
Index

A
ACATs (automated client account 

transfers), 144
Accommodation trade, 87
Accounts:

combined margin, 110–111
customer, 167, 188, 195
day trading, 167
discretionary, 138, 142
for employees of other fi rms, 137
foreign, 169
long margin, 100, 105–106
margin, 165–166
option, 137–141
sharing in customers’, 195
short margin, 109–110
SMAs, 102–104, 107–108
U.S., 169

Account statements, 143–144
Account transfers, 144–145
Affi  rmative determination, 

175–176
Aft ermarket purchasers, 160–161
Agreements:

credit, 166
hypothecation, 166
loan consent, 166
option, 139

Allegations, resolving, 199–200
All-or-none (AON) orders, 84
American exercise (of options), 88
Analysts, 184–185
AON (all-or-none) orders, 84
Arbitration, 197–198
At-the-money options, 12

Automated client account transfers 
(ACATs), 144

Awards, under arbitration, 198

B
Banks, retail, 146–147
Bear call spreads, 39–41
Bearish investors, 3
Bear put spreads, 41–43
Bids:

covering, 183
penalty, 180
stabilizing, 182–183

Binary options, 71
Blotters, 187
Board brokers, 79–80
Borrowing money, 196
Breakeven:

for bear call spreads, 40
for bear put spreads, 42–43
for bull call spreads, 38
for bull put spreads, 45
for butterfl y spreads, 46–47
for condor spreads, 48
for long calls, 6
for long puts, 9
for long stock long puts, 20
for long stock short calls, 22
for long straddles, 31
for short calls, 7–8
for short puts, 10–11
for short stock long calls, 25
for short stock short puts, 27–28
for short straddles, 33

Broad-based indexes, 61

Brokers:
board, 79–80
commission house, 80
spread, 81
two-dollar, 80

Broker dealers, on bank premises, 
146–147

Bull call spreads, 37–39
Bullish investors, 2–3
Bull put spreads, 43–47
Butterfl y spreads, 46–47
Buying:

calls, 5–6
puts, 8–9

Buy limit orders, 83
Buy stop orders, 83

C
Cabinet trades, 87
Calendar spreads, 35–36
Calls:

buying, 5–6
covered, 22–24, 99, 112
defi ned, 1–2
exercise of, 98, 111
foreign currency, 68–69
long, 5–6
maintenance, 109
margin, 109
naked, 24, 113
selling, 6–8
short, 7–8
uncovered, 24, 113–115
writing, 112–113

Call spreads, 37–41, 117–120
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Capital gain and loss, 97–99
Capped index options, 63
Capping, 140–141
Characteristics and Risks of 

Standardized Options (OCC), 
78

Chicago Board Option Exchange 
(CBOE), 79–81

Closing prices, 81
Code of Arbitration (FINRA), 197
Collars, 49–50
Combinations:

margin requirements for short, 
123–124

as strategy, 49
Combined margin accounts, 110–111
Commingling customers’ pledged 

securities, 167
Commission house brokers, 80
Communications with public, 

149–151
Complaints, 199–200

customer, 145, 196
trade, 146

Compliance, see Supervision and 
compliance

Compliance registered options 
principals (CROPs), 137

Computer technology index (XCT), 
61

Condor spreads, 47–49
Confi rmations:

customer, 143
record maintenance requirements 

for, 188
trade, 143

Consumers, 147
Continuing education, 200–201
Control securities, 162–163
Control stock, 162–163
Correspondence, 150–151
Covered calls:

defi ned, 112
as strategy, 22–24
and taxation, 99

Covered currency options, 127
Covered puts, 115
Covering bids, 183
Credit, extension of, 165
Credit agreements, 166

Credit call spreads, 39–41
Credit put spreads, 43–47
Criminal prosecutions, 171
CROPs (compliance registered 

options principals), 137
CTRs (currency transaction 

reports), 168
Currency options, 66–69

and currency markets, 66
foreign, 67–68
foreign calls and puts, 68–69
pretest, 74–75
spot rates for, 66–67

