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RE: 1. Proposed Appendix E of Article III, Section 33 of
the Rules of Fair Practice Concerning Transactions
in Options;

2. Proposed Amendment to Schedule D of Article XVI,
Section 3 of the By-Laws Concerning NASDAQ System
Rules and Regulations for NASDAQ Options;

3. Proposed Amendment to Schedule C of Article I,
Section 2(d) of the By~-Laws Concerning Registration of
and Qualifications for Registered Options Principals; and,

4. Proposed Amendment to Article III, Section 30 of the Rules
of Fair Practice Concerning Margin Requirements for Options.

Enclosed herewith are a proposed appendix to a new rule of fair
practice, proposed amendments to two (2) existing schedules of the
Association's By-Laws and a proposed amendment to an existing rule of
fair practice which primarily concern the quotation display of options on
the NASDAQ System and which provide for the regulation of members'
transactions in options., These amendments and the new appendix have
been proposed by the Board of Governors of the Association.

These proposals are being published by the Board at this time
to provide members and other interested persons an opportunity to comment
thereon. Comments on these proposals must be submitted in writing and be
received by the Association not later than October 28, 1976 in order to re-
ceive consideration. After the comment period has expired, the proposals



and the comments will be reviewed by the Association's Options Committee
and by the Board itself. If the proposals, or an amended version thereof,
are at that time approved by the Board, they must then be submitted to
and approved by the Securities and Exchange Commission pursuant to
Section 19(b) of the Securities Exchange Act of 1934, as amended, prior

to becoming effective,.

Background and Explanation of Proposals

During the fall of 1975, the Board authorized an in-depth study of
a proposal submitted to it by its Options Committee to develop a pilot pro-
gram utilizing the NASDAQ System for quotation display of options on
qualified exchange listed and over-the-counter securities. The study under-
taken by the Committee and staff included, among other things, a survey of
selected NASD members and a technical evaluation of the NASDAQ System.
Based on an affirmative member response to proceed with the development
of a NASDAQ option display system and a favorable system feasibility study
which was reported to the Board, the Options Committee pres ented to the
Board a package of rule proposals and amendments necessary to regulate
members' transactions in NASDAQ displayed options. Included among
these were the four proposals contained herein and a proposed new Rule of
Fair Practice, Article III, Section 33. These five proposals were submitted
to the membership for comment in Notice to Members No. 76-8, dated
February 10, 1976.

Subsequent to the close of the comment period on March 16, 1976,
the Board of Governors reviewed these proposals, taking into consideration
comments received from the membership and interested persons, and made
appropriate revisions thereto. Extensive revisions with respect to three of
the proposals, proposed Appendix E of Article III, Section 33 of the Rules
of Fair Practice and the proposed amendments to Schedule D of Article XVI,
Section 3 and to Schedule C of Article I, Section 2(d) of the By-Laws, have
prompted the Board to resubmit them for additional comment by the member-
ship. They appear herein as revised along with the proposed amendment to
Appendix A of Article III, Section 30 of the Rules of Fair Practice, which
received no substantive comment and which remains as it appeared in Notice
to Members No. 76-8. The proposed new Rule of Fair Practice, Article III,
Section 33, received no substantive comment and, pursuant to the provisions
of Article VII of the Association's By-Laws, after Board approval, was sub-
mitted to the membership for a mail vote in Notice to Members No. 76-24,
dated July 22, 1976. Article III, Section 33 was approved by a majority of
the members voting by a vote of 1,377 to 102. It has subsequently been sub-
mitted to the Securities and Exchange Commission for approval. That ap-
proval has not yet been received.



As described in Notice to Members No. 76-8, the Association's
proposed options program contemplates that the NASDAQ System would be
utilized for the display of quotations in certain options issued, or subject
to issuance, by the Options Clearing Corporation (the '"Clearing Corporation'').
Subject to authorization by the Association, the options to be displayed will
be limited to options in underlying securities selected in accordance with
the guidelines and requirements of the Association, the Clearing Corporation
and the Securities and Exchange Commission. The criteria will be virtually
identical to that utilized in connection with the underlying securities of options
traded on the various options exchanges. It is currently contemplated that,
initially, options quoted on NASDAQ will be limited to over-the-counter under-
lying securities. Quotations for these options would only be permitted to be
entered on the NASDAQ System by registered NASDAQ options market makers
(options market makers) who would have to meet certain qualifications.

The terms of these options would be standardized as to exercise
price and expiration date in accordance with the by-laws and rules of the
Clearing Corporation. Accordingly, settlement and clearance would be ac-
complished through the facilities of the Clearing Corporation. Since trade
comparison is not a function of the Clearing Corporation, that function would
be accomplished for the Association by a designated third party processor.

The by-laws and rules of
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he Clearing Corporation

provide that it

may issue options for t rading on facilities operated by, and perform options
blcal‘lﬂg functions J.U.L, those or gant izations which are pal‘L1C1pa1’lu owners of the
Clearing Corporation. 1/ Thus, a necessary aspect of the Association's
program is that it must become a participant owner of the Options Clearing
Corporation. The Association thus contemplates acquisition of stock in the
Clearing Corporation. This will take place subsequent to filing with and
approval by the SEC of a NASDAQ Options Plan and after obtaining the ap-
proval of the Clearing Corporation's Board of Directors and existing parti-
cipant owners.

Additionally, the Association's NASDAQ Option Program includes
provisions for the last sale price reporting of completed transactions in
NASDAQ option contracts. Accordingly, last sale trade price information
will be reported by the NASDAQ System to the consolidated options tape
administered by the Options Price Reporting Authority.

An essential ingredient in the Association's options program is the
concept of a '"dual market maker.' Under this concept, market makers will
be permitted to make markets simultaneously in both NASDAQ options and

1/ The existing participant owners, referred to hereinafter as ''options
exchanges, ' are the Chicago Board Options Exchange, the American
Stock Exchange, Inc., the Philadelphia Stock Exchange and the Pacific
Stock Exchange.



the underlying securities subject to such options. A member would not,
however, be permitted to be a dual market maker unless the NASDAQ
option group in respect to which a dual market is intended to be made
and its underlying security each have a minimum of five (5) market
makers. A group of options is defined as all option contracts of the
gsame class of options having the same exercise price and unit of
trading but separate expiration dates.

Due to the uniqueness of the dual market making function and the
regulatory concerns inherent in such, the Association, on May 14, 1976,
submitted a comprehensive memorandum to the SEC which analyzed the
issues indigenocus to dual market making and which outlined a regulatory
environment in which dual market making should be allowed. On Septem-
ber 24, 1976, the SEC approved, in principle, the concept of dual market
making as set forth in the Association's memorandum. Commentators
when reviewing the rule proposals and their explanations should carefully
study the requirements and annotations thereto concerning dual market
making. These provisions are new and appear for the first time for
membership comment.

In reviewing and commenting on the nclosed p ckage of proposed
rule amendments, reference should be made to Notice to embers No. 76-8.
Where appropriate, the section-by-section analy sis uf the enclosed proposals

which follows will indicate the sections and subsections which differ sub-
stantially from those which appeared in that notice.

Commentators should also be mindful of the manner in which these
proposals were formulated. The Board's intent was to have an option con-
tract subject to quotation display on NASDAQ that was comparable in most
respects to the exchange listed options. Accordingly, in developing the
rules, the Board sought to provide for uniform and equal regulation of
options trading irrespective of the marketplace in which an option is traded;
hence, commentators will find these proposed rules comparable to provi-
sions presently embodied in exchange options trading systems. An important
difference, however, is that the basic components of the over-the-counter
market are preserved in that the NASDAQ options secondary markets will
be free and open and will be maintained by independent competitive market
makers. It is currently anticipated that the Association's options program
will become operational during the second quarter of 1977.

Further, the provisions of the proposed rules would embrace
transactions executed on options exchanges by non-members of such ex-
changes and extend to ''conventional" or 'traditional" option transactions
effected by all members.



A section-by-section analysis of the proposals commences on the

following page.

All comments should be addressed to Mr. Thomas D. Walsh,
Secretary, National Association of Securities Dealers, Inc., and received
by the Association by October 28, 1976, in order to receive consideration.
All comments will be available for inspection. Questions should be addressed
to Messrs. S. William Broka (202) 833-7356 or David P. Parina (202) 833-7247.

Sincerely,

2
Frank 1 n

Senior Vice President
Regulatory Policy and
General Counsel



EXPLANATION OF PROPOSALS

Appendix E of Proposed Article III,
Section 33 of the Rules of Fair Practice

Options Rules

Subsection (a) of Section 1 would specify which option trans-
actions would be subject to the provisions of Appendix E. Specifically,
subsection (a)(l) would embrace all transactions in options issued, or
subject to issuance, by the Options Clearing Corporation that are displayed
on the NASDAQ System. Subsection (a)(2) would cover all transactions in
options listed on an exchange which are transacted by members who are not
members of such exchange. Subsection (a)(3) would make the provisions of
Appendix E applicable to members' transactions in conventional options.
This Section has been revised from that originally proposed in order to
subject the option transactions of ""access firms' (firms who execute trans-
actions in exchange listed options but who are not members of the exchange
on which the option is listed) to the Rules of this Appendix and to embrace
members' transactions in conventional options. Transactions in exchange
listed options by members of the exchange on which the option is listed
would not be subject to the provisions of Appendix E.

The Board notes that approximately 400 firms are presently engaged
in exchange options activity through clearing members of the various options
exchanges while not being members of the respective exchanges themselves.
The consequence of such is that the regulatory features embodied in the series
of specialized options rules which apply to exchange members do not apply
to these access members dealing in exchange listed options. The Board is
of the view that this regulatory void should be eliminated. It has, therefore,
rewritten Appendix E so as to include them within the scope thereof.

Subsection (b) establishes that the provisions of the By-Laws and
Rules of Fair Practice of the Association, to the extent applicable, would
also apply to the trading of option contracts.

Subsection (c) specifies the meaning of local time as used throughout
Appendix E. It should be noted that all times referred to in Appendix E are
consistent with and conform to the times specified in comparable situations
on the various options exchanges.

Section 2 would contain the definitions of terms used throughout
Appendix E. The definitions are self-explanatory. Members should be
aware that the terms opening purchase transaction, opening writing transaction,



closing sale transaction, and closing purchase transaction, which are defined
in paragraphs (u), (v), (w) and (x), respectively, have no relationship to

the first and last trade of a particular trading day in options. Rather those
terms relate solely to the nature of an option position created or liquidated
by a transaction for a particular account and are consistent with the use

and definition of those terms on the various exchanges trading option con-
tracts. The same applies to many of the other definitions found in Section 2.
Definitions contained herein, which did not appear in the original proposals,
include group of options, spread order and dual market maker. These terms
are defined in paragraphs (m), (hh) and (ii), respectively. The Board has
deleted the definition of primary market, which appeared originally as para-
graph (z), as a result of membership comment. The Board concurs with the
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view that the determination of prlmary market should be left to members.

Members should specifically note the new definition of ''dual market
maker."” Commentators are urged to closely review provisions in respect to
such and comment accordingly. These provisions are found in Sections 2(ii),
3(b), 5(f) and 9 of proposed Appendix E and Section 3(e) of Schedule D. Together
they establish a regulatory framework for the new concept. In addition, new
market surveillance techniques are being developed to more closely monitor
activities of dual market makers.

Section 3(a) establishes positioh limits which would prohibit any
member, associated person of such member or public customer from creating
positions in any series or class of options through opening transactions (pur-
chase or writing) in excess of limits established from time to time by the
Association. These limits initially would be 1, 000 option contracts of the same
class of options and 500 option contracts of the same class and the same ex-
piration date. The limits established are comparable to the limitations im-
posed by the options exchanges. Subsection (b) establishes separate position
limits for the trading accounts of dual market makers which would. prohibit
any dual market maker from creating aggregate long or short positions in its
trading account in any series of options or an aggregate uncovered short posi-
tion in any series of options in excess of a specified percent of the outstanding
option contracts for that series. Presently, a study is being undertaken by the
Board's Options Committee to determine the appropriate percentage. This
subsection is new. When reviewing this subsection, members are asked to
comment on its regulatory aspects and on the application of its provisions.

The regulatory objective of Section 3 is to prevent any person or
group of persons from achieving a position in options which would create the
potential for manipulation in a particular class or series of options, or in
the underlying security. Further, due tothe increased interest in standard-
ized options and the presence of secondary markets for them, it is believed
that without these regulatory safeguards the possibility for manipulation by
means of '"cornering the market' in a particular class or series of options
would be greater.

Section 4 would establish a limitation on the number of long positions
which may be exercised within five (5) consecutive business days by a member,
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person associated with a member or public customer. These limits are
currently 1,000 option contracts within any five (5) consecutive business
days and are comparable to limitations established by the options exchanges.
Section 4 would provide for exceptions to these limitations with the prior
written approval of the Association. The regulatory objective of exercise
limitations is to assist in the prevention of price manipulations of the under-
lying security by restricting the number of options which may be exercised
in a short period of time, These limitations should minimize the effect
exercises may have on the market price of the underlying security.

Section 5 would establish reporting requirements relative to
option positions maintained by a member, associated person of a member
and public customer,

Subsection (a) would require a member to file a report with the
Association containing information regarding each account maintaining
positions in excess of 100 option contracts of any single class of options.

The report would be required to be filed not later than the close of business
on the business day following the day on which the transaction or transactions
caused the account to be in excess of the established standard. The objective
of this provision is to enable the Association to monitor situations where
excess positions have been acquired and to monitor the liquidation thereof
pursuant to Section 6 of this Appendix.

Subsection (b) would establish as a duty of each member the prompt
reporting to the Association of any case in which the member has knowledge
that a person or persons have exceeded or are attempting to exceed the posi-
tion or exercise limits established pursuant to Sections 3 and 4, respectively.

