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GUIDANCE

Options Position and Exercise Limits

Extension of Pilot Program Increasing Position and
Exercise Limits for Stock Options

Executive Summary

On August 10, 2006, NASD filed for immediate effectiveness with
the Securities and Exchange Commission (SEC) amendments to Rule
2860 extending until March 1, 2007, a pilot program increasing
certain stock options position and exercise limits. The pilot program
was scheduled to expire on September 1, 2006.

The rules, as amended, are set forth in Attachment A.

The amendments become effective September 1, 2006.

Questions/ Further Information

Questions concerning this Notice may be directed to Gary L.
Goldsholle, Vice President and Associate General Counsel, Office
of General Counsel (OGC), Regulatory Policy and Oversight (RPO),
at (202) 728-8104; or James L. Eastman, Assistant General Counsel,
0OGC, RPO at (202) 728-6961.

Background and Discussion

On August 10, 2006, NASD filed for immediate effectiveness with
the SEC amendments to Rule 2860 extending until March 1, 2007,
a pilot program increasing certain stock options position and
exercise limits (Pilot Program).’ The Pilot Program was scheduled
to expire on September 1, 2006.2 NASD extended the Pilot Program
to allow it to continue without interruption.
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NASD Rule 2860(b)(3)(A) imposes a ceiling or position limit on the number of
conventional and standardized equity options contracts in each class on the same side
of the market (i.e., aggregating long calls and short puts or long puts and short calls)
that can be held or written by a member, a person associated with a member, a
customer or a group of customers acting in concert.? The rule provides that the position
limits for stock options are determined according to a five-tiered system in which more
actively traded stocks with larger public floats are subject to higher position limits.

Pursuant to the Pilot Program, which began March 30, 2005, and now ends March 1,
2007 (unless extended) (Pilot Period), the limits for each of the tiers remains increased
as follows: a) 13,500 contracts has been increased to 25,000 contracts; b) 22,500
contracts has been increased to 50,000 contracts; ¢) 31,500 contracts has been increased
to 75,000 contracts; d) 60,000 contracts has been increased to 200,000 contracts; and

e) 75,000 contracts has been increased to 250,000 contracts. These tiers apply to both
conventional and standardized options. Options exercise limits, which are set forth in
Rule 2860(b)(4), and which incorporate by reference the position limits in Rule 2860(b)(3),

also have been increased during the Pilot Period.

Endnotes

1

Securities Exchange Act Release No. 34-54334
(August 18, 2006), 71 FR 50961 (August 28,
2006) (SR-NASD-2006-097).

See Securities Exchange Act Release No. 53346
(February 22, 2006), 71 FR 10580 (March 1,
2006) (SR-NASD-2006-025) (extending Pilot
Program); NASD Notice to Members 06-09
(March 2006); Securities Exchange Act Release
No. 52271 (August 16, 2005), 70 FR 49344
(August 23, 2005) (SR-NASD-2005-097)
(extending Pilot Program); NASD Notice to
Members 05-56 (August 2005); Securities
Exchange Act Release No. 51520 (April 11,
2005), 70 FR 19977 (April 15, 2005) (SR-NASD-
2005-040) (establishing Pilot Program); NASD
Notice to Members 05-31 (April 2005).

A “standardized equity option” is an equity
options contract issued, or subject to issuance
by, The Options Clearing Corporation that

is not a FLEX Equity Option. NASD Rule
2860(b)(2)(UU). A “conventional option” is

an option contract not issued, or subject to
issuance by, The Options Clearing Corporation.
NASD Rule 2860(b)(2)(N). NASD’s limits on
standardized equity options are applicable
only to those members that are not also
members of the exchange on which the option
is traded; the limits on conventional options
are applicable to all NASD members. NASD
Rule 2860(b)(1)(A).

©2006. NASD. All rights reserved. Notices to Members attempt to present information to readers in a format that is
easily understandable. However, please be aware that, in case of any misunderstanding, the rule language prevails.



ATTACHMENT A

New text is underlined; deletions are in brackets.

2800. SPECIAL PRODUCTS

2860. Options

(@) No Change.

(b) Requirements.
(1) and (2) No Change.
(3) Position Limits

(A) Stock Options—Except in highly unusual circumstances, and with the prior written
approval of NASD pursuant to the Rule 9600 Series for good cause shown in each instance, no
member shall effect for any account in which such member has an interest, or for the account of
any partner, officer, director or employee thereof, or for the account of any customer, non-member
broker, or non-member dealer, an opening transaction through Nasdag, the over-the-counter market
or on any exchange in a stock option contract of any class of stock options if the member has
reason to believe that as a result of such transaction the member or partner, officer, director or
employee thereof, or customer, non-member broker, or non-member dealer, would, acting alone
or in concert with others, directly or indirectly, hold or control or be obligated in respect of an
aggregate equity options position in excess of:

(i) 13,500 (or 25,000 during the pilot period from March 30, 2005 through
[September 1, 2006 [March 1, 2007 (“Pilot Period”)) option contracts of the put class
and the call class on the same side of the market covering the same underlying security,

combining for purposes of this position limit long positions in put options with short
positions in call options, and short positions in put options with long positions in call
options; or

(i) through (viii) No Change.
(B) through (D) No Change.

(4) through (24) No Change.

NASD NTM 06-46 AUGUST 2006 3




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /SyntheticBoldness 1.00
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveEPSInfo true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /Unknown

  /Description <<
    /ENU (Use these settings to create PDF documents with higher image resolution for high quality pre-press printing. The PDF documents can be opened with Acrobat and Reader 5.0 and later. These settings require font embedding.)
    /JPN <FEFF3053306e8a2d5b9a306f30019ad889e350cf5ea6753b50cf3092542b308030d730ea30d730ec30b9537052377528306e00200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /FRA <>
    /DEU <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