Currency transactions, 168
Currency transaction reports 

(CTRs), 168
Customers, 147
Customer accounts:

guaranteeing, 167
record maintenance requirements 

for, 188
sharing in, 195

Customer complaints:
securities industry rules and 

regulations for, 196
supervision and compliance of, 

145
Customer confi rmations, 143
Customer coverage, 170
Customer information, 137

D
Daily purchase limit (passive market 

makers’), 181–182
Day orders, 82
Day trading accounts, 167
DEAs (designated examining 

authorities), 164
Debit call spreads, 37–39
Debit put spreads, 41–43
Department of enforcement (DOE), 

200
Depository Trust Corporation 

(DTC), 145
Designated examining authorities 

(DEAs), 164
Designated primary market 

makers, 80
Diagonal spreads, 36
Disciplinary actions, 193

Disclosures:
of nonpublic information, 147
Regulation FD and fair, 186–190
required in research reports, 

185–186
Discretionary accounts, 138, 142
Disputes, in arbitration, 198
DOE (department of enforcement), 

200
Dow Jones Industrial Average 

(DJX), 61
DRG (pharmaceutical index), 61
DTC (Depository Trust 

Corporation), 145

E
Eff ective date (for LOPRs), 141
Email, 148–151
Employment, outside, 194
Employment applications, 189
Equity:

excess, 101–102, 107–108
minimum, 105–106, 109–110

Equity securities, 174–175
European exercise (of options), 88
Excess equity:

in long margin accounts, 101–102
in short margin accounts, 

107–108
Exchanges, 78–79
Execution, of orders, 82
Exemptions, from FINRA 

registration, 192
Exercise:

American vs. European, 88
of index options, 62, 87–88
and margin requirements, 111, 

112
as option outcome, 3
and taxation, 98, 99

Exercise limits, 88–89
Exercise price, 4
Expiration:

of index options, 87–88
as option outcome, 4

Extension of credit, 165

F
Fail-to-deliver position, 179
Fair disclosure, 186–190
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Fast market conditions, 81
Federal Reserve Board (FRB), 165
FIFO (fi rst-in, fi rst-out), 88
Fill or kill (FOK) orders, 84
Final prospectuses, 160
FINRA:

exemptions from registration 
with, 192

ineligibility for registration with, 
192–193

minimum account equity 
requirements of, 105–106, 
109–110

retail communications fi led with, 
149

FINRA Rule 2210, 148–151
FINRA Rule 5130, 159
Firewalls, 171
Firm element (of continuing 

education), 200–201
First-in, fi rst-out (FIFO), 88
Flex options, 70
FOK (fi ll or kill) orders, 84
Foreign accounts, 169
Foreign currency calls and puts, 

68–69
Foreign currency options, 67–68
Form 4789, 168
Form U4, 190–191
Form U5, 191–192
FRB (Federal Reserve Board), 

165
Free riding and withholding rule, 

159
Full power of attorney, 142

G
Gain, see Maximum gain
General ledgers, 187
Gift  rule, 194–195
Good til cancel (GTC) orders, 82
Gramm-Leach-Bliley Act, 147
Guaranteeing customers’ accounts, 

167

H
Hedges, 19
Hiring, 190–191
Horizontal spreads, 35
Hypothecation agreements, 166

I
Immediate or cancel (IOC) orders, 

84
Indexes, 61
Index options, 61–63

capped, 63
exercise and expiration of, 87–88
exercise of, 62
positions of, 63
pretest, 73–75
settlement of, 61–62

Ineligibility for FINRA registration, 
192–193

Information:
for customer accounts, 137
for foreign accounts, 169
inside, 170–171
investor, 199
material, 170, 186–187
nonpublic, 147, 170
nonpublic material, 170, 186–187
for U.S. accounts, 169

Inside information, 170–171
Insiders, 170
Insider trading, 140, 170–171
Insider Trading and Securities 

Fraud Enforcement Act of 
1988, 170–171

Institutional communications, 150
Interest rate options, 64–66

pretest, 73–75
price-based, 64–65
rate-based, 65–66

In-the-money options, 12
Intrinsic value (of options), 13
Investment banking department, 184
Investor information, 199
Investor-to-investor transactions, 

163
IOC (immediate or cancel) orders, 

84
Issuers’ equity securities, 174–175
Issuers repurchasing own securities, 

172–173

L
Large option position reports 

(LOPRs) requirements, 141
LEAPS (long-term equity 

anticipation securities), 97

Legend stock, 162
Lending money, 196
Lettered stock, 162
Limited power of attorney, 142
LMV (long market value), 101–102, 

