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PRIMEs were the enhanced income/
limited capital gain component. The
holder of a PRIME retained the
dividends on the stock held by the trust
and participated in the underlying
stock’s appreciation up to a fixed dollar
amount. SCOREs were the capital
appreciation component. The holder of
a SCORE had the right to all capital
appreciation above a fixed dollar
amount, but did not receive the
dividends on the underlying stock.

PRIMEs and SCOREs were extremely
popular with investors, but the trusts
from which they derived have now
reached their five-year termination
dates. Certain Internal Revenue Service
regulations, moreover, effectively
preclude the creation of new PRIMEs
and SCOREs through the original trust
mechanism.

The Exchange, for some time, has
sought a replacement for the expired
PRIMEs and SCOREs. During this
process, the Exchange and other options
exchanges began to list and trade
LEAPSs. Like SCOREs, LEAPs enable
investors to receive the benefits of a
stock’s price appreciation above a fixed
dollar amount over a long period of
time. Currently, however, there is no
generally available replacement for
PRIMEs.

The Exchange, accordingly, proposes
to list BOUND:s as a replacement for
PRIMEs. The Options Clearing
Corporation (**OCC”’) will be the issuer
of all BOUNDs traded on the Exchange.
As with all OCC issued options,
BOUNDs will be created when an
opening buy and an opening sell order
are executed. The execution of such
orders will increase the open interest in
BOUNDs. Except as described herein,
BOUNDs will be subject to the rules
governing standardized options.

The Exchange anticipates listing
BOUNDs with respect to those
underlying securities that have listed
LEAPs. The criteria for stocks
underlying BOUNDs will be the same as
the criteria for stocks underlying LEAPs.

It is anticipated that the sum of the
market prices of a LEAP and a BOUND
on the same underlying stock with the
same expiration and exercise price will
closely approximate the market price for
the underlying stock. If the combined
price of the LEAP and BOUND diverge
from that of the underlying common
stock, there will be an arbitrage
opportunity which, when executed,
should bring the price relationships
back into line.

BOUNDs will have the same strike
prices and expiration dates as their
respective LEAPSs except that the
Exchange will list only a strike price
that is at or very close to the price of the

underlying stock at the time of listing,
or that is below the price of the stock
at that time. For example, at the time of
initial listing, the strike prices for a
BOUND with the underlying stock
trading at $50 per share, would be set
at $40 and $50. The Exchange would
not list a BOUND with a strike price of
$60 in this example.

The Exchange anticipates that it will
list new complementary LEAPs and
BOUNDs on the same underlying
securities annually, or at more frequent
intervals, depending on market demand.
The Exchange has the current authority
to list LEAPs with up to 39 months until
expiration and, therefore, seeks to
introduce BOUNDs with up to the same
39 month duration.2

Like PRIMEs, BOUNDs will offer
essentially the same economic
characteristics as covered calls with the
added benefits that BOUNDSs can be
traded in a single transaction and are
not subject to early exercise. BOUND
holders will profit from appreciation in
the underlying stock’s price up to the
strike price and will receive payments
equivalent to any cash dividends
declared on the underlying stock. On
the ex-dividend date for the underlying
stock, OCC will debit all accounts with
short positions in BOUNDs and credit
all accounts with long positions in
BOUNDs with an amount equal to the
cash dividend on the underlying stock.

Like regular options, BOUNDs will
trade in standardized contract units of
100 shares of underlying stock per
BOUND so that at expiration, BOUND
holders will receive 100 shares of the
underlying stock for each BOUND
contract held if, on the last day of
trading, the underlying stock closes at or
below the strike price. However, if at
expiration the underlying stock closes
above the strike price, the BOUND
contract holder will receive a payment
equal to 100 times the BOUND'’s strike
price for each BOUND contract held.
BOUND writers will be required to
deliver either 100 shares of the
underlying stock for each BOUND
contract or the strike price multiplied by
100 at expiration, depending on the
price of the underlying stock at that
time. This settlement design is similar
to the economic result that accrues to an
investor who has purchased a covered
call (i.e., long stock, short call) and held
that position to the expiration of the call
option.

For example, if the XYZ BOUND has
a strike price of $50 and XYZ stock
closes at $50 or less at expiration, the
holder of the XYZ BOUND contract will
receive 100 shares of XYZ stock. This is

2See Amendment No. 1.

the same result as if the call option in

a buy—uwrite position had expired out of
the money; i.e., the option would expire
worthless and the writer would retain
the underlying stock. If XYZ closes
above $50 per share, then the holder of
an XYZ BOUND will receive $5,000 in
cash (100 times the $50 strike price).
This mimics the economic result to the
covered call writer when the call
expires in the money, i.e., the writer
would receive an amount equal to 100
shares times the strike price and would
forfeit any appreciation above that price
(because the stock would be delivered to
satisfy the settlement obligations created
upon the exercise of the call option).

The settlement mechanism for the
BOUNDs will operate in conjunction
with that of LEAP calls. For example, if
at expiration the underlying stock closes
at or below the strike price, the LEAP
call will expire worthless, and the
holder of a BOUND contract will receive
100 shares of stock from the short
BOUND. If on the other hand, the LEAP
call is in the money at expiration, the
holder of the LEAP call is entitled to
100 shares of stock from a short LEAP
upon payment of the strike price, and
the holder of a BOUND contract is
entitled to the cash equivalent of the
strike price times 100 from the short
BOUND. An investor long both a LEAP
and a BOUND, where XYZ closes above
the $50 strike price at expiration, would
be entitled to receive $5,000 in cash
from the short BOUND and, upon
exercise of the LEAP, would be
obligated to pay $5,000 to receive 100
shares of XYZ stock.

An investor long the underlying stock,
and who writes both a LEAP and a
BOUND, will be obligated to deliver the
stock to the long LEAP call if the
underlying stock closes above the strike
price, and will receive in return
payment of the strike price times 100,
which amount will then be delivered to
the long BOUND. Accordingly, the
Exchange believes a covered writer’s
position is effectively closed upon the
delivery of the underlying stock. If a
writer of both instruments has deposited
cash or securities other than the
underlying stock as margin for a short
LEAP call and BOUND, then the writer
delivers 100 shares of stock (purchased
on the open market) to the long LEAP
call upon payment of the strike price
times 100. The writer of the BOUND
then delivers the cash value of 100
times the strike price to the holder of
the long BOUND.

It should be noted that LEAPs are
American-style options whereas