Subsection (c¢) would require the member to report monthly un-
covered short positions to the Association. The regulatory objective of this
provision is to monitor the financial exposure uncovered positions present
to the member, its clearing member and the Options Clearing Corporation.
Appropriate regulatory action could, therefore, be taken.

Subsection (d) specifies that members determined to be subject to
the reporting requirements of Section 5, as well as all members who effect
option transactions for their own account amounting to five (5) or more contracts
of the same class during any trading session, shall report on a form prescribed
by the Association such transactions on a basis and frequency to be established
for such members by the Association. This provision allows the Association to
be flexible in establishing reporting frequency and also permits the close
monitoring of situations in which a member executes a stated number of trans-
actions for its own account in the same class of options during the same trading
day.

Subsection (e) would exempt the trading accounts of registered NASDAQ
options market makers from the provisions of subsection (d). This subsection
is new and was added as a result of membership comment on the original pro-
posals.



Subsection (f) would require dual market makers to report in-
formation to the Association with respect to transactions and positions in
conventional options on underlying securities in which NASDAQ displayed
options are being traded. This subsection is new and was added by the
Board in order to reduce the possibility of manipulation by a dual market
maker through use of conventional options.

As originally proposed, the position limits outlined in Section 3,
the exercise limits outlined in Section 4 and the option positions maintained
by members which would require reporting pursuant to subsection (a) of
Section 5 above, were to have been contained in a schedule attached to pro-
posed Appendix E. In order to eliminate the necessity of such a schedule,
these specific limits have been placed in Appendix E itself.

Sections 6 through 8, discussed below, originally appeared as
Sections 9 through 11 of proposed Part X to Schedule D of Article XVI of the
By-Laws. Since they would more appropriately be part of Appendix E, they
have, been relocated.

Section 6 would provide authority to require a person or a group
of persons acting in concert, who hold or control, or who are obligated
with respect to an aggregate position in options which exceeds the position
limits established by the Association pursuant to Section 3 hereof, to
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liquidate that portion of the position in excess of such limitations. Sub-

section (a)(l) would specify that upon a determination that a member has

an excess position, the Association shall orally notify such member that

it holds a position in options which exceeds the limits established pursuant
to Section 3 and advise the member that pursuant to these rules the member
has seven (7) calendar days from the date of such oral notification to reduce
his excess position. This subsection specifies that this notification shall be
confirmed forthwith in writing and that the member would be required to
communicate to the Association within five (5) calendar days of the oral
notice his intentions with regard to the elimination of the excess position
and to thereafter report to the Association when the elimination of the excess
position has been accomplished.

Subsection (a)(2) provides that the Association shall, upon its
determination that any other person, including a public customer, either
acting along or in concert with others, holds or is obligated in respect of
options in excess of the position limits established pursuant to Section 3,
orally direct the member or members with whom such person or persons
has an option contract to orally notify such person advising that the Asso-
ciation has determined that an excess position exists, Further, the member
would be required to advise such person that, within seven (7) calendar days
of the oral notification, the excess position maintained by such person
shall be reduced to eliminate the excess position. Such notification shall
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be confirmed forthwith in writing, Further, such written notification shall
advise such person to communicate to the member or members with whom
options accounts are maintained, and to the Association, his intention
with regard to the elimination of the excess position.

It is believed that subsections (a)(l) and (a)(2), in addition to
serving to elimimate positions in excess of that determined to be in the public
interest, because of the notice provisions contained therein, adequately pro-
tect the rights of persons who may be the subject of such notices to contest
the determination that an excess position exists. Appropriate due process
protections are therefore accorded before disposition of the excess position
would be required.

Subsection (b) provides that the Association may, where it deter-
mines that such is necessary in the public interest and necessary for the pro-
tection of investors and the maintenance of a fair and orderly market, direct
an oral or written notice to members advising them of any person or persons
determined to hold a position in options which exceeds the limits established
pursuant to Section 3. Once such notice has been issued, a member shall
not accept an order for the account of the person or persons named in the
directive which would have the effect of increasing the excess position of

such person unless express approval for such transaction is given by the

Association or until such directive is rescinded,

Section 7 would authorize the Association to establish restrictions
with respect to uncovered short positions. It would specify that, whenever
the Association determines in light of current market conditions for options
and underlying securities that there exists an excessive number of uncovered
short positions in option contracts of a given class, or that an excessively
high percentage of outstanding short positions in option contracts of a given
class are uncovered, the Association may, upon determining that such is in
the public interest and necessary for the protection of investors and the main-
tenance of a fair and orderly market, prohibit any further opening writing
transactions in option contracts of that class unless the resulting short
position is covered. Further, this section would authorize the Association
to prohibit the uncovering of any existing covered short positions in option
contracts of such a class. The Association may exempt transactions of reg-
istered NASDAQ options market makers from restrictions imposed under
this Section any may rescind such restrictions if it is determined that they
are no longer appropriate.

Section 8 would authorize the restriction of transactions in out-of-
the money options. Subsection (a) would authorize the Association to restrict
opening transactions in any call option wherein the exercise price of an option
in a given series is more than $5 above the representative bid of the under-
lying security for such call option on the last previous day in which the
underlying security was traded and the representative bid of such call option
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was less than $. 50 per unit of trading on the last previous day on which
such call option was traded. Specific limits in subsection {a) with respcct
to the difference between the exercise price of an option in a given series
and the representative bid of its underlying security and with respect to the
representative bid of the option on the last previous day on which it was
traded are new and have been added by the Board to reflect the elimination
of the proposed schedule to Appendix E.

Subsection (b) would establish certain exemptions to the limita-
tions prescribed under subsection (a). Subsection (b)(l) would provide that
the restrictions would not be applicable to covered opening writing transactions
and subsection (b)(2) would exempt spread orders for the purchase and sale
of the same number of option contracts of the same class.

Subsection (c) would authorize modifications of the provisions set
forth under subsections (a) and (b) where determined necessary for the public
interest and the maintenance of a fair and orderly market in option contracts.
Subject to certain proscriptions, any exception or modification would not
become effective earlier than 15 minutes after it is displayed on NASDAQ
and such would not remain in effect for more than two (2) business days
unless ratified by a committee of the Board authorized to do so. Further,
all action taken under the authority of subsection (c) and the reasons therefor
must be reported to the designated committee not later than the business day
immediately following the one on which such action is taken.

Subsection (d) would contain authority to impose restrictions on
option transactions or the exercise of option contracts in one or more series
of options of any class upon a determination that such action is necessary in
the interest of maintaining a fair and orderly market in the option contracts,
or in the underlying security, or is otherwise necessary in the public interest.
It would further provide that there could be no restrictions during the ten
(10) business days prior to the expiration date of a given series of options
with respect to the exercise of such option contracts.

Sections 9 through 19 below appeared in the original proposal as
Sections 6 through 16. They have been renumbered as a result of the
inclusion in proposed Appendix E of new Sections 6 through 8 which, as noted
above, originally appeared in proposed Part X of Schedule D.

Section 9 would prescribe the nature of information which would
be required to be on the confirmation to be furnished by a member to a cus-
tomer relative to an option transaction. These provisions are comparable
to the requirements concerning general securities transactions. However,
due to the unique features of options, some additional information is required,
Further, it is the Board's view that the principle of full disclosure is of
paramount importance where a member acts as a market maker for both the



option and its underlying security. Accordingly, a new provision requiring
the disclosure of this fact on coafirmations sent to customers has been
added.

Section 10 would require that a current prospectus of the Options
Clearing Corporation be delivered to a customer engaging in transactions in
options issued by the Options Clearing Corporation prior to the time his
account is opened for options trading. If the Options Clearing Corporation
issues a new prospectus or supplement to the current prospectus, it must
be distributed to each such customer either at the time such material is
issued or not later than the time a trade is entered on behalf of the customer.
The regulatory objective intended by this provision is to make the investor
aware of the business and financial condition of the issuer, the nature of the
options which are the subject of the transaction, and the inherent risks
attendant to the purchase and sale of options.

Section 11 would prohibit a member from entering into an option
contract with an issuer, control person or affiliate of an issuer, among
others, if the option transaction of that issuer would involve the underlying
security of the issuer. The conflict created by such a situation is apparent
and, hence, should be prohibited.

Section 12 prohibits any member from accepting for the purpose

vering a short position, satisfying margin

with an exercise notice, shares of underlying securities which may not be

sold by the holder thereof except upon registration pursuant to the provisions
of the Securities Act of 1933 or pursuant to SEC rules promulgated under the
Securities Act of 1933, This prohibition is necessitated by the obvious impedi-
ment to full transferability of the securities in question. An investor when
investing in an option bargains in good faith that the underlying securities are
fully transferable and not subject to restrictions.

i
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Section 13 would require a member to send a monthly statement
of account to each public customer having a transaction in, or an entry with
respect to, an options account that occurred in the previous month. Further,
this section would require that a quarterly statement of account be forwarded
to each public customer having an open position or money balance in an options
account.

Section 14(a) would prohibit a member or person associated with
a member from accepting an order from a public customer for the purchase
or writing (sale) of an option contract unless the account of the public cus-
tomer has been approved in a manner consistent with the provisions of
Sections 14(b) and 14(c) for option transactions, Thus, notwithstanding that
a customer has an open account with a member, option transactions could
not be effected therein until specific approval for such had been granted by
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the member being mindful of the provisions of subsections (b) and (c) of
Section 14 which require, among other things, that such approval be by a
Registered Options Principal.

Subsection (b) would require that prior to approval of a public
customer's account for option transactions, a member and persons asso-
ciated with a member shall exercise due diligence to determine the essential
facts relative to the financial situation and investment objectives of the public
customer. The rule would require that a Registered Options Principal, who
is personally informed of such facts, approve in writing the public customer's
account for the trading of options. The rule would provide that in the case of
a branch office the public customer's account may be approved by the manager
of the office, with the stipulation that such account must be approved by a
Registered Options Principal within seven (7) business days.

Subsection (c) further requires that within fifteen (15) days after
the account of a public customer has been approved for option transactions,
the member must obtain a written agreement from the customer which states
that the public customer is aware of and agrees to be bound by, the rules and
by-laws of the Association and if he is to engage in transactions in options issued
by the Options Clearing Corporation, its rules. As originally proposed,
subsection (c) would have required a member to obtain the written agreement
from a customer prior to opening such customer's account for option trans-
actions. The modification to provide for the agreement to be obtained within
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fifteen (15) days of the opening of an account was made as a result of member-

ship comment on the original proposal. The regulatory intent of this provision
is to provide the Association with the means by which the position and exercise
limits may be applied and enforced against the account of a public customer.
This provision is not intended to provide the Association with disciplinary
authority over the account of a public customer but would permit it to, for

instance, require the liquidation of excess positions.

Section 15 would prohibit a member or person associated with a
member from exercising discretionary authority in the account of a public
customer unless the provisions of Article III, Section 15 of the Rules of
Fair Practice relative to discretionary accounts and subsections (a)(1l) through
(a)(3) of Section 15 of Appendix E have been complied with.

Subsection (a)(1) would require the member to obtain written au-
thorization from a public customer specifically authorizing discretionary
option transactions in that customer's account. Subsection (a)(2) would
require that the account of the public customer must be accepted for the
member as a discretionary account by a Registered Options Principal and
subsection (a)(3) would require a Registered Options Principal to approve
every discretionary order for option transactions. The rules would pro-
vide that, in the case of a branch office, a discretionary option order may be
approved and initialed on the date of entry by the branch office manager,
provided, however, that the approval is subsequently approved by a
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Registered Options Principal within five (5) business days. The require-
ments of this subsection would not apply to the use of discretion in respect
to the price or time at which an order given by a customer for the purchase
or sale of a definite number of option contracts is executed. The Board
believes that the risks inherent in options trading are such that discretionary
trading in options should be closely monitored by members and a specific
obligation should be placed upon management to affirmatively approve each
discretionary order entered on behalf of a customer by its representatives.

Subsection (b) would require a member to make and maintain a record
of each discretionary option transaction. The record would reflect the fact that

discretionary authority was exercised and would contain other pertinent data.

It should be emphasized that the provisions of proposed Section 15
would be in addition to the existing provisions of Article III, Section 15 of
the Rules of Fair Practice relating to discretionary accounts.

Section 16 would establish suitability requirements in respect to
a member's recommendation to a public customer for the purchase or sale
of an option. These provisions are more stringent than existing require-
ments and they should be closely studied by commentators. Subsection (a)
would require the member to make a reasonable inquiry as to a public cus-
tomer's investment objectives, financial situation and needs and any other
information deemed necessary to assure that any recommended option
transaction would not be unsuitable for such public customer.

Subsection (b) would prohibit a member from effecting on behalf
of a public customer an uncovered writing transaction unless the member
has reason to believe, based upon reasonable and diligent inquiry, that
such customer is capable of evaluating the additional risks attendant to such
transaction and that such customer has the financial capability to meet the
potential financial requirements related to such a contract (margin calls),

Section 17 would require a Registered Options Principal of a
member to supervise the accounts of public customers and all orders in
such accounts related to option transactions. The Registered Options
Principal would, therefore, be charged with the responsibility of closely
monitoring all of a member's options business.

Section 18 would prescribe that violations of the rules, regula-
tions or by~laws of the Options Clearing Corporation by a member or person
associated with a member engaged in transactions involving options issued,
or subject to issuance, by the Options Clearing Corporation, could be deemed
conduct inconsistent with the just and equitable principles of trade and a vio-
lation of Article III, Section 1 of the Association's Rules of Fair Practice.
Thus, members engaging in such transactions would be obligated to adhere
to applicable Options Clearing Corporation rules.
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Section 19 would provide that the provisions of certain sections
under Article III of the Rules of Fair Practice would be specifically applica-
ble to option transactions. It also recognizes that certain of those rules
do not and should not apply. To reinforce the applicability of the stated
rules to options, Section 19 also specifies that whenever the terms ''security"

or ""securities' are used in the delineated sections, such should also be con-
strued to mean options.,
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Proposed Part X
to Schedule D of
Article XVI of the By-Laws

Schedule D of the By-Laws would be amended by adding a new
Part X which would embody system requirements as they pertain to the
display of options on the NASDAQ System.