104
Loan consent agreements, 166
Long calls, 5–6
Long margin accounts:

defi ned, 100
minimum equity for, 105–106

Long market value (LMV), 101–102, 
104

Long position, 100
Long puts, 8–9
Long stock, 34–35
Long stock long puts, 19–21
Long stock short calls, 22–24
Long straddles, 29–31
Long-term equity anticipation 

securities (LEAPS), 97
LOPRs (large option position 

reports) requirements, 141
Loss, see Maximum loss

M
Mailing instructions, 144
Maintenance calls, 109
Margin accounts, 165–166
Margin calls, 109
Margin requirements, 100–129

and combined margin accounts, 
110–111

for establishing call spreads, 
117–120

and establishing long positions, 
100

for establishing put spreads, 
120–122

and establishing short positions, 
106–107

for exercising calls, 111
for exercising puts, 112
and LMV, 101–102, 104
minimum equity for long margin 

accounts, 105–106
minimum equity for short 

margin accounts, 109–110
for option contracts, 111
pretest, 133–134
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Margin requirements (continued)
for short combinations, 123–124
for short currency options, 

127–129
for short index options, 124–127
for short straddles, 123
for SMAs, 102–104, 107–108
and SMV, 107–109
for uncovered calls, 113–115
for uncovered puts, 115–117
for writing calls, 112–113
for writing puts, 115

Markets. See also Options market
currency, 66
secondary, 163–164

Market makers:
designated primary, 80
options, 80
passive, 181–182

Market making, during syndication, 
179

Market on close (MOC) orders, 84
Market on open (MOO) orders, 84
Market orders, 82
Market volatility (VIX) options, 

69–71
Marking to the market, 100
Married puts:

as strategy, 19–21
and taxation, 99

Material information, 170, 186–187
Maximum gain:

for bear call spreads, 39–40
for bear put spreads, 42
for bull call spreads, 37–38
for bull put spreads, 44
for butterfl y spreads, 46
for condor spreads, 48
for long calls, 5
for long puts, 8
for long stock long puts, 20
for long stock short calls, 22–23
for long straddles, 30
for short calls, 7
for short puts, 10
for short stock long calls, 25–26
for short stock short puts, 28–29
for short straddles, 32

Maximum loss:
for bear call spreads, 40

for bear put spreads, 42
for bull call spreads, 38
for bull put spreads, 44
for butterfl y spreads, 46
for condor spreads, 48
for long calls, 5
for long puts, 9
for long stock short calls, 23–24
for long straddles, 30–31
for short calls, 7
for short puts, 10
for short stock long calls, 26–27
for short stock short puts, 29
for short straddles, 33

Maximum spreads, 78–79
Mediation, 196–197
Minimum equity:

for long margin accounts, 
105–106

for short margin accounts, 
109–110

Minimum sale price, 19
Minor rule violation (MRV), 200
Misrepresentations, on 

prospectuses, 161
MOC (market on close) orders, 84
Money, borrowing and lending, 196
Money laundering, 168–169
Money spreads, 35
Monthly trial balances, 189
MOO (market on open) orders, 84
MRV (minor rule violation), 200
Multiple option positions, 29

N
NAC (national adjudicatory 

counsel), 200
Naked calls:

margin requirements for, 113
in ratio call writing, 24

Naked index options, 124
Naked puts, 115
Narrow-based indexes, 61
Nasdaq 100 (NDX), 61
Nasdaq market operations, 146
Nasdaq OMX/PHLX, 67
National adjudicatory counsel 

(NAC), 200
National Securities Clearing 

Corporation (NSCC), 178

NDX (Nasdaq 100), 61
Net capital computations, 189
New York Stock Exchange (NYSE), 

