the reference index expirng in the two nearest months
with at least 8 calendar days left to expiration. Implied
volatility index values will be affected by any factor that
affects the componant options saries of the index, includ-
ing, among other things, applicabde laws, reguiations
and trading rules, the market-making and order process-
ing systams of the markats on which the options ara
traded, and the liquidity and efficiency of those markets,

Impliad volatility options that are described in this
Supplemert are Europsan-style and A M.-settled.”
which means that the exercise settlement values are
derved from opening values of the componant put and
call options. An exercise setfiament value for implied vol-
atility options is caleulated from actual opening premium
prices of the relevant series of options on the referance
index uniess there is no trade in a series at the opaning,
in which case the mid-point of the bid and offer premium
guotations for that series as determined at the opening of
trading is used. All other index values for sach of these
implied volatility indexes are calculated using the mid-
paints of the bid and offer premium quotations of the
options serigs that comprise the index. (Since these
index values are based on quotations they are some-
times referred to as “indicative values.")

Because differant values may be used in calculating
the indicative values and exercise settlemeant values for
implied volatility opticns, thera is a risk that thara may be
a divergence between the exercize settlement value for
implied volatfity options and an indicative value calcu-
lated at tha opening on the date on which the exercize
seflement valus is baeing determined. This risk Is
described further in Chaptar X of this booklet, under the
heading “Special Risks of Index Options.” Additiona
information regarding the method used to calculate the
values of a particular implied volatility index is available
from the market on which options on that index are
tracled.

Investors should keep in mind that indicative values
af an implied volatility index can reflect changes in the
implied volatility of the reference index only to the extent
that quotations of the component oplions of the Index are
current. Indicative values for an implied volatility index
may be dissemninated, and implied volatility options may
be traded, during times when one or more componeant
securities in tha reference indax are not trading, or whan
the quotations for one or more of the options series com-
prising the implied volatility index are not current. Simi-
larly, an exercise setflement value for an implied volatility
index may be calculated even if one or more component
securifies in the reference index are not trading. In any of
these cases, an indicative valua or exercise setflernant
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