Section 1 would define '"authorized underlying security,' '"NASDAQ
option contract' and ''unit of trading' and would further note that unless the
context otherwise requires, or unless defined therein, the terms used in Part X
of Schedule D shall have the meanings as defined in Section 2 of Appendix E to
Article III, Section 33 of the Rules of Fair Practice. The term NASDAQ option
contract is new and has been added to enable the Association to differentiate
between the option transactions of members which are subject to the rules of
Appendix E and those particular option transactions which are subject to the
requirements of proposed Part X of Schedule D. The term unit of trading
has been added because it is referenced within the schedule and was inadver-
tently omitted from the original proposal. The definitions as contained in pro-
posed Appendix E have been referenced herein to specifically provide coverage
for many of the terms used within this part of the schedule.

Section 2 would establish the level of services available for options
displayed on the NASDAQ System. Subsection (a) would provide that a Level I
subscriber would have access to representative bid and ask quotations for each
NASDAQ option on which a minimum of two registered NASDAQ options market
makers are currently quoting the option. Therefore, in the event only one
market maker would be entering quotations for a specific option, the NASDAQ
System would not release quotations for that option to Level I subscribers.

Subsection (b) would provide that a Level II subscriber would have
access to quotations currently entered by all registered NASDAQ options
market makers, irrespective of the number of market makers.

Subsection (c) provides that a Level III subscriber would be able
to enter quotations into the NASDAQ System for NASDAQ options upon ap-
proval by the Association. Level III subscribers would also have access to
all option quotations entered into the NASDAQ System.

The provisions of Section 2 are consistent with comparable pro-
visions presently contained in Schedule D relative to general securities quota-
tions. The operation of the system as it relates to NASDAQ options will, there-
fore, be essentially the same as for general securities, Last sale reporting
would, however, be required. Such will be described below.

Section 3 establishes registration, qualification, and other require-
ments applicable to registered NASDAQ options market makers and other members.
Subsection (a) requires a member to submit an appropriate application to the As-
sociation prior to becoming registered as a NASDAQ options market maker.



Subsection (b) would establish a minimum net capital require-
ment for each registered NASDAQ options market maker of $50, 000 and an
additional net capital of $5, 000 per options series quoted up to a maximum
requirement of $150, 000, This proposed minimum net capital requirement
was reduced to $50, 000 from the original requirement of $100,000. The
Board believes this revised minimum requirement, even though doubling
the present minimum net capital requirement set forth in SEC Rule 15c¢3-1,
will permit more small broker-dealers to participate as options market
makers than would be possible with a $100, 000 minimum, The maximum
net capital requirement was increased to $150, 000 so that those members
which became involved in several series of option contracts would be
required to maintain capital sufficient to sustain such a commitment.

Subsection (c) would require each registered NASDAQ options
market maker either to be a clearing member of the Options Clearing Cor-
poration or to establish a clearing arrangement with a clearing member of
the Options Clearing Corporation. This is essential since the Options Clearing
Corporation requires one day settlement on all contracts. They must be fully
settled with OCC by 10:00 a. m. Eastern Time on the day following the date of
the trade.

Subsection (d) would require each registered NASDAQ options
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istered Options Principal are specified in amendments to Schedule C of the
By-Laws, discussed hereafter.

Subsection (e) would specify that, before a member became a dual
market maker, both the NASDAQ group of options in which the member desires
to make a dual market and the underlying security thereof, must be represented
by 2 minimum of five market makers registered as such with the Association.

Subsection (f) would relate to the character of option quotations to
be displayed on the NASDAQ System. Subsection (f)(1) would require all bids
or offers for options issued by the Clearing Corporation displayed on the
NASDAQ System to be for at least one NASDAQ option contract representing
the minimum unit of trading, i.e., one option covering 100 shares of the under-
lying security.

Subsection (f)(2) would require all bids or offers for options issued
by the Options Clearing Corporation displayed on the NASDAQ System to be ex-
pressed in terms of dollars per share of the underlying security. Subsection (£f)(2)
would further provide bids and offers for a NASDAQ option contract subject to
an adjusted unit of trading to be expressed in terms of dollars per the appropriate
fractional part of the total securities constituting the adjusted unit of trading.
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Subsection (f){3) would require a registered NASDAQ options
market maker who receives a buy or sell order to execute a trade for at
least one option contract at the quotation he has displayed on NASDAQ at
the time of receipt of the order. He would, therefore, be committed to
the quotation he has displayed on the screen to the extent of at least one
contract at the quoted price.

Subsection (g) would establish a real time trade reporting re-
quirement for transactions in NASDAQ displayed options executed by a
registered NASDAQ options market maker and other members. Real
time trade reporting will be new to the NASDAQ Svstem. Such reporting
is presently being effected by the various exchanges as part of the pro-
gram of the Options Price Reporting Authority (OPRA). The Association
program would conform therewith.

Subsection (g)(l)a. would require a member to transmit reports
of writing (sale) transactions in NASDAQ options executed during the
trading hours of the Options Price Reporting Authority (OPRA) within one
and one-half minutes after execution of the transaction. Reports not trans-
mitted within one and one-half minutes after execution shall be designated
as late. This is consistent with OPRA's requirements. Reports of writing
(sale) transactions executed outside of OPRA's trading hours would be re-
ported weekly in writing to the NASDAQ supervisory office in New York
City. This paragraph has been modified somewhat from the original propos-~
al in which reporting requirements would have been limited to registered
NASDAQ options market makers., The purpose of such modification was
to ensure that all trade information for NASDAQ options be reported for
inclusion on the OPRA Tape. This same reasoning has also been applied
to extend the reporting requirements of subsection (g)(l)c. and (g)(2)
below to all members, not only those who are registered NASDAQ options
market makers.,

Subsection (g){l)b. would require each reported writing (sale) trans-
action to reflect the recorded price on the trade ticket exclusive of commuis-
sions, taxes or other charges.

Subsection (g)(1) c. would exempt a member from reporting option
transactions executed on an exchange. The reason for this is that such
transactions would have already been reported on the exchange where exe-
cuted.

In addition to real time transaction reporting, other reports will
be required. Subsection (g)(2) provides that a member shall report weekly
and/or monthly such data on NASDAQ options quoted in the system as the
Board of Governors may require. The Board would thus have the authority
to order additional reports as necessary. Subsection (g)(3) would require
that trade tickets on transactions in NASDAQ options be time stamped at
the time of execution,
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Subsection (h) would require a registered NASDAQ options
market maker to be open and active between 10:00 a, m, and 4:00 p.m,
Eastern time. A registered NASDAQ options market maker would be
able to enter quotations into the NASDAQ System outside its normal
business hours, providing the system is operating, and would also be
permitted to execute transactions. Such transactions would be consid-

ered to be next day transactions for settlement purposes, however.

Subsection (i) provides that the registration of a NASDAQ
options market maker would become effective on the second business
day following receipt of its registration application by the Association
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not effective. In the event said registration is for a NASDAQ option not
authorized by the Association, the registered NASDAQ options market
maker's registration would not become effective until the start of business
on the first day such NASDAQ option is authorized for quotation by the
Association,

Subsection (j) would establish withdrawal procedures for the
removal of quotations by a registered NASDAQ options market maker from
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options market maker to suspend or remove its quotations from the NASDAQ
System for a specific period of time upon demonstrating to the Association,
and receiving its approval, that circumstances warrant suspension or with-
drawal of quotations.

Subsection (j)(2) would prohibit a registered NASDAQ options
market maker who has withdrawn its quotations from re-entering quotations
during the same day without receiving the prior approval of the Association.
Subsection (j)(3) would terminate the registration of a registered NASDAQ
options market maker for each NASDAQ option wherein the market maker
withdrew quotations, at or before the daily close of the system, without the
prior approval of the Association,

Subsection (j}(4) would permit, subject to certain restrictions,
a registered NASDAQ options market maker, upon application to and ap-
proval by the Association, to resume display of quotations on the NASDAQ
System for the NASDAQ option in respect to which such market maker's
registration was terminated. The registered NASDAQ options market
maker would not, however, be permitted to resume quotations in the series
of options for which its registration had been terminated until after one-
half of the time remaining to the expiration date of that series of options
has expired. This subsection further provides that this period could not
be less than one week nor greater than one month.

Subsection (k) would permit a registered NASDAQ options market
maker to withdraw from the NASDAQ System and voluntarily terminate its
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registration as to any series of options by withdrawing quotations from
the NASDAQ System.

Subsection (1) would grant authority to the Association to sus-
pend and/or terminate the registration of a NASDAQ options market maker,
Subsection (1)(1) would authorize the Association, upon notice, to suspend
a registered NASDAQ options market maker's authority to enter quotations
into the NASDAQ System for up to two consecutive business days where
extraordinary circumstances are deemed to exist and where the Association
believes such action is required to promote just and equitable principles
of trade. The period of suspension could be extended by the Assocation for
successive periods of two consecutive business days, as necessary, if the
Association is engaged in an investigation of the registered NASDAQ options
market maker's activities in connection with the suspension of quotations
and such investigation has not been completed. These provisions are con-
sistent with current provisions of Schedule D relating to general securities.

Subsection (1)(2) would authorize the Association, pursuant to its
Code of Procedures for Handling Trade Practice Complaints, to suspend or
terminate the registration of a registered NASDAQ options market maker
in one or more NASDAQ options for violation of any applicable Rules of Fair
Practice or applicable rules of Schedule D.

Section 4 provides that the Association may approve for display on
the NASDAQ System, only option contracts on underlying securities which
have been selected as meeting the criteria specified in Section 6. Section 4
further specifies that such contracts shall be designated as to the type of
option, the underlying security, the expiration month and the exercise

price.

Section 5 would authorize the Association to establish a series of
options open for trading after a class of options has been approved for display
on NASDAQ. Subsection (a) would authorize the establishment of the expira-
tion month and exercise price of option contracts included in each series of
a class of options that has been approved. When a class of options is first
displayed, a series of options having three different expiration months would
normally be opened. The expiration cycles would runin 3, 6 and 9 month
periods after a given series is opened. Pursuant to the provisions of this
section, it is presently contemplated that the striking prices of the NASDAQ
options would be fixed at 5 point intervals for underlying securities trading
below $50; 10 point intervals for underlying securities trading between $50
and $100; and 20 point intervals for underlying securities trading above $100.
New series of options may be opened with the same expiration dates but with
different striking prices to reflect price movements of the underlying security.
The striking prices of such options will be set at prices which are reasonably
close to prices of the underlying security at the time the series is opened for
trading but in no event will the striking price be less than $10. This procedure
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nd the establishment of striking prices conforms to practices followed

M)

by the options exchanges. The insertion of a minimum exercise price of
$10 does, however, represent a change from the original proposals, which
contained no such minimum,

Subsection (b) would restrict the trading in a series of NASDAQ
options on the business day prior to expiration date for the particular series.
No transaction would be permitted after 3:00 p. m. Eastern Time on such date.

Subsection (c¢) would provide that adjustments in options which may
be due to acquisitions, mergers or stock dividends will be made by the Options
Clearing Corporation in accordance with its rules. When so adjusted, this
subsection provides that the adjusted unit of trading and the adjusted exercise
price would be applicable with respect to all subsequent transactions in that
series of options,

Section 6 would establish the qualifications for authorized under-
lying securities that would be eligible to be subject to NASDAQ options.
Subsection (a) would provide that only the Association will determine the
authorized underlying securities for NASDAQ options. Such will be done in
accordance with its agreement with the Options Clearing Corporation, and
in accordance with the specific criteria set forth in this Section. The cri-
teria set forth in subsections (a)(1) through (a)(5) and (b)(1) through (b)(4)
of Section 6 are self-explanatory.

Subsection (c¢) would enable flexibility for those occasions which
may arise from time to time that justify an exception to one or more of the
criteria. Thus, in an exceptional situation an underlying security which did
not meet in detail each and every one of the listing criteria could still become
an authorized underlying security.

Subsection (d) did not appear in the original proposals. As pro-
posed, it would establish the criteria which must be met in order for a security
to continue to qualify as an authorized underlying security for NASDAQ options.
These criteria are presently being developed in conjunction with the Securities
and Exchange Commission and the options exchanges.

Section 7 would establish the unit of trading for each series of
options displayed on NASDAQ as that unit of trading established by the Options
Clearing Corporation pursuant to its rules. The unit of trading under OCC's
rules has presently been established as one contract representing 100 shares
of the underlying security for all series of options.

Section 8 relates to the suspension of an authorized underlying
security and/or its options from display on the NASDAQ System. Subsection
(a) would specify that the Association may suspend an authorized underlying
security and/or its NASDAQ option from quotation on the NASDAQ System if it
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deems such necessary and appropriate for investor protection and the
prevention of fraud and manipulation and, among other things, upon the ocur-

rence of one or more events specified in subsection (b).

Subsection (b) sets forth certain events, the occurrence of which
may subject an authorized underlying security and/or its option to suspension
from the NASDAQ System. These events, set forth in subsections (b)(1)
through (b)(4) are self-explanatory.

Subsection (c) would allow for exceptions to the application of the
criteria set forth in subsections (a) and (b) if such were considered necessary
and appropriate in the public interest.

As noted in the explanations with respect to Appendix E of Article III,
Section 33 of the Rules of Fair Practice, the three Sections which originally
appeared as Sections 9 through 11 of Schedule D now appear as Sections 6
through 8 of Appendix E.

The explanations with respect to new Sections 9 through 11 hereof did
not appear in the original Schedule D proposal, since the specific language of
these Sections had not been developed at the time Notice to Members No. 76-8
was sent to the membership. Section 9 through 11 are therefor appearing for
the first time for membership comment,

Section 9 would establish the trade comparison procedures for
NASDAQ options.