105–106, 109–110
NH (not held) orders, 84
Nonpublic information:

disclosure of, by brokerage fi rms, 
147

and Insider Trading and 
Securities Fraud Enforcement 
Act, 170

Nonpublic material information:
and Insider Trading and 

Securities Fraud Enforcement 
Act, 170

and Regulation FD, 186–187
Not held (NH) orders, 84
Notices:

privacy, 147
record maintenance requirements 

for, 188
NSCC (National Securities Clearing 

Corporation), 178
NYSE (New York Stock Exchange), 

105–106, 109–110

O
OCC (Option Clearing 

Corporation), 4, 77–78
OEX (S&P 100), 61
OFAC (Offi  ce of Foreign Assets 

Control), 168
OFAC list, 168
Off ers, tender, 173–174
Offi  ce of Foreign Assets Control 

(OFAC), 168
Oil index (OIX), 61
Opening prices, 81
Options, 1–18. See also specifi c types

bullish vs. bearish, 2–3
buying calls, 5–6
buying puts, 8–9
characteristics of, 4
classes of, 2
classifi cation of, 1–2
as hedges, 19
intrinsic value of, 13
managing positions in, 4–5
outcomes for, 3–4
premiums of, 11–13
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pretest, 15–18
selling calls, 6–8
selling puts, 9–11
series of, 2
time value of, 13

Option accounts, 137–141
Option agreements, 139
Option Clearing Corporation 

(OCC), 4, 77–78
Option contracts, 111
Options market, 77–96

American vs. European exercise, 
88

cabinet trades, 87
CBOE, 79–81
and exchanges, 78–79
expiration and exercise of index 

options, 87–88
fast market conditions, 81
and OCC, 77–78
opening/closing prices in, 81
order execution, 82
order priority, 85
order tickets, 86–87
order types, 82–85
position and exercise limits, 

88–89
pretest, 93–96
reverse stock splits, 90–91
stock splits and stock dividends, 

89–90
trade reporting in, 85–86
trading halts, 81–82

Options market makers, 80
Orders:

AON, 84
buy limit, 83
buy stop, 83
day, 82
execution of, 82
FOK, 84
GTC, 82
IOC, 84
market, 82
MOC, 84
MOO, 84
NH, 84
priority of, 85
ROSFPs’ approval of, 138–139
round-trip, 167

sell limit, 83
sell stop, 84
spread, 85
stop, 83
stop limit, 84
stop loss, 83

Order book offi  cials, 79–80
Order marking, 177
Order tickets:

in options market, 86–87
record maintenance requirements 

for, 188
Out-of-the-money options, 12–13
Outside employment, 194
Owners of 5 percent of issuers’ 

equity securities, 174–175

P
Passive market makers, 181–182
Patriot Act, 168–169
Pegging, 140–141
Penalty bids, 180
Pharmaceutical index (DRG), 61
Pledged securities, 167
Positions:

closing, 98
and exercise limits, 88–89
fail-to-deliver, 179
of index options, 63
long, 100
managing, 4–5
multiple option, 29
syndicate short, 183

Position limits, 88–89
Power of attorney, 142
Preliminary prospectuses, 158–159
Premiums:

of options, 11–13
of price-based options, 64–65
for spreads, 38–39, 41, 43, 45–47

Prices:
closing, 81
exercise, 4
minimum sale, 19
opening, 81
strike, 4, 19

Price-based options, 64–65
Price spreads:

analyzing, 36
defi ned, 35

Privacy notices, 147
Private placements, 161–162
Private securities transactions, 194
Prospectuses, 158–161
Protective puts, 99
Puts:

buying, 8–9
covered, 115
defi ned, 2
exercise of, 99, 112
foreign currency, 68–69
long, 8–9
married, 19–21, 99
naked, 115
protective, 99
selling, 9–11
short, 10–11
uncovered, 115–117
writing, 115

Put spreads, 41–47, 120–122

R
Rate-based options, 65–66
Ratio call writing, 24
Ratio spreads, 46
Registered option and security 

futures principals (ROSFPs), 
135–137

Registered options principals 
(ROPs), 135–137

Registered principals, 190–191
Registered representatives, 191–194
Regulation D off erings, 161–162
Regulation FD, 186–190
Regulation fi ling application (RFA), 

179
Regulation G, 165
Regulation M, 179–184
Regulation SHO, 176
Regulation S-P, 147
Regulation T, 101, 165
Regulation U, 165
Regulatory element (of continuing 

education), 201
Research department, 184
Research reports, 184–186
Resignation, of registered 

representatives, 191–192
Restricted period, 180–181
Restricted securities, 162–163
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Restricted stock, 162–163
Retail banks, broker dealers on 

premises of, 146–147
Retail communications, 149
Reverse stock splits, 90–91
Rewards, evaluating, 50
RFA (regulation fi ling application), 

