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CHAPTER XVIII – INDEX OPTIONS AND CERTAIN OTHER CASH-SETTLED 
OPTIONS 

RULE 1804 - Expiration Exercise Procedure for Cash-Settled Options  

(a) The expiration exercise procedures set forth in Rule 805 shall apply to cash-settled option 
contracts except that American-style flexibly structured options on fund shares that are cash 
settled and subject to delayed settlement for any deliverable component will not be subject to 
Rule 805(d), and except as provided in paragraphs (b) and (c) of this Rule.  

(b) A Clearing Member shall be deemed to have properly and irrevocably tendered to the 
Corporation, immediately prior to the expiration time on each expiration date, an exercise notice 
with respect to every expiring cash-settled option contract identified in the Clearing Member’s 
Expiration Exercise Report, other than a flexibly structured option on fund shares that is cash 
settled, a flexibly structured index option contract, quarterly index option contract, monthly 
index option contract, weekly index option contract, short term index option contract or OTC 
index option contract, if: 

(1) for cash settled option contracts with a multiplier other than one, each option contract 
that has an exercise settlement value of $1.00 or more per contract, or such other amount 
as the Corporation may from time to time establish on not less than 30 days prior notice 
to all Clearing Members, unless the Clearing Member shall have duly instructed the 
Corporation, in accordance with Rule 805(b), to exercise none, or fewer than all, of such 
contracts. If a Clearing Member desires that any such option contract not be exercised, it 
shall be the responsibility of the Clearing Member to give appropriate instructions to the 
Corporation in accordance with Rule 805(b), and 

(2) for cash settled option contracts with a multiplier of one, each option contract that has 
an exercise settlement amount of $0.01 or more per contract or such other amount as the 
Corporation may from time to time establish on not less than 30 days prior notice to all 
Index Clearing Members, unless the Clearing Member shall have duly instructed the 
Corporation, in accordance with Rule 805(b), to exercise none, or fewer than all, of such 
contracts. If a Clearing Member desires that any such option contract not be exercised, it 
shall be the responsibility of the Clearing Member to give appropriate instructions to the 
Corporation in accordance with Rule 805(b).  

(c) A Clearing Member shall be automatically deemed to have exercised, immediately prior to 
the expiration time on each expiration date, every expiring OTC index option contract, flexibly 
structured index option contract, quarterly index option contract, monthly index option contract, 
weekly index option contract, and short term index option contract identified in the Clearing 
Member’s Expiration Exercise Report if: 

(1) for OTC index option contracts, each option contract that has an exercise settlement 
amount of $0.01 or more per contract; in the case of OTC index option contracts and  
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(2) for all other types of index option contracts referenced in this Rule 1804(c) with a 
multiplier other than one, each option contract has an exercise settlement amount of 
$1.00 or more per contract in the case of all other types of index option contracts or such 
other amount as the Corporation may from time to time establish on not less than 30 days 
prior notice to all Index Clearing Members; and  

(3) for all other types of index option contracts referenced in this Rule 1804(c) with a 
multiplier of one, each option contract that has an exercise settlement amount of $0.01 or 
more per contract or such other amount as the Corporation may from time to time 
establish on not less than 30 days prior notice to all Index Clearing Members.  

*** 

. . . Interpretations and Policies:  

.01 Except in the case of options that are subject to automatic exercise, the exercise thresholds 
provided for in this Rule 1804 and elsewhere in the Rules are part of the administrative 
procedures established by the Corporation to expedite its processing of exercises of expiring 
options by Clearing Members, and are not intended to dictate to Clearing Members which 
positions in the customers' account should or must be exercised.  

.02 The foregoing expiration exercise procedures are modified by the provisions of Article XVII, 
Section 4 of the By-Laws under the special circumstances referred to therein relating to the 
unavailability or inaccuracy of the current value for an underlying interest. 

.03 The Corporation has determined that, for purposes of paragraph (c) of this Rule 1804, an 
OTC index option will be automatically exercised at expiration if the exercise settlement amount 
is any positive amount. 

.04 “Closing price” as used with respect to an underlying security in Rule 805 pertains to the 
expiration exercise procedure for flexibly structured options on fund shares that are cash settled.  

 

 

 