Subsection (a) describes the scope and applicability of the trade
comparison procedures relative to transactions in NASDAQ options., Every
over-the-counter transaction in a NASDAQ option, whether by a clearing
member or by a non-clearing member through a clearing member, would
be required to be reported to the Association or its designee for trade com-
parison pursuant to procedures established by the prospectus issued by
the Options Clearing Corporation. All compared NASDAQ option trans-
actions would then be submitted to the Options Clearing Corporation for
clearance and settlement purposes. Accordingly, they will be subject to
the rules of the Options Clearing Corporation applicable thereto.

Subsection (b) would provide that a clearing member would be re-
sponsible for the clearance and settlement of each of its NASDAQ option trans-
actions, as well as the NASDAQ option transactions of the members for which
it clears. Therefore, the clearance and settlement of NASDAQ option trans-
actions will not be the responsibility of the Association or its third party pro-
cessor,



Subsection (c) establishes specific trade reporting and com-
parison procedures. Paragraph (1) would require the clearing member on
trade date to report each NASDAQ option transaction to the Association (or
its third party processor). These transactions will be reported at a loca-
tion, time and in a manner specified by the Association.

Paragraph (2) provides that the Association (or its third party
processor), upon receipt of the clearing member's NASDAQ option trans-
action report, would compare and match these transactions.

Paragraph (3) provides that the Association (or its third party
processor) will make available daily reports summarizing transactions
submitted to it by the clearing member for each NASDAQ option and each
account maintained by the clearing member. The reports to be furnished
to the clearing member will reflect compared trade items, uncompared
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Paragraph (4) provides that upon the clearing member's prompt
review of each report, the clearing member shall reconcile all uncompared,
advisory, or erroneous trades and report such reconciliation to the contra-
party of the transaction and to the Association (or its third party processor).
This report would be made by the clearing member as soon as possible, but
in no event later than the time D'PPQ(‘T‘thd hv the Association This para-
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graph further provides that the accuracy of all reports submitted to the
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clearing member by the Association (or its third party processor) shall

be the sole responsibility of the clearing member.

Paragraph (5) provides that subsequent to the cut-off time estab-
lished by the Association, a final unreconciled trade report, containing
remaining uncompared and advisory trades, will be supplied to the clearing
member. Any of these trades which the clearing member can resolve prior
to 10:00 a.m. Eastern time of the next business day shall be reported to
the Association (or its third party processor) on that day in accordance
with the provisions set forth in paragraph (1), above.

It should be noted that times prescribed by the Association through-
out this Section are necessary to conform with the requirements of the Options
Clearing Corporation for next day settlement on all transactions in options
issued by it.

Paragraph (6) provides that in the event an uncompared trade can-
not be resolved prior to 10:00 a. m. Eastern time on the first business day
following the trade, the clearing member shall close out such transaction
according to provisions set forth in paragraph (7).

Paragraph (7) provides that an uncompared trade of the nature
contained in paragraph (6) must be resolved by 3:30 p. m. Eastern time on
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the first business day following the trade date. Members representing
purchasers in such trades shall enter into a new NASDAQ option trans-
action to purchase the option contract which was the subject of the uncom-
pared trade and members representing writers in such trades shall enter
into a new NASDAQ option transaction to sell the option contract which

was the subject of the uncompared trade. The uncompared trade will be
nullified once this action has been taken and once the appropriate reversing
transactions closing out the original uncompared trade have been submitted
to the Association (or its third party processor). Any claims for damages
resulting from uncompared NASDAQ option transactions must be made
promptly and only for the accounts of the members involved, not the ac-
counts of their respective customers.

Section 10 would establish clearance and settlement procedures
for NASDAQ options.

Subsection (a) establishes the procedures to be followed by a
clearing member in the event a compared NASDAQ option transaction is
rejected by the Options Clearing Corporation due to the failure of a clearing
member acting on behalf of the purchaser to make a premium payment. The
clearing member representing the seller (writer) can either cancel such
transaction or enter into a new opening writing transaction or closing sale
transaction for the same option contract. Any losses in connection with the
new transaction shall be the responsibility of the defaulting clearing member.

The action 'r'nqulred by this subsection would have to be taken before the close
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of trading on the day such transaction was rejected by the Options Clearing
Corporation unless such time is extended by the Association.

Subsection (b) provides that, in the event a non-clearing member is
suspended by the Association, all open short positions in option contracts and
open positions resulting from the exercise of option contracts, other than
fully secured positions, for such suspended member shall be closed out
promptly by all members carrying such positions for the account of such
member. The rule provides that, in the event a clearing member of the
Options Clearing Corporation is suspended by the Association, the positions
of such suspended member shall be closed out pursuant to the rules of the
Options Clearing Corpoation.

Section 11 establishes the exercise cut-off time with respect to the
tendering of an exercise notice for an outstanding option contract. Subsection (a)
provides that an outstanding option contract, subject to and.in accordance with
certain rules of the Association and the Options Clearing Corporation, may be
exercised by the holder of the option contract only through the clearing member
carrying the option contract of the holder. Subsection (a) further provides that
the Association shall establish the cut-off time on the business day immediately
prior to the expiration date for the given series of options.
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Subsection (b) would authorize four exceptions with respect to
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the tendering of an exercise notice after the established cut-off time but

prior to the expiration of the option contract. These exceptions are self-
explanatory.

Subsection (c) provides that a member shall establish fixed pro-
cedures relative to the assigning of exercise notices to short option positions
maintained in the accounts of customers. The method of allocation shall be
determined by the member. However, any method selected by the member
must provide for fair and equitable treatment of the member's customers.
Several methods of allocation are set forth and all are self-explanatory.
Subsection (c) further provides that in the event of an exercise notice of
25 or more units of trading (which would be considered ""block size''}, the
member may allocate such notice to a customer having an open short posi-
tion of block size and, that in the event of an exercise notice of less than
block size, the member may allocate such notice to the extent possible to
a customer having a short position of less than block size. A member would
be required to file its proposed allocation method for the assignment of
exercise notices with the Association and obtain Association approval prior
to its implementation. Any changes by the member to an approved allocation
method would also be required to be reported to and approved by the As sociation
prior to implementation. Furthermore, a description of the allocation method
would be required to be furnished, upon request, to customers.

Subsection (d) specifically provides that the rules of the Options
Clearing Corporation shall prevail as the procedures for the settlement of
exercised contracts. Those procedures are applicable to both the delivery
of the shares of the underlying security and the payment of the aggregate
exercise price. The member would be required to have the customer malke
prompt full cash payment of the aggregate exercise price or to promptly
deposit the shares of the underlying security, if such shares are not carried
in the account of the customer, or to promptly deposit the required margin
deposit in the event the exercise was tendered against a margin account.

Subsection (e) requires a report to be filed with the Association
by each member as of the 10th of each month indicating all open positions
resulting from the exercise of option contracts in accounts carried by that
member.

Section 12 would specify that the provisions of Parts IV and IX
of Schedule D would, to the extent not inconsistent with the provisions of
Part X, apply to NASDAQ options.
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Proposed Amendments to Schedule C
of the By-Laws

It should be noted that the proposed amendments to Schedule C
are to a proposed new Schedule C which was previously submitted to the
membership for comment and, subsequently, with modifications, approved
by the Board of Governors and filed for approval with the SEC pursuant to
Section 19(b) of the Securities Exchange Act of 1934, as amended on
November 20, 1975, The SEC has not yet acted on that filing.

New Section 4 of Part I would require any member engaged in
put or call options activities, whether for the account of a public customer
or for the account of the firm, to have a person associated with such member
registered with the Association as a "Registered Options Principal.' Section 4
would also require that all persons who are actively engaged in the manage-
ment, direction or supervision of the day-to-day options activities of any
member shall be registered as Registered Options Principals. It should be
noted that this provision would not be restricted to members engaging only
in NASDAQ options activities. It is designed to embrace firms and persons

engaging in conventional or traditional over-the-counter option. transactions
and non-exchange firms (access firms) engaging in exchange listed
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New Section 2(f) of Part II would require that as a condition to
becoming a Registered Options Principal, a person associated with a member
must pass an appropriate qualification examination for registered options
principals, or an equivalent acceptable to the Association. The latter pro-
vision would give the Association the authority to determine whether an ex-
amination given by one or the other of the options exchanges would be accept-
able for purposes of qualifying as a Registered Options Principal with the
Association. In this connection, the Board has determined that the Registered
Options Principals already admitted to the various exchanges will be exempted
from the Association's options principal examination. New Section Z(f) would
also specify that a person shall not qualify as a Registered Options Principal
for both put and call options unless he has passed an examination testing him
with respect to both put and call options. This is consistent with exchange
requirements.

The proposed amendments to Schedule C are consistent with the
entry standard programs undertaken by the Association in recent years.
These programs are aimed at insuring that a member has competent and
experienced persons engaged in the management of specialized areas of
activity, such as options trading. Accordingly, the Association believes
the Registered Options Principal requirement is necessary and appropriate for
an open and orderly market and in the best interest of investors and the public.



Proposed Amendments to Article ITI, Section 30 of
the Rules of Fair Practice

It should be noted that the proposed amendment to Appendix A
of Section 30 of the Rules of Fair Practice is to the designated section as
it has already been amended by the Board and filed with the SEC on

October 14, 1975, for its approval. The SEC has not acted on that filing
as yet,

The proposed amendment to Section 4(a)(4)(ii) of Appendix A,
Section 30, would conform the NASD's margin requirements to those pre-
sently applicable to exchange traded options. Specifically, the proposed
amendment would provide that the margin maintenance rate with respect to
an uncovered short position in a NASDAQ option be 30 percent of the market
value of the equivalent number of shares of the underlying security. Pre-
sently, this provision provides for a 50 percent minimum margin maintenance
requirement for all put and call options.

By conforming the Association's rule to those of the options ex-
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tracts issued by the Options Clearing Corporation would be in place. It
should be noted, however, that this proposed amendment does not change
the effective margin maintenance rate presently applied to a conventional
or traditional over-the-counter option which will remain at present levels.
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Appendix E

NASDAL Options Rules

Changes are from the proposals contained in Notice to Members No. 76-8.

New Material is Indicated by Underlining
Deleted Material is Indicated by Striking Out

Section 1 - General

(2) Applicability - The Rules in this Appendix E shall be
applicable (1) to the trading of NASBAL option contracts issued by the
Options Clearing Corporation and displayed on the NASDAQ system,
the terms and conditions of such contracts and the exercise and settle-
ment thereof; (2) to the extent appropriate unless otherwise stated herein,
to the conduct of accounts, the execution of transactions, and the handling
of orders in exchange listed options by members who are not members
of the exchange on which the option executed is listed; and (3) to the conduct
of accounts, the execution of transactions, and the handling of orders in
options not covered by the provisions of subparagraphs (1) and (2).hereof

and (4) ether matters related to opt1ons tradLg

(b) Except to the extent that specific sections in this Appendix
govern, or unless the context otherwise requires, the provisions of the By-
Laws and Rules of Fair Practice and all other interpretations and policies
of the Board of Governors shall also be applicable to the trading of option
contracts. displayed-en-NASDAGh

{c) b} Local Time - All times are stated in these Rules in terms
of the local time in effect in New York City (Eastern Standard Time) or as

otherwise specified.

Section 2 - Definitions

The following terms shall, unless the context otherwise requires,
have the stated meanings:

(a) Options Clearing Corporation - The term "Options Clearing
Corporation'' means the Options Clearing Corporation, the issuer of options
displayed on NASDAQ.

(b) Rules of the Options Clearing Corporation - The term ''rules of
the Options Clearing Corporation'' means the by-laws and the rules of the
Options Clearing Corporation, and all written interpretations thereof as may

be in effect from time to time.
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{c) Clearing Member - The term ''clearing member' means a
member of the Corporation which has been admitted to membership in the
Options Clearing Corporation pursuant to the provisions of the rules of the
Options Clearing Corporation.

(d) Participant Organization - The term ''participant organization"
means a registered national securities exchange or a registered national
securities association which has qualified for participation in the Options
Clearing Corporation pursuant to the provisions of Article VII of the By-
Laws of the Options Clearing Corporation.

(e) Option Contract - The term '"option contract' means a-put-ew
a-call-issued; - or -gubject -to- issuance,- by-the Optiens -GClearing- Corporation
pursuant te-the-rules of -the- Options Glearing -Gerperatiom any put, call,
straddle or other option or privilege of buying a security from or selling

a security to another without being bound to do so, but shall not include

any tender offer, registered warrant, right, convertible security or any
other option in respect to which the writer is the issuer of the security

which may be purchased or sold upon the exercise of the option,
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transaction effected b)r
or for the closing out

me mber for the purchase or sale of an option contract,
long or short position in such option coniract.
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(g) NASDAQ Option Transaction - The term '""NASDAQ option trans-
action'" means a transaction effected by a members-in an-eption-er -options -dis—
played on-NASDAQ for the purchase or sale of an option contract which is the
subject of quotation on the NASDAQ System or for the closing out of a long or
short position in such option contract.

(h)(g) Type of Option - The term '"type of option' means the classi-
fication of an option contract as either a put or a call.

(i)#) Call - The term 'call" means an option contract under which
the holder of the option has the right, in accordance with the terms of the option,
to purchase frem the-Options-Clearing Gorporatien the number of shares of the
underlying stoclk security covered by the option contract. In the case of a ''call”
issued by the Options Clearing Corporation, it shall mean an option contract
under which the holder of the option has the right, in accordance with the terms
of the option, to purchase from the Options Clearing Corporation the number of
shares of the underlying security covered by the option contract.