179
Risk, evaluating, 50
ROPs (registered options principals), 

135–137
ROSFPs (registered option and 

security futures principals), 
135–137

Round-trip orders, 167
Rule 13D, 174–175
Rule 101 (Regulation M), 179–180
Rule 102 (Regulation M), 180–181
Rule 103 (Regulation M), 181
Rule 104 (Regulation M), 182–183
Rule 105 (Regulation M), 183–184
Rule 144, 162–163
Rule 200, 176–177
Rule 203, 177–178

S
Safe harbor guidelines, 172–173
Sales:

of calls, 6–8
as option outcome, 4
of puts, 9–11
of straddles against long stock, 

34–35
SEC, 164–165
SEC disclaimer, 161
Secondary market, 163–164
Secondary records, 188
SEC Rule 10b-18, 172–173
SEC Rule 15c2-1, 167
SEC Rule 17a-3, 187
SEC Rule 17a-4, 187
SEC Rule 134, 159
Securities:

borrowing requirements for, 
177–178

control, 162–163
delivery requirements for, 

177–178
issuers’ repurchases of, 172–173
LEAPS, 97

ownership of issuers’ equity, 
174–175

pledged, 167
private, 194
restricted, 162–163
threshold, 178–179

Securities Act of 1933, 78, 157–158
Securities Exchange Commission, 

164–165
Securities Exchange Act of 1934, 

163–164
Securities industry rules and 

regulations, 157–205
for affi  rmative determination, 

175–176
for arbitration, 197–198
for borrowing/lending money, 

196
for commingling customers’ 

pledged securities, 167
for continuing education, 

200–201
and criminal prosecutions, 171
for currency transactions, 168
for customer complaints, 196
for day trading accounts, 167
for extension of credit, 165
FINRA Rule 5130, 159
and fi rewalls, 171
for foreign accounts, 169
gift  rule, 194–195
for guaranteeing customers’ 

accounts, 167
for hiring, 190–191
Insider Trading and Securities 

Fraud Enforcement Act, 
170–171

for investor information, 199
for issuers repurchasing their own 

securities, 172–173
for margin accounts, 165–166
for market making during 

syndication, 179
for mediation, 196–197
for owners of 5 percent of issuers’ 

equity securities, 174–175
and passive market makers’ daily 

purchase limit, 181–182
and Patriot Act, 168–169
for penalty bids, 180

pretest, 203–205
for private securities transactions, 

194
for prospectuses, 158–161
for registered representatives, 

191–194
for Regulation D off erings, 

161–162
Regulation FD, 186–190
Regulation M, 179–184
Regulation SHO, 176
for research reports, 184–186
Rule 144, 162–163
Rule 200, 176–177
Rule 203, 177–178
and SEC, 164–165
Securities Act of 1933, 157–158
Securities Exchange Act of 1934, 

163–164
for sharing in customers’ 

accounts, 195
for short sales, 175
SIPC, 169–170
for syndicate short positions, 183
for tender off ers, 173–174
for threshold securities, 178–179
for tombstone ads, 159
and trading suspensions, 171–172
for U.S. accounts, 169
for violations and complaints, 

199–200
Securities Investor Protection 

Corporation Act of 1970 
(SIPC), 169–170

Securities position books, 188
Self-regulatory organizations 

(SROs), 164
Sell limit orders, 83
Sell stop orders, 84
Semiconductor index (SOX), 61
Senior registered options principals 

(SROPs), 136
Settlement (index options), 61–62
Sharing in customers’ accounts, 195
Short calls, 7–8
Short combinations, 123–124
Short currency options, 127–129
Short index options, 124–127
Short margin accounts, 109–110
Short market value (SMV), 107–109
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Short position, 106–107
Short puts, 10–11
Short sales:

in margin accounts, 106
rules and regulations for, 175

Short stock long calls, 24–27
Short stock short puts, 27–29
Short straddles:

margin requirements for, 123
as strategy, 32–34

SILO, 34
Simplifi ed arbitration, 198
SIPC (Securities Investor Protection 

Corporation Act of 1970), 
169–170

SMAs (special memorandum 
accounts), 102–104, 107–108

SMV (short market value), 107–109
SOX (semiconductor index), 61
S&P 100 (OEX), 61
S&P 500 (SPX), 61, 69
Specialists, 80
Special memorandum accounts 

