dates, As of the date of this Supplemeant, dividend
indexes on which options are approved to be traded are
based on the accumulated “ex-dividend amounts™
refiecting ordinary cash dividends for the component
securifies over a specified accrual period. Investors
should note that determinations by the reporting author-
ity for a dividend indax as to whether a cash dividend is
“ordinary” and therefore reflected in the index may be
made using rules other than those relating fo adjust-
ments of stock options and deseribed in Chapter 1l
under "“Features of Stock Options.” At the end of each
accrual period. the value of a dividend index is reset to
zero, The values of dividend indexes are typically pub-
lished once per frading day, and these values could be
affected by an issuer's determination to pay stock divi-
dends in lieu of cash dividends or to forego paymeant of
cash dividends. An “ex-dividend amount” is the amount
by which the markst price of a stock decreases on the
ex-dividend date o reflect the dividend that will be
received by holders of the stock immeadiately prior o the
ex-dividend date. The “ex-dividend amount” is calcu-
lated by the reporiing authority for the index, and infor-
mation as to the method of calculation is available from
the listing options market. Investors must understand the
method used to calculate dividend indexes in order fo
understand the relationship betwesn current dividend
index values and the prices of dividend index options.

VARIABILITY INDEXES

Variability indaxes. and investrment strategies involv-
ing the use of variability options, are inherently complex.
You should be certain that you understand the method of
calculation and significance of any variability index and
the uses for which variability options based on that index
are suited before buying or selling the options.

Economic, political, social and other events affect-
ing the feval of the reference index may also affect the
variabiiity of the reference index. Variability indexes
basad on equity securities have historically tended to
mowve inversely to their reference indexes, since variabil-
ity, whether in the form of variance or volatility, tends to be
associated with turmoil in the stock markets and turmoil
tends to be associated with downward moves in the
stock market. But this relationship does not always hold
frug and, indead, a variability index may be rising at a
time when its reference indax is also rising.

As with other Index options, a call varability option
witl be in the money at exercise if the exercise setifernent
value of the underlying index is above the exercise price
of the option, and a put vanability option will be in the
money at exercise if the exercise setilement value of the
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