(j)) Put - The term ''put" means an option contract under which
the holder of the option has the right, in accordance with the terms of the
option, to sell to the-Options-Clearing Gorporatien the number of shares of
the underlying stock security covered by the option contract. In the case of a




"put'! issued by the Options Clearing Corporation, it shall mean an option

contract under which the holder of the option has the right, in accordance

with the terms of the option, to sell to the Options Clearing Corporation the
number of shares of the underlying security covered by the option con-
tract.

(k)6 Class of Options - The term ''class of options” means all
option contracts of the same type of option covering the same underlying stock

security.

(1)fle) Series of Options - The term ''series of options'' means all
option contracts of the same class of op'tions having the same expiratien-date

and exercise ‘price, expiration date and unit of trading.

(m)€) Group of Options - The term ''group of options'' means all
option contracts of the same class of options having the same exercise price
and unit of trading but separate expiration dates.

(n)(}) Underlying Security - The term 'underlying security' in
respect of an option contract means the security which the Options Clearing
Corporation or another person shall be obligated to sell (in the case of a
call) or purchase (in the case of a put) upon the valid exericse o

contract.

(o)(m} Exercise Price - The term "exercise price' in respect of
an option contract means the stated price per share at which tu. un n

stoelk security may be purchased (in the case of a call) or sol
of a put) upon the exercise of such option contract,
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(p)én) Aggregate Exercise Price - The term "'aggregate exercise
price' means the exercise price of an option contract multiplied by the number
of shares of the underlying stoeck security covered by such option contract.

(g) (e} Expiration Month - The term "expiration month'' in respect
of an option contract means the month and year in which such option contract
expires.

(r)tp) Expiration Date - The term 'expiration date'" in respect of
an option contract issued by the Options Clearing Corporation means the
Saturday immediately following the third Friday of the expiration month of
such option contract. The term ''expiration date'' of all other option con-
tracts means the date specified thereon for such.

(s)¢é@) Long Position - The term ''long position' means the number
of outstanding option contracts of a given series of options held by a person
(purchaser).

(t)(=) Short Position - The term '"short position' means the number
of outstanding option contracts of a given series of options with respect to
which a person is obligated as a writer (seller).
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{u)(s) Opening Purchase Transaction - The term ''opening purchase
transaction' means a-NASDAQ an option transaction in which the purchaser's
intention is to create or increase a long position in the series of options in-
volved in such transaction,

(v)(#) Opening Writing Transaction - The term ''opening writing
transaction'' means a-NASDAQ an option transaction in which the seller's
(writer's) intention is to create or increase a short position in the series of
options involved in such transaction.

(w)(x) Closing Sale Transaction - The term ''closing sale trans-
action' means a NASBDA{ an option transaction in which the seller's intention
is to reduce or eliminate a long position in the series of options involved in
such transaction.

8 ansaction - The term "closing purchase
transaction'' means a-NASDALQ an option transaction in which the purchaser's
intention is to reduce or eliminate a short position in the series of options

involved in such transaction.,

(y)(w#) Covered - The term ''covered' in respect to a short position
in an option contract means that the writer's obligation is secured by a "bulk
deposit' or "specific deposit" evidenced by an ''escrow receipt" of underlying
security, or the writer holds an equivalent long position in the underlying
security in an account with 2 member of the Corporation through whom the

ion through
option contract was written.

(z)ke) Uncovered - The term '‘uncovered' in respect of a short
position in an option contract means the short position is not covered.

(aa)(3) Outstanding - The term 'outstanding' in respect of an option
contract means an option contract which has been-issued by-the Options-Clearing
Corporation-and has neither been the subject of a closing sale transaction or
a comparable closing transaction nor has been exercised nor reached its ex-
piration date. The term "outstanding' is sometimes used synonymously with the
term "open interest.'

(=) -Primary- Market- - -The-tersn-primary-masrket! as used-herein
means the principal market(s) in-whiech-on option or-an-underlying -security-ie
traded.-

(bb)(ea) Registered NASDAQ Options Market Maker - The term
"registered NASDAQ options market maker'" means a member who meets
the qualifications for such set forth in Section 3, Schedule D to Article XVI
of the By-Laws, is willing and able to serve as such in connection with a
NASDAQ option contracts em-en autherized underlying seeurite and who is
authorized by the Corporation to do so.

(cc)bb) Member - The term ''member' means any member of the
Corporation.



(dd)(ee) Onptions Trading - The term ''options trading' when not
preceded by the word NASDAQ, means trading (1) in any option issued by the
Options Clearing Corporation, whether or not of a class, group or series
which has been approved for listing on NASDAQ; and (2) in any other option

contract.

(ee)tddd Premium - The term "premium!' means the aggregate
price of an option agreed upon between the buyer and writer/seller or their
agents.

(ff)fee) Escrow Receipt - The term ''escrow receipt'' means a
representation by an issuing bank to the Options Clearing Corporation that
a particular customer's securities are on deposit with the bank and will be
delivered upon exercise of the option for which the receipt is issued.

(gg){E)} Current Prospectus - The term ''current prospectus'
shall mean that edition of the prospectus of the Options Clearing Corporation
issued by the Options Clearing Corporation as registrant with the Securities and
Exchange Commission which at the time it is to be furnished to a given customer
meets the requirements of Section 10(a)(3) of the Securities Act of 1933,

(hh)(gg} Spread Order - The term '"spread order' means an order
to buy a particular option contract and to sell another option contract.

(ii) hh) - Dual Market Maker - The term ""dual market maker' means
a registere—;i_NASDAQ options market maker who makes a market in the under-
lying security of an option displayed on the NASDAQ System while simultaneously
making a market in the option itself; provided, however, that the provisions of
Schedule D, Section 2(e), Part X, have been satisfied.

(33) Conventional Option - The term ''conventional option'' shall
mean any option not issued, or subject to issuance, by the Options Clearing
Corporation.

Section 3 - Position Limits

(a) Except with the prior written approval of the Corporation or as
provided in subsection (b) hereof, no member shall effect for any account in
which such member has an interest, including investment and trading accounts
of a registered NASDAQ options market maker, or for the account of any part-
ner, officer, director or employee thereof, or for the account of any customer,
an opening transaction in any class of options issued by-the Optiens-Glearing
Corporation if the member has reason to believe that as a result of such trans-
action the member or partner, officer, director or employee thereof, or cus-
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tomer, would, acting alone or in concert with others, directly or indirectly,
hold or control or be obligated in respect ofr

(L) an aggregate-long-pesitien-in-any-class-ef options;-

{2)- an-agpregete-long position-in any-expiratien-month-in-any
elass of optienss

€3> an-aggregate-short positionin any-eclass of optiens:

t4)- an-aggregete-shert position-in any-expiration-month-in
any -class-eof options;-ew-

) an-aggregate-uneovered-short-pesitien-in-any-class-of
tr excess-of such-rumber of -optien-contra<cis -ag shall be-fixed- from-time-to
tivae by the-Gerperation-as -the-pesitien-limit for- that-particular -class-of
options-ery -expiration menth,- -Sueh-limits ; a3 meodified -from tinre to time

by -actien -of-the Gorporetien; -shall be contained in-Sehedule- - - -hereofs

an aggregate position (whether long or short) in excess of either:

(1) 1,000 ontion contracts of the same class of options:
AL E L o ;
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500 option contracts of the same class and the same expiration
date (provided, however, that the limit imposed by this para-
graph (2) shall not be applicable either (i) to covered

short positions or (ii) to short positions to the extent long
positions for the same number of option contracts of the

same class of options are maintained in the same account
where the exercise prices of the option contracts in such

long positions are equal to or less than the exercise prices

of the option contracts in such short positions); or

3) such other number of option contracts as may be fixed from
time to time by the Corporation as the position limit for one
or more classes or series of options, Reasonable notice shall
be given of each new position limit fixed by the Corporation.

() Nething-in subsection {a} hereof-shall-be construed-so as-to limit
the ability -of-a -registered -NASDAQ-options- manket- maker to-maintain-a-fair;
erderly and- eontinuous- market-in a- elass or-series of -NASDAQ-eptions-for
whieh-such market raaker -is-registered-with the-Gorperation



{b) Except with th ior wri
member who is a dual market maker shall effect for its trading account, an
opening transaction in any series of option contracts if the member has reason
to believe that as a result of such transaction it would hold or control, or be
obligated in respect of, an aggregate position (whether long or short) in any
series of options, or an aggregate uncovered short position in any series of
options in excess of _ percent of the outstanding option (open interest) contracts

for that series reported as of the previous day.

Section 4 - Exercise Limits

te) Except with the prior approval of the Corporation in each
instance, no member shall exercise, for any account in which such member
has an interest including investment and trading accounts of a registered
NASDAQ options market maker or for the account of any partner, officer,
director or employee thereof or for the account of any customer, a long
position in any option contract igsued-by-the-Options Glearing-Cerperation
if as a result thereof such member or partner, officer, director or em-
ployee thereof or customer, acting alone or in concert with others,
directly or indirectly, has or will have exercised within any five (5) con-
secutive business days aggregate long positions in a class of options in
excess of sueh-number-ofl, 000 option contracts as-shall-be fixed {rom
time-to- titne -by the-Corperationas-the- exereise limit for-that-partieatar
elass of optiensr or such other The number of and time limitations con-
cerning the exercise of option contracts as modified may be fixed from
time to time by action of the Corporation. shall-be -con.ained-in-Sehedule - - -
hemeafs Reasonable notice shall be given of each new number and time limi-
tation fixed by the Corporation.

() Nething-in subsection {a) hereof -shall-be consirued -to- Hamit-
the ability -of-a registered -NASDARQ-eptions- manrket- maker to -maintain- fair,
erderly and- eontinuous-market-in a-elass or-series of -NASDAQ-eptions- for
whieh-such market mmaker-is-registered-with the-Corporatiom-

Section 5 - Reporting of Options Positions

(a) Each member shall file with the Corporation a report with
respect to each account in which the member has an interest, including in-
vestment accounts of a registered NASDAQ options market maker, each
account of a partner, officer, director, or employee of such member, and
each customer account, which has (1) an aggregate long position, or (2) an
aggregate short position, or (3) an aggregate uncovered short position, of
100 or more option contracts of any class of options. issued-by the -Options-
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Clearing Gorporatien-in-exeess-of-such number-of as-shall-be -fixed from
tivne -to- tirne -by the -Gerperationas-requiring -reporting pursuent-te this
Seetiom - -Fhe -said- requirements -shall -be contained in-Schedule- - - attached
hereto.

Such report shall identify the person or persons having an interest
in such account and shall identify separately the total number of option con-
tracts of each such class comprising the long position, short position and
uncovered short position, in such account. The report shall be in such form
as may be prescribed by the Corporation and shall be filed no later than the
close of business on the next business day following the day on which the
transaction or transactions requiring the filing of such report occurred.
Whenever a report shall be required to be filed with respect to an account
pursuant to this subsection, the member filing such shall file with the
Corporation such additional periodic reports with respect to such account

as the Corporation may from time to time prescribe.
(b) In addition to the reports required by subsection (a) of this

Section, each member shall report promptly to the Corporation any instance

in which such member has knowledge that a person, acting alone or in concert

with others, has exceeded or is attempting to exceed the position limits or

the exercise limits set forth in Sections 3 and 4 hereof. Sehedule ---attached-

hereto.

(c) Every member who has an uncovered short position in any
class of options isswed by-Options Glearing-Gerperation shall file with the
Corporation a report reflecting such in:

(1) each account in which the member has an interest,
including investment accounts of a registered NASDAQ
options market maker;

(2) all accounts of partners, principal executive officers
and directors of such member; and

(3) all accounts of customers.

Such report shall be made as of the 10th of each month (or more frequently if
required by the Corporation) and shall be submitted not later than the second
business day following the date as of which the report is made.

(d) Every member who has been notified by the Corporation that he
is subject to the provisions of this Section or who shall effect NASBAL option
transactions for its account amounting to five or more option contracts of the
same class during any trading session shall report such transactions to the
Corporation on a basis and frequency to be established for such member by
the Corporation. Such report shall be on a form prescribed by the Corporation.
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(e) The provision of subsection (d) shall not apply to the trading
accounts of registered NASDAQ options market makers.

(f) In addition to the reporting provisions set forth in subsections
(a) through (d) hereof, a member who is a dual market maker shall be required
to file information with the Corporation in respect to transactions and positions
relative to conventional options on underlying securities subject to options dis-
played on NASDAQ. Such information shall be filed at a time and in a manner
as prescribed by the Corporation.

Section 9- 6 - Liquidation of Position

(2) Whenever the Corporation shall determine that a person or
a group of persons acting in concert holds or controls, or is obligated in
respect of, an aggregate position (whether long or short) in all option
contracts issued by-the Optiens-Glearing- Corporation of one or more
classes or series of options displayed-on NASDAQ in excess of the ap-
plicable position limit established pursuant to Section 3 hereof and-con-
tained-in Schedule- - - appended-hereto and where the Corporation deter-
mines that the maintenance of such excess position is inconsistent with
the public interest and endangers investor safety and the maintenance of
a fair and orderly market:

(1) the
to hold such excess position, orally notify, confirmed
by a written notice to the member, advising the member
that it holds a position in options which exceeds the
limits established pursuant to Section 3 hereof. Said
oral and written notices shall also advise the member
that, within seven (7) calendar days of the date of oral
notification the member shall reduce his position to the
extent necessary to eliminate the excess position in a
manner consistent with these rules. The notice shall
further advise the member to communicate to the Cor-
poration within five (5) calendar days his intentions with
regard to the elimination of the excess position and to
thereafter report to the Corporation when the said re-
duction of excess position has been accomplished; and

Corporation may, in the case of a member found

(2) the Corporation may in the case of any other person,
including a public customer, found to hold such excess
position, direct that the member or members with whom
such person or persons has an options account, to orally
notify, confirmed by a written notice sent on a form to
be prescribed by the Corporation to, such person or persons
advising such person or persons that the Corporation has
determined that an excess position in violation of the limits
established pursuant to Section 3 exists in the account of
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such person or persons and further advising such person or

persons that within seven (7) calendar days of the issuance
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of the notice by the member, the person or persons holding
the excess position shall reduce their aggregate option
positions in a manner consistent with these rules to the
extent necessary to eliminate the excess position. The
notice shall also advise such person or persons to commu-
nicate to the member or members with whom such person
or persons have an options account and to the Corporation
his or their intentions with regard to the elimination of

the excess position.