(SMAs), 102–104, 107–108
Spot rates, 66–67
Spreads:

bear call, 39–41
bear put, 41–43
bull call, 37–39
bull put, 43–47
butterfl y, 46–47
calendar, 35–36
call, 37–41, 117–120
condor, 47–49
credit call, 39–41
credit put, 43–47
debit call, 37–39
debit put, 41–43
diagonal, 36
horizontal, 35
maximum, 78–79
money, 35
orders, 85
price, 35–36
put, 41–47, 120–122
ratio, 46
time, 35–36
vertical, 35

Spread brokers, 81
Spread orders, 85

Spread premiums:
for bear call spreads, 41
for bear put spreads, 43
for bull call spreads, 38–39
for bull put spreads, 45–47

SPX (S&P 500), 61, 69
SROPs (senior registered options 

principals), 136
SROs (self-regulatory 

organizations), 164
Stabilizing bids, 182–183
Standard and Poor’s 500, 61, 69
Stock:

control, 162–163
legend, 162
lettered, 162
long, 34–35
restricted, 162–163

Stock dividends, 89–90
Stock records, 188
Stock splits, 89–91
Stop limit orders, 84
Stop loss orders, 83
Stop orders, 83
Straddles:

long, 29–31
selling of, against long stock, 

34–35
short, 32–34, 123

Strategies, 19–60
bear call spreads, 39–41
bear put spreads, 41–43
bull call spreads, 37–39
bull put spreads, 43–47
collars, 49–50
combinations, 49
condor spreads, 47–49
hedges, 19
long stock long puts, 19–21
long stock short calls, 22–24
long straddles, 29–31
for multiple option positions, 29
pretest, 57–60
ratio call writing, 24
short stock long calls, 24–27
short stock short puts, 27–29
short straddles, 32–34
straddles against long stock, 34–35
synthetic risk and reward in, 50
T charts for, 51–55

Strike price, 4, 19
Subsidiary records, 188
Supervision and compliance, 

135–155
and account statements, 143
of account transfers, 144–145
of broker dealers on retail bank 

premises, 146–147
of communications with public, 

149–151
of customer complaints, 145
and customer confi rmations, 

143
of discretionary accounts, 142
LOPR requirements, 141
and mailing instructions, 144
of option accounts, 137–141
and option agreements, 139
pretest, 153–155
Regulation S-P, 147
and ROSFP, 135–137
of trade complaints between 

members, 146
Suspicious Activity Report, 168
Syndicate short positions, 183
Synthetics (term), 50
Systematic option programs, 142

T
Taxation, 97–99

and closing an option position, 
98

and covered calls, 99
and exercising calls, 98
and exercising puts, 99
pretest, 131–133
and protective puts, 99

T charts, 51–55
Tender off ers, 173–174
Termination for cause, 193
Th reshold securities, 178–179
Time spreads, 35–36
Time value (of options), 13
Tombstone ads, 159
Trades:

accommodation, 87
cabinet, 87
reporting of, 85–86

Trade complaints, between 
members, 146
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Trade confi rmations, 143
Trade date (for LOPRs), 141
Trade reporting, 85–86
Trading halts, 81–82
Trading suspensions, 171–172
Transfers, of accounts, 144–145
Treasury bills, 64–65
Treasury bonds, 64–65
Treasury notes, 64–65
Two-dollar brokers, 80

U
UARs (underwriting activity 

reports), 183

Uncovered calls:
margin requirements for, 

113–115
in ratio call writing, 24

Uncovered currency options, 
127

Uncovered index options, 124
Uncovered puts, 115–117
Underwriting activity reports 

(UARs), 183
Uniform Termination Notice 

for Securities Industry 
Registration, 191

U.S. accounts, 169

V
Vertical spreads, 35
Violations, 199–200
VIX (market volatility) options, 

69–71

W
Weekly options, 71
Writing calls, 112–113
Writing puts, 115

X
XCT (computer technology index), 

61






