
J.P. Morgan Self-Directed Investing Option 

Account Agreement

PLEASE READ CAREFULLY

You agree with and represent to J.P. Morgan Securities LLC (JPMS, "we," "our" and "us") as 
follows in regards to this Option Account Agreement (Agreement):

1. All options transactions you place in a J.P. Morgan Self- Directed Investing account 
(Account) shall be subject to the constitutions, rules, regulations, customs and usages of The 
Options Clearing Corporation (OCC) and any exchange or other marketplace where executed. 
You, alone or in concert with others, will not violate the position or exercise limits of the 
exchanges, which may change from time to time. You understand that your Account is self-
directed and you will not receive any advice or guidance with regard to your options trading 
from JPMS.

2.  Any securities, cash and money market funds held by us in any of your J.P. Morgan Self-
Directed Investing or other J.P. Morgan accounts may be held and used by you as security for 
the performance of your obligations to us under this agreement.

3.  In case of your insolvency, death or the attachment of your property, JPMS may, with 
respect to any open options contract position, take such steps as we may consider necessary 
or appropriate to protect us against loss. All obligations and liabilities arising under