(b) The Corporation may, in either instance, where it determines
that such is necessary in the public interest and necessary for the protection
of investors and the maintenance of a fair and orderly market, direct a notice,
oral or written, to members advising the members of any person or persons
determined to hold a position in options which exceeds the position limits
established pursuant to Section 3 hereof. Upon the issuance of such notice
any order for the account of the person or persons named in such directive
which would have the effect of increasing the excess position of said person
shall not be accepted unless in each instance expres sed approval for such trans-
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Section 10 7 - Limit on Uncovered Short Positions

Whenever the Corporation shall determine in light of current conditions
in the markets for options, issued by-the Optiens -Glearing- Corporation displayed
en-NASDAQ; or in the markets for underlying securities, that there are out-
standing a number of uncovered short positions in NASDAEQ option contracts of
a given class displeyed-en-NASDAQ, in excess of the limits established by the
Corporation for purposes of this section and-contained-in-Schedule - - -appended-
hereto, or that a percentage of outstanding short positions in NASBAL option
contracts of a given class displayed-en-NASDAQ are uncovered, in excess of
the limits established by the Corporation for purposes of this section. and-con-
toined-in Schedule - - - appended-hereto, the Corporation, upon its determination
that such action is in the public interest and necessary for the protection of
investors and the maintenance of a fair and orderly market in the option con-
tracts or underlying securities, may prohibit any further opening writing trans-

actions in option contracts of that class unless the resulting short position will

be covered, and it may prohibit the uncovering of any existing covered short
position in option contracts of one or more series of options of that class. The
Corporation may exempt transactions of registered NASDAQ options market
makers from restrictions imposed under this Section and it shall rescind such
restrictions upon its determination that they are no longer appropriate.



Section ¥} 8 - Restrictions on NASDAL} Option Transactions and Exercises

(a) Subject to the provisions of subsections (b) and (c) hereof, no
member shall enter on behalf of a customer, on behalf of any officer, director,
principal, employee or affiliate of the member, or on behalf of the investment
account of the member, any order for an opening transaction in any call option
contract isswed by-the Optiens-Clearing- Corporation and displayed-en-NASDAQ-
if-the exercise-price-of such-eption exeeeds-such dollar arneount as-shall- from-
tirae to-tizne -be established-by-the- Corporation for purposes of-this-section-and
contained-in Schedule - - - appended-hereto;-and, the-elosing-price of the-underlying
seeurity-for such- eall-eption en-the-last-prior day-in the-principal market(s)-in
whi-ch-sueh -underlying security -was traded; -is -less-then such-deHar-amount-as-
shall-from-tirne to-time -be fizced by-the -Gorporatien-for-purpeses -of-this-seetion-
and -contained -in-Sehedule - - -appended -heretos- if (1) the exercise price is
more than $5.00 above the representative bid of the underlying security for
such call option on the last previous day in which such underlying security
was traded; and (2) the representative bid of such call option was less than
$.50 per unit of trading on the last previous day on which the call option was
traded.

(b) The restrictions set forth in subsection (a) hereof shall not
apply to:

(1) The entry of an order for any opening writing trans-
action that is covered in the account on a share-for-
share basis by a long position in either the underlying
security or a security immediately exchangeable or
convertible without restriction, other than the payment
of money, into the underlying security; or '

(2) The entry of a spread order for the purchase and sale
of the same number of option contracts of the same class,

{c) The Corporation may (1) interpret or modify any of the fore-
going provisions with respect to particular orders and transactions, and (2)
make exceptions, modifications or additions to any of the foregoing provisions
with respect to one or more seriesof options whenever the Corporation deter-
mines that such exceptions, modifications, or additions are necessary in the
interest of maintaining a fair and orderly market in option contracts or in
underlying securities or otherwise are necessary in the public interest or for
the protection of investors; provided, however, that any such exception, modi-
fication or addition pursuant to paragraph (2) hereof shall become effective
not earlier than 15 minutes after it is displayed on NASDAQ and shall not
remain in effect for more than two (2) business days unless ratified by a
committee of the Board of Governors authorized by it to do so; and provided
further that all action taken under this subsection (c) and the reasons therefor
shall be reported in writing to the said committee of the Board not later than the
business day immediately following the one on which such action is taken,
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(d) The Corporation may impose from time to time such restrictions
on option transactions or the exercise of option contracts in one or more series
of options of any class issued-by the -Options-Clearing Gorporatien-displayed-on
NASDPAQ which it determines are necessary in the interest of maintaining
a fair and orderly market in option.contracts, or in the underlying securities
covered by such option contracts, or otherwise necessary in the public interest
or for the protection of investors. During the period of any such restriction, no
member shall effect any option transaction or exercise any option contract issued
by -the- Options Glearing -Gerperation-displayed-en-NASDAQ-in contravention of
such restriction. Notwithstanding the foregoing, during the ten (10) business
days prior to the expiration date of a given series of options, no restriction
on the exercise of option contracts shall remain in effect with respect to that
series of options.

Section-6- 9 - Confirmations

Every member shall promptly furnish to each customer a written
confirmation of each transaction in option contracts for such customer's
account. Each such confirmation shall show the type of option, the underlying
security, the expiration month, the exercise price, the number of option con-
tracts, the premium, the commission, the trade and settlement dates, whether
the transaction was a purchase or a sale (writing) transaction, whether the trans-
action was an opening or a closing transaction, and whether the transaction was
effected on a principal or agency basis., The confirmation shall by appropriate
symbols distinguish between NASDAQ option transactions and other transactions
in option contracts. A member effecting a transaction in option contracts for
a customer's account while acting as a market maker in both the option and
its underlying security shall also disclose such information to the customer
on the confirmation.

Section-# 10 - Delivery of Current Prospectus

Every member shall deliver a current prospectus to each customer
at or prior to the time such customer's account is approved for eptiens trading
of options issued by the Options Clearing Corporation. Thereafter, each new
current prospectus shall be distributed to every customer having an account
approved for eptiens such trading or in the alternative, shall be forwarded not
later than the time a trade is entered or accepted on the behalf of the customer,
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Section 8- 11 - Transactions with Issuers

No member under any circumstances shall enter a transaction for an
option contract for the account of any corporation which is the issuer of the
underlying security thereof, or for the account of any person, corporation,
partnership or other entity which controls, or is controlled by or under common
control with such corporation; or for a partner or joint venturer or other af-
filiate of such corporation.

Section 9- 12 - Restricted Stock

Shares of an underlying security which may not be sold by the holder
thereof except upon registration thereof pursuant to the provisions of the
Securities Act of 1933 or pursuant to SEC rules promulgated under the
Securities Act of 1933, may not be accepted by a member for the purpose
of covering a short position in option contracts or satisfying the margin
requirements in respect thereto, and may not be delivered for the purpose
of satisfying an exercise notice assigned in respect of any such option con-
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Section 10 13 - Statements of Accounts

Statements of account shall be sent no less frequently than once
every month to each customer in whose account there has been an entry during
the preceding month with respect to an option contract and quarterly to all cus-
tomers having an open option position and money balance.

Section 11 14 - Opening of Accounts

() Approval Required - No member or person associated with a
member shall accept an order from a customer for the purchase or writing
(sale) of an option contract unless the customer's account has been approved
for options trading in accordance with the provisions of subsections (b) and
(c) hereof.

(b) Diligence in Opening Account - Before approving a customer's
account for options trading, a member or any person associated with a member
shall exercise due diligence to ascertain the essential facts relative to the fi-
nancial situation and investment objectives of such customer. Based upon such
facts, the member or a general partner or officer of the member who is a
Registered Options Principal and who is personally informed of such essential
facts shall specifically approve in writing the customer's account for options
trading prior to the time any option transaction is entered on behalf of such
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however, that in the case of a branch office, an account may be approved for
options trading by the manager of such branch office, in which event the action
of such branch office manager shall within seven (7) business days be submit-
ted to and approved by a Registered Options Principal. A record of the infor-
mation obtained pursuant to this Section and of the approval of each such

account shall be maintained by the member as part of its permanent records.

=]

. .
with the member; provided,

(c) Account Agreement - No custenrer's-aeeount shall be-appreved
for options transaetions-by-a member unless-itfirst obtains Within 15 calendar
days after a customer's account has been approved for option transactions,

a member shall obtain from the customer a written agreement that the custormer

is aware of and agrees to be bound by the rules of the Corporation applicable
to the trading of option contracts and, if he desires to engage in transactions

in options issued by the Options Clearing Corporation, the rules of the Options
Clearing Corporation,

Section }2 15 - Discretionary Accounts

(a2) Authorization and Approval - No member and no partner,
officer or employee of a member shall exercise any discretionary power
with respect to trading in option contracts in a customer's account, or accept
orders for option contracts for an account from a person other than the cus-
tomer, except in compliance with the provisions of Section 15 of the Rules of
Fair Practice and unless:

(1) the written authorization of the customer required by
Section 15 shall specifically authorize options trading
in the account;

(2) the account shall have been accepted by a general partner
or officer of the member who is a Registered Options
Principal; and

(3) the person approving all sueh-orders with-respect-to
NASDAS option transactions in such account shall be a
Registered Options Principal;

provided, however, that in the case of a branch office, discretionary orders
may be approved and initialed on the day entered by the branch office manager,
provided that such approval shall be subsequently approved within five (5)
business days by a general partner or officer of the member who is a Registered
Options Principal. The provisions of this subsection shall not apply to discre-
tion as to the price at which or the time when an order given by a customer for
the purchase or sale of a definite number of option contracts shall be executed.
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(b) Record of Transactions - A record shall be made of every trans-
action in option contracts in respect to which a member or a partner, officer
or employee of a member has exercised discretionary authority, clearly reflect-
ing such fact and indicating the name of the customer, the designation and num-

ber of the option contracts, the premium and the date and time when such trans-
action was effected.

Section $3 16 - Suitability

(a) No member or person associated with a member shall recommend
to any customer any transaction for the purchase or writing (salé) of an option
contract unless such member or person associated thercwith has reasonable
grounds to believe upon the basis of information furnished by such customer
after reasonable inquiry by the member or person associated therewith con-
cerning the customer's investment objectives, financial situation and needs,
and any other information known by such member or associated person that the
recommended transaction is not unsuitable for such customer.

(b) No member or person associated therewith shall effect with
or for any customer any transactlon whereby such customer writes, or after
/riti is i /riter with respect to:

(1) a call option contract with respect to an underlying
security which is not long in the customer's account
with the member or which, at the time of writing,
is not concurrently purchased by such customer for
such account; provided, however, an account shall
be deemed long an underlying security if it is long
in a security immediately exchangeable or converti-
ble, without restriction other than the payment of
money, into such underlying security; or

(2) a put option contract with respect to an underlying
security in which the customer has a short position
or, at the time of writing, has effected concurrently
a short sale of the underlying security to which such
option contract relates;

unless on the basis of information obtained by such member or registered em-
ployee from such customer, after reasonable and diligent inquiry, and any
other information known by such member or registered employee, such mem-
ber or registered employee has a reasonable basis for believing that the
customer, at the time of the transaction, is capable of evaluating the additional
risks in such transactions, and has the financial capability to meet reasonably
foreseeable margin calls pursuant to applicable margin requirements with
respect to the proposed position in such call option contract or put option con-
tract and the related short position in the underlying security.
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Section 14 17 - Supervision of Accounts

Every member shall provide for the diligent supervision by a general
partner or officer of the member who is a Registered Options Principal of all of
its customer accounts, and all orders in such accounts, to the extent such ac-
counts and orders relate to option contracts.

Section 15 18 - Violation of By-Laws and Rules of the Options Clearing Corporation

Any violation of any provision of the rules, regulations or by-laws of
the Options Clearing Corporation by any member or person associated with a
member engaged in NASDAQ-eption transactions involving options issued, or
subject to issuance, by the Options Clearing Corporation, may be deemed to be
conduct inconsistent with just and equitable principles of trade and a violation

of Article III, Section 1 of the Corporation's Rules of Fair Practice.

Section 16 19 - Rules of General Applicability
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of the Rules of Fair Practice are applicable to option transactions. Unless

the context otherwise requires, the terms''security" or ""'securities' whenever

used herein shall also mean NASDA{ options.
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SCHEDULE D
PROPOSED PART X

PROPOSED
NASDAQ SYSTEM RULES AND REGULATIONS
FOR NASDAQ OPTIONS

Section 1 - Definitions

(a) The-term-Uregistered- NASDAQ options trarket yakerV
means a-member-who-maeets- the qualifi eations-for such-set forth in-Seetion-3
hewreof,- is willing and-able {e-serve as-sueh-in-conneetionwith - NASDAL
option-en-an autherized underlying security and-who-is autherized by-the
Corporation fte-do o

(2)®) The term 'authorized underlying security' means a security
which is eligible to be subject to a NASDAQ option pursuant to the provisions
of Section 6 hereof and which has been designated by the Corporation to be an
authorized underlying security.

(b) The term "NASDAQ option contract'' means an option, issued
or subject to issuance by the Options Clearing Corporation, that is eligible
for quotation display on the NASDAQ System.

(c) The term ''unit of trading'' means the number of units of the
underlying security designated by the Options Clearing Corporation as the
subject of a single option contract. In the absence of any other designation,
the unit of trading for a common stock is 100 shares.

(d) Unless the context otherwise requires, or unless defined
herein, the terms used in this Part X of this Schedule shall have the meanings
as defined in Section 2 of Appendix E to Article III, Section 33 of the Rules
of Fair Practice.

