IB may modify for any Customer for open and new positions 
at any time in IB’s sole discretion. The required margin may exceed the margin required by any exchange or clearing house. IB 



may reject any Customer Order while determining the correct margin status of Customer’s account. Customer shall maintain, 
without notice or demand, a sufficient Account Balance at all times so as to continuously meet the margin requirements 
established by IB. IB has no obligation to notify Customer of any failure to meet margin requirements in Customer’s account prior 
to exercising its rights and remedies under this Agreement. Customer understands that IB will not issue margin calls, and that IB 
will not credit Customer’s account to meet intraday margin deficiencies. 

6. 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. 

7. 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). 

8. Governing Law. This agreement and all contracts made under this agreement shall be subject to and construed in accordance 
with English law. 

9. 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. 

10. 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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IMPORTANT
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 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 STOXX 50 and Dow Jones Euro
STOXX 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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Prospectus

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.

IMPORTANT

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.
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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

ä Exercise style (American or European)
ä Contract size (quantity of the underlying asset)
ä Strike price
ä Expiration date

Futures

ä Contract size (quantity of the underlying asset)
ä Delivery month
ä 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.

MONEP OPTIONS

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
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.
He makes a profit if the share price rises above FF520 (i.e. the
strike price plus the premium).

Premium
Share price

Gain

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
detrimental price, and his loss increases as the stock price
rises.

Premium
Share price

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:
(3,900 - 3,600) - 200 = FF100
Taking into account the unit of trading (see Contract
Specifications), his total profit expressed in francs will
actually be:

Premium

Share price

Gain

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.

Premium

Share price

Gain

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:

ä  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.

ä  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.
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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.

MONEP 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-I-8°, 92-
2-5°, 120-I2° and 150 ter to nonies of France's General Tax Code, or CGI).

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

i 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
(arrêtés).

i 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

i The Comité des Établissements 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 Établissements de Crédit et Entreprises d'Investissement (CECEI)
 39 rue Croix-des-Petits-Champs
 75001 Paris, France
 Tel: (+33 1) 4292 4292

i The Comité de la Réglementation Bancaire et Financière (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 Financière (CRBF)
 39 rue Croix-des-Petits-Champs
 75001 Paris, France
 Tel: (+33 1) 4292 4292
 

i 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)1

 
 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-à-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-à-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.
 
 

 OPERATING 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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 I. 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.

 
 
 II. 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.
 
 

 MARKET 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-à-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-à-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, OATs, 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 account is 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 at any 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 (à 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 ("à 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" (à 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.

MONITORING 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

contract size x number of contracts)
- Commissions payable to Monep SA
- 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

brought forward
- Transaction side (buy or sell)
- 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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Glossary

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-à-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 (q.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  Specif icat ions for  various products

Product 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 STOXX  50 Index

Futures on the Dow Jones STOXX  50 Index

Options on the Dow Jones Euro STOXX  50 Index

Futures on the Dow Jones Euro STOXX  50 Index

Dow Jones Stoxx  Bank futures contract

Dow Jones Stoxx  Bank options

Dow Jones Stoxx  Energy futures contract

Dow Jones Stoxx  Energy options

Dow Jones Stoxx  Telecommunications futures contract

Dow Jones Stoxx  Telecommunications options

Dow Jones Stoxx  L&M Technology futures contract

Dow Jones Stoxx  L&M Technology options

Dow Jones Stoxx  L&M Insurance futures contract

Dow Jones Stoxx  L&M Insurance options

Dow Jones Stoxx  L&M Pharmaceutical futures contract

Dow Jones Stoxx  L&M Pharmaceutical options

Dow Jones Stoxx  L&M Media futures contract

Dow Jones Stoxx  L&M Media options



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  

I. 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.  

II. 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.  

III. 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  

I. 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.  

II. 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.  

III. 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.   

 



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, commodities, 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,  
• 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.  

• 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.   

 