Section 2 - Services Available

(a) Level 1 Service

(1) Nature of Service This service will provide the sub-
scriber with data in the form of representative bid and ask quotations for
each NASDAQ option on which a minimum of two registered NASDAQ options
market makers are entering quotes during the day.
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(2) Availability The service is available only through
independent firms authorized by the Corporation to obtain access to the data
from the NASDAQ System for distribution to others. The subscriber must
agree with the Corporation that the quotations data received through such
service will not be used for illegal purposes nor will access thereto be
granted on a continuous basis to any person not approved by the Corporation,
and the independent distributor must obtain authorization in writing from the
Corporation to serve the subscriber.

(b) Level 2 Service

(1) Nature of Service This service will provide the sub-
scriber with access to the quotations of all of the registered NASDAQ options
market makers entering quotes on each of the NASDAQ options.

I8} - mL.
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approved by the Corporatlon.

(c) Level 3 Service

(1) Nature of Service This service will enable the registered
NASDAQ options market maker to enter quotations into the System only on the
NASDAQ options as to which the Corporation has authorized it to enter quotes.

Subscribers to Level 3 service shall also receive Level 2 service.

(2) Availability Level 3 service is available to any member
which, upon application, is authorized by the Corporation to participate in the
NASDAQ System as a registered NASDAQ options market maker.

Section 3 - Registration, Qualification and Other Requirements of
Market Makers and Others

(2) Prior to acting as a market maker in NASDAQ options, a member
must make application to the Corporation and become registered as such with it,
In connection with such application, a member must submit to the Corporation
such financial and other information determrined as required by the Corporation
to be-neeessary to determine if it such member meets the qualifications of
a registered NASDAQ options market maker specified hereafter.

(b) Financial Capability A registered NASDAQ options market
maker shall continually maintain a net capital of $160;000-computed at least
$50, 000 computed in accordance with the provisions of Paragraph (c)(2) of
Rule 15¢3-1 under the Securities Exchange Act of 1934, as amended, plus
$5, 000 per options series up to a maximum requirement of $150, 000,
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(c) A registered NASDAQ options market maker shall either be
a clearing member of the Options Clearing Corporation or shall have estab-
lished a clearing arrangement with a clearing member thereof.

, (d) A registered NASDAQ options market maker shall have a
Registered Options Principal as required by the provisions of Section 2(d)
of Schedule C of Article I of the By-Laws.

{e) A _member shall not become a dual market maker ina NASDAQ
option and its underlying security unless the NASDAQ option group in respect
to which a dual market is intended to be made and its underlying security
each have a minimum of five market makers.

(f)(¢) Character of quotations entered into the System

(1) All bids or offers for eption-eentracts-issued by-the Optiens
Clearing Corporatien-displayed-on-NASDAQ NASDAQ options shall be for at
least one option contract for the minimum unit of trading.

(2) All bids or offers for NASDAQ options eontraets- tggued by
the-Options- Clearing Gorperatien-displayed-or NASDAR shall be expressed in
terms of dollars per share of the underlying security; provided, however,
all such bids or offers for a NASDAQ option contract for which the Options
Clearing Corporation has established an adjusted unit of trading in accordance
with paragraphs (c) and (d) of Section 11 of Article VI of the By-Laws of the
Options Clearing Corporation shall be expressed in terms of dollars per the
appropriate fractional part of the total securities and/or other property
constituting such adjusted unit of trading.

(3) A registered NASDAQ options market maker which receives
a buy or sell order must execute a trade for at least one NASDAQ option contract
at his quotations as displayed on NASDAQ at the time of receipt of any such buy
or sell order. Each quotation entered and displayed by a registered NASDAQ
options market maker shall be reasonably related to the then prevailing market.

{g)(f} Transaction R eporting

(1) Real Time

ar A-registered- NASDAQ options market maker-shald
tmansmit te -the- Corporation last sale-reports-of all purchases-and-writing
(sales) transaction in NASDAQ-eptions-exeeuted during -the-nermel-trading
heours -within-one and-ene half -minutes after execution of -the-transactiens
Sueh-report-shall-hereinafter -be referred-to-as-hast Sale-Repert and-shall-
be-on a-form-preseribed by-the Gorporatiens - All-Last Sale-Reports of pun-
chase-and writing {sale) transactions-executed during the -rermad-trading
heuws-shall be tvansmitted through-the- NASDAQ Transaction-Reperting-Systenn
Last-Sale-Reports of-purchase. and writing {sale)transactions-executed- out-
gide of -normel -trading -hours shall be-reperted weelly-in writing to-the
NASBAQ supervisery-office in-New York €ity.-
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a. Every member shall transmit to the Association
reports of writing (sale) transactions in NASDAQ options executed during
the trading hours of the Options Price Reporting Authority (OPRA), within
one and one-half minutes after execution of the transaction. The trading
hours of OPRA are currently 10:00 a. m. to 4:00 p.m. EasternTime, If
such report is not transmitted within one and one-half minutes after execu-
tion, such report shall be designated as late. All reports of transactions
executed during the trading hours of OPRA shall be transmitted through the
NASDAQ System. ILast sale reports of transactions executed outside of
OPRA's trading hours shall be reported weekly in writing to the NASDAQ
supervisory office in New York City,

b. A registered- NASBAQ options rnarket yrraker member
shall transinit a Last Sale-Repert report for NASDAQ options for all-purechases
and writing (sales) transactions in such options at the price recorded on the
trade ticket exclusive of commissions, taxes or other charges.

e~ Iniransaetions-between-tive registered NASDAQ-optiens
market- maleers,- only-the- registered- NASDAQ options yraarket ymaker -pepre-
s enting-the writing {sell) -side- shall- malee a- Last-Sale- Reporir

registered- NASDAQ options mmarket maker member
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(2) Weekly and/or Monthly A registered-NASDAQ-eptions
marleet-malker member shall report weekly and/or monthly to the System such
data on NASDAQ options quoted in the System as the Board of Governors shall
require. Such report shall be on a form prescribed by the Corporation.

(3) All trade tickets on transactions in NASDAQ options must
be time-stamped at the time of execution.

(h)(g9 Normal Business Hours A registered NASDAQ options
market maker shall keep the Corporation advised as to the normal business
hours (EasternTime) during which it shall enter quotations. All firms shall be
open and active as of 10:00 a.m. Eastern Time and no registered NASDAQ options
market maker shall close sooner than 4:00 p.m. EasternTime. However, the
registered NASDAQ options mar ket maker will be able to enter quotes outside
such normal business hours, provided the System is operating, by appropriate
notification to the operator of the NASDAQ System of the desire to enter quotes.

(i)(hy Initiation of Service The registration of a NASDAQ options
market maker in a given NASDAQ option shall be effective at the start of business
on the second business day following receipt of his registration application by the
Corporation; provided, however, said registration is accepted by the Corporation,
If said registration is received for a NASDAQ option which option has not previously
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day that the NASDAQ option is authorized for quotation by the Corporation.

(j)d) Withdrawal Procedure

(1) With the approval of the Corporation, upon showing that
it is seriously impaired in its ability to enter quotations, a registered NASDAQ
options market maker may suspend its quotations for a specified period of
time in the case of contemplated financing in the security, the presence of
statutory prohibitions or restrictions, or such other reasons as may be ac-
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(2) A registered NASDAQ options market maker who withdraws
quotations may not re-enter quotations during the day without the prior approval
of the Corporation,

(3) A registered NASDAQ options market maker whose quota-
tion in any NASDAQ option is withdrawn, without the prior approval of the
Corporatlon, at or before the daily close of the System shall have its regis-

4+ladt NTACTYA N ad W~ R A - eys =
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tration procedure set forth in paragraph (4) below.

(4) The registered NASDAQ options market maker may by
making application to the Corporation under the procedures and requirements
set forth in Section 2 of Part X of this Schedule D re-register as a registered
NASDAQ options market maker in a NASDAQ option in which his registration
is terminated pursuant to paragraph (3) above; provided, however, a regis-
tered NASDAQ options market maker may not re-enter quotations in the
series of the NASDAQ option from which such NASDAQ options market maker
had previously withdrawn until after one half of the time remaining to the ex-
piration date of such NASDAQ option has elapsed, Such period shall not be
exeeed-one menth nor-be for less than one week nor for more than one month.

(k)69 Voluntary Terminatior A registered NASDAQ options market
maker may voluntarily terminate its registration as to any NASDAQ option by
withdrawing its quotations from the System.

(1)(k) Suspension and Termination of a Registered NASDAQ Options
Market Maker's Authority to Enter Quotations by Action of
the Corporation

(1) Suspension In extraordinary c1rcumstances, and where
required to promote just and equitable principles of trade, the Corporation,
upon notice, may suspend a registered NASDAQ options market maker's
authority to enter quotations into the System for up to two consecutive business
days following the Corporation's action; provided, however, that when the Cor-
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poration is engaged in an investigation of the registered NASDAQ options
market maker's activities in connection with the suspension of quotations,
and such investigation has not been completed by the end of the suspension
period, the Corporation may extend the suspension for successive additional
two consecutive business day periods as necessary,

(3) Termination The Corporation may, pursuant to pro-
visions specified in the Code of Procedures for Handling Trade Practice Com-
plaints, suspend, condition or terminate the registered NASDAQ options mar-
ket maker's authority to enter quotations on one or more NASDAQ options for
violation of the applicable rules of this Schedule D.

Section 4 - Options Contracts Authorized for Trading

The Corporation may from time to time approve for display on
NASDAQ put option contracts and call option contracts in respect of underlying
securities which have been selected in accordance with and which meet the
criteria of Section 6 hereof. All such option contracts shall be designated as
to the type of option, the underlying security, the expiration month and the
exercise price. Only quotations in respect to option contracts in a class or

series of options approved by the Corporation and currently open for d1sp1ay
on NASDAQ mavy bhe n11n{-aﬂ ]'nr a recistered NASDAO ontiocns m ket m
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the NASDAQ System.

Section 5 - Series of Options Open for Trading

(a) After a class of options has been approved for display on
NASDAQ and quotation thereon by registered NASDAQ options market makers,
the Corporation may from time to time open series of options in such class
for display. Prior to the opening of trading in any series of options, the Cor-
poration shall fix the expiration month and exercise price of option contracts
included in each such series. At the commencement of display on NASDAQ
of a particular class of options, series of options therein having three different
expiration months will normally be opened. The first such expiration month
shall be within approximately three months after such series is initially opened
for display. Additional series of options of the same class may be opened for
display on NASDAQ and quotation by registered NASDAQ options market makers
at or about the time a prior series expires. and The expiration month of each
such series shallnormally be approximately nine months following the opening
of such series. The exercise price of each series of options opened for display
on NASDAQ and quoted by registered NASDAQ options market makers shall
be fixed at a price per share which is reasonably close to the price per share
at which the underlying security is traded i the-primmary-markets at or about
the time such series of options is first opened for display on NASDAQ. Additional
series of options of the same class may be opened for display on NASDAQ as




the market price of the underlying security moves substantially from the
initial exercise price or prices but in no event shall the exercise price be
less than $10. The-opening-of a-new-series-ofoptions-for display on-NASDAL
ghell notper se-affect any other -series-of options of -the-elass previeuslr
opened

(b) No transaction in NASDAQ option contracts of a particular
series of NASDAQ options shall be effected after 3:00 p. m. Eastern Tirhe
on the business day prior to the expiration:date of that series.

(c) The unit of trading and the exercise price initially established
for option contracts of a particular series are subject to adjustment by the
Options Clearing Corporation in accordance with the rules of the Options
Clearing Corporation. When such adjustment or adjustments have been
determined, announcement thereof shall be made by the Corporation and
effective as of the time specified in such announcemecnt, the adjusted unit
of trading and the adjusted exercise price shall be applicable with respect
to all subsequent transactions in such series of options.

Section 6 - Qualifications for Authorized Underlying Securities

(a) The authorized underlying securities eligible to be subject to
NASDAQ options shall be determined solely by the Corporation. Said deter-
mination shall be in accordance with the criteria established pursuant to the
Participant Agreement entered into by the Corporation with the Options Clear-
ing Corporation and this Section, The criteria specified in the Participant
Agreement are as follows:

(1) Such security is registered under Section 12(g)(1) of the
Securities Exchange Act of 1934, as amended, and displayed on the NASDAQ
System; or is registered on a national securities exchange in accordance with
the requirements of Section 12(b) of the Securities Exchange Act of 1934, as
amended; or it is issued by an insurance company meeting the conditions of
Section 12(g)(2)(G) of the Securities Exchange Act of 1934, as amended;

(2) The issuer thereof has complied with the reporting and
disclosure requirements of Sections 13 and 14 of the Securities Exchange Act
of 1934, as amended, unless exempted therefrom;

(3) A majority of the existing board of directors of the issuer
thereof have been directors of the issuer, or a predecessor of the issuer, from
the beginning of the issuer's last three fiscal years;

(4) The issuer thereof and any of its subsidiaries have not
during the past three fiscal years defaulted in the payment of any dividend or
sinking fund installment on preferred stock, or on any indebtedness for bor-
rowed money or in the payment of rentals under long term leases; and
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(5) The issuer thereof (including its consolidated subsidiaries)
had a net income, after taxes but before extraordinary items net of tax effect,
of at least $250, 000 for each of the last three fiscal years.

(b) The following additional criteria must be met in order for a
security to qualify to be an authorized underlying security for NASDAQ
options:

(1) The issuer thereof has a minimum of 10 million outstanding
shares in each class of security on which options are to be authorized at least
8 million of which are beneficially owned by persons other than officers or
directors of the issuer or 10% stockholders;

(2) There are a minimum of 10, 000 helders beneficial
owners of said such security;

(3) There was aggregate trading volume reported to the
NASDAQ System and/or the securities exchanges on which the security is
listed of at least one million shares per year in each of the two previous
calendar years; and

(4) There is a representative bid of at least $10 per share.

(c) Notwithstanding the criteria set forth in paragraph subsection (b)
above, the Corporation may from time to time change or make exceptions to one
or more of such criteria in particular cases. Underlying-seeurities-initially
meeting -the-referred to-criteria will not-necessarily be eliminated fren: the
authonized-list-should- they subsequently cease-to meet one-o¥ -more-of the

stated- eriteriar

(d) Once qualified, the following criteria must be met in order for
a security to continue to be an authorized underlying security for NASDAQ

oEtions :

[Maintenance criteria relative to the continued qualifications
for NASDAQ options will be developed. |

Section 7 - Units of Trading

The unit of trading in each series of options displayed on NASDAQ
shall be the unit of trading established fer-that-series by the Options Clearing
Corporation pursuant to the rules of the Options Clearing Corporation.
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Section 8 - Suspension of an Authorized Underlying Security
and/or its Option

(a) In particular instances, where the Corporation deems it
necessary and appropriate in order to prevent fraudulent and manipulative
acts and practices, to promote just and equitable principles of trade, to
protect investors or the public interest, to insure a fair and orderly market,
to assure adequate trading interest and the likelihood of a competitive mar-
ket, or if one or more of the events set forth in subsection (b) hereof occur,
it may suspend an authorized underlying security and/or its NASDAQ option
from quotation on the NASDAQ System.

(b) An authorized underlying security and/or its NASDAQ option
shall be subject to suspension if:

(1} It has beena

A\ —2CCeil

nd is currently suspended from being traded
over-the-counter by the Securities and Exc hange Commission pursuant to

Section :5fe){5) 12(k) of the Securities Exchange Act of 1934, as amended;

(2) There has been and is currently a failure by the issuer
promptly to disclose to the public through the press any material information
which may affect the value of its securities or influence investors' decisions;

(3) There has been and is currently a failure to file with the
Corporatlon, the issuer's annual and qua rterlv reports remnred to be filed Wlth
the Securities and Exchange Commission. Issuers which are not required by
law to file an annual or quarterly report with the Securities and Exchange Commis-
sion must file with the Corporation their annual and quarterly reports required
to be filed with the appropriate regulatory authority; and

(4) There has been and is currently a failure to comply with
any obligation of any person regarding filing or disclosure of material infor-
mation whether the obligation arises under a federal or state statute or rule
and the Corporation shall determine that the public interest requires suspension.

(c) The Corporation may make exceptions to the application of the
criteria set forth insubsections (a) or (b) hereof if considered necessary and
appropriate in the public interest.

[ The material originally published under Sections 9 through 11,
which dealt with Liquidation of Positions, Limit on Uncovered Short Positions
and Restriction on Option Transactions and Exercises now appears as
Sections 6, 7 and 8 of Appendix E to Article III, Section 33 of the Rules of
Fair Practice. |
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Section 9 - Trade Comparison Procedures for NASDAQ Options

(a) Scope and Applicability

All over-the-counter transactions in NASDAQ options shall
be reported for comparison to the Corporation pursuant to procedures for
such established by the Corporation, The Corporation shall report all
compared transactions to the Options Clearing Corporation for clearance
and settlement. All compared transactions in NASDAQ options which
are cleared and settled through the facilities of the Options Clearing Cor-
poration shall be subject to the rules of the Options Clearing Corporation.

(b) Responsibility of Clearing Members

A clearing member shall be responsible for the clearance

RN . Arndl man da an akian + hich 3+ 3 no i
ment of every NASDAQ option transaction to which it is a party

and each NASDAQ transaction of a non-clearing member with which the
clearing member has entered into a written agreement in a form approved
by the Corporation.

(c) Trade Reporting and Comparison

(1) A clearing member shall report its trades individually
day to the Corporation at a location, time and in the manner

(2) Each business day, the Corporation will perform a com-
parison and matching of each item of information reported to the Corporation
by the clearing member.

(3) The Corporation will make available to the clearing member
daily reports summarizing transactions for each NASDAQ option, on such form
as may be determined by the Corporation, for each account maintained by such
clearing member with the Options Clearing Corporation. Such reports shall
reflect all trades reported.

(4) Each clearing member shall promptly check each report
received, reconcile all uncompared and advisory trades, including any errors
or omissions. and report corrected trade information to the other clearing
members concerned and to the Corporation as soon as possible, but in any
event not later than the hour which shall be from time to time prescribed by
the Corporation. It shall be the sole responsibility of the clearing member
to check the accuracy of all reports promptly upon receipt, and the Corporation

shall not assume any responsibility for checking the accuracy of such reports
or for making any corrections not reported by a clearing member.
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(5) Upon receipt of the clearing member's corrected report,
the Corporation will make available to the clearing member a final unrecon-
ciled trade report. Such report will contain all uncompared and advisory
trades for the clearing member, Any trades contained on this report which
are then reconciled by the clearing member prior to 10:00 a.m, FEastern
Time of the next business day shall be submitted to the Corporation on that
day in accordance with the provisions set forth in subsection (1) above.

(6) In the event a clearing member cannot resolve an un-
compared trade prior to 10:00 a.m. EasternTime on the first business day
following the trade date, such clearing member shall close out the trans-

action as
action as

; :
rescribed in paragraph {7) hereafter.
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(7) When a disagreement between Corporation members
arising from an uncompared NASDAQ option transaction cannot be resolved
by mutual agreement prior to 10:00 a. m. EasternTime on the first business
davy following the trade date, the parties shall promptly, but not later than
3:30 p.m, EasternTime on such day, close out the transaction in the following
manner. The member representing the purchaser in the uncompared NASDAQ
option transaction shall enter into a new NASDAQ option transaction to pur-
chase the option contract that was the subject of the uncompared NASDAQ
option transaction. The member representing the writer in the uncompared
NASDAQ option transaction shall enter into a new NASDAQ option transaction
to sell (write) the option contract that was the subject of the uncompared
NASDAQ) option transaction. The purchase and sale (writing) of new option
contracts in such a manner shall serve to nullify an uncompared NASDAQ
option transaction; provided, however, the appropriate reversing transactions
closing out the original uncompared NASDAQ option transaction are also
submitted to the Corporation. All such purchase and writing (sale) trans-
actions shall then be submitted to the Corporation on the next business day
in accordance with the provisions set forth in subsection (1) above. All
claims for damages resulting from uncompared NASDAQ option transactions
must be made promptly for the accounts of the members involved and not for
the accounts of their respective customers.

Section 10 - Clearance and Settlement Procedures for NASDAQ Options

(a) Whenever the Options Clearing Corporation shall reject a
NASDAQ option transaction because of the failure of a clearing member
acting on behalf of the purchaser to pay the premium due thereon as required
by the rules of the Options Clearing Corporation, the clearing member acting
as or on behalf of the seller (writer) shall have the right either to cancel the
transaction by giving notice thereof to the defaulting clearing member or to
enter into either a new opening writing transaction or closing sale transaction,
as the case may be, in respect of the same option contract that was the subject
of the rejected NASDAQ option transaction, charging any loss resulting there-
from (including any commissions paid or payable in connection with such new
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transaction) to the defaulting clearing member. Such action shall be taken
as soon as possible but in any event not later than the close of trading on
the day the NASDAQ option transaction was rejected by the Options Clearing
Corporation, unless the Corporation shall extend such time,

(b) When announcement is made of the suspension of a member,
other than a clearing member of the Options Clearing Corporation, pursuant
to the By-Laws of the Corporation, all open short positions of the suspended
non-clearing member in option contracts and all open positions resulting
from the exercise of option contracts, other than positions that are secured in
full by a specific deposit or evidenced by an escrow receipt in accordance with
the rules of the Options Clearing Corporation, shall be closed without unnecessary
delay by all members carrying such positions for the account of the suspended non-
clearing member:; provided, however, that upon any such suspension, the Cor-
poration may, in its sole discretion and where it determines that such is
necessary for the protection of investors, suspend the mandatory close-out
provisions hereof and may, in its sole discretion and where it determines
that such is necessary for the protection of investors, reinstate such provisions
at such time as it may determine. No temporary suspension of the mandatory
close-out provisions hereof shall relieve any suspended non-clearing member
of its obligations or of any damages incurred by members carrying positions
for the account of such suspended non-clearing member. When a clearing
member of the Options Clearing Corporation is suspended pursuant to the
provisions of the By-l.aws, the positions of such clearing member shall be

closed out in accordance with the rules o
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Section 11 - Tendering Procedures for Exercise of NASDAQ Options

(a) Subject to the restrictions established pursuant to Section 4,
Appendix E to Section 33 of the Rules of Fair Practice, and such other re-
strictions which may be imposed by the Corporation or the Options Clearing

Corporation pursuant to appropriate rules, an outstanding NASDAQ option
contract may be exercised during the time period specified in the rules
of the Options Clearing Corporation by the tender to the Options Clearing
Corporation of an exercise notice in accordance with the rules of the
Options Clearing Corporation. An exercise notice may be tendered to

the Options Clearing Corporation only by the clearing member in whose
account the option contract is carried. The exercise cut-off time for

all members shall be such time on the business day immediately prior

to the expiration date as may be fixed from time to time by the Corporation.
The exercise cut-off time shall also apply in respect of option contracts
carried in any proprietary account of such member as the latest time at
which such member, if it is a clearing member, shall tender exercise
notices to the Options Clearing Corporation, or if it is not a clearing
member, shall issue exercise instructions to its clearing member.




(b) Notwithstanding the provisions of subsection (a) hereof,
members may receive exercise instructions and tender exercise notices
after the exercise cut-off time but prior to expiration date: (1) in the case
of option contracts carried in an account maintained for another member in
which only positions of customers of such other member are carried; (2)
in order to remedy mistakes or errors made in good faith; (3) to take appro-
priate action as the result of a failure to reconcile unmatched NASDAQ option
transactions; or (4) where extraordinary circumstances relating to a public
customer's inability to communicate exercise instructions to the member (or
the member's inability to receive exercise instructions) prior to such cut-off
time warrant such action,

{c) Each member shall establish fixed procedures for the allocation
of exercise notices assigned in respect of a short position in option contracts
in such member's customer accounts., Such allocation shall be on a "first in,
first out" basis, on a basis of random sclection or another allocation method
that is fair and equitable to the customers of such member; provided, however,
that such method of allocation may provide that an exercise notice of block
size will, to the extent possible, be allocated to a customer or customers having
an open short position in options of block size and that an exercise notice of
less than block size will, to the extent pos sible, be allocated to a_customer having
a short position of less than block size. For purposes of this Section, an ex-
ercise notice or a short position with respect to 25 or more units of trading
of the same class of options shall be deemed to be of ''block size."

Each member shall report its proposed method of allocation to the
Corporation and obtain the Corporation's prior approval thereof, and no mem-
ber shall change its method of allocation unless the change has been reported
to and been approved by the Corporation. Each member shall, upon the request
of a customer, furnish to such customer a description of the method used by it
in assigning exercise notices to the accounts of customers.

(d) Delivery of the shares of an underlying security upon the exer-
cise of an option contract and payment of the aggregate exercise price in respect
thereto, shall be effected in accordance with the rules of the Options Clearing
Corporation. As promptly as practicable after the exercise of a call option
contract by a customer, the member shall require the customer to make full
cash payment of the aggregate exercise price, or make the required margin
deposit in respect thereto, if such transaction is effected in a margin account,
in accordance with the applicable regulations of the Federal Reserve Board
and Section 30 of the Rules of Fair Practice. As promptly as practicable
after the assignment to a customer of an exercise notice in respect of a call
option contract, the member shall, if the shares of the underlying security are
not carried in the customer's account, require the customer to deposit the
shares of the underlying security, or to make the required margin deposit in
respect thereof, if such transaction is effected in a margin account, in ac-
cordance with Section 30 of the Rules of Fair Practice and the applicable
regulations of the Federal Reserve Board,
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() Each member shall file with the Corporation, as of the
10th of each month, a report of all open positions resulting from the

exercise of option contracts in accounts carried by such member.

Section 12 - Rules of General Applicability

The provisions of Parts IV and IX of Schedule D of Article XVI
of the By-Laws, shall to the extent not inconsistent with the provisions
hereof, apply to NASDAQ options.
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PROPOSED AMENDMENTS TO SCHEDULE C OF
ARTICLE I, SECTION 2(d) OF THE BY-LAWS

Part I,
Section 4

Every member of the Corporation which is engaged in, or which
intends to engage in transactions in put or call options with the public, or

L£omme dlo o nmmacand A€ bl n s
for the-aecount of the -memmber for its own account, shall have at least one

Registered Options Principal who shall have satisfied the requirements of
Part II, Section 2(f) hereof. A member which has a Registered Options
Principal qualified in either put or call options shall not engage in both
put and call option transactions until such time as it has a Registered
Options Principal qualified in both such options. Every person actively
engaged in the management, direction or supervision of the day-to-day
activities of a member shall also be registered as a Registered Options
Principal.

Part II,
Section Z

(f)(1) Each person required by Part I, Section 4 hereof to be a
‘Registered Options Principal shall pass the appropriate qualification ex-
amination for Registered Options Principal, or an equivalent acceptable
to the Corporation, and be registered as such before engaging in the duties
or accepting the responsibilities of a Registered Options Principal. (2) A
person shall not qualify as a Registered Options Principal for both put and
call options unless he has passed an examination testing him with respect
to both put and call options.

PROPOSED AMENDMENT TO ARTICLE III,
SECTION 30, OF THE RULES OF FAIR PRACTICE

Article III, Section 30, Appendix A, Section 4(a)(ii)

""(ii) in the case of puts and calls listed or traded on a
registered national securities exchange or displayed in
the NASDAQ System, 30 percent of the market value of
the equivalent number of shares of the underlying security,
plus any unrealized loss or less any unrealized profit;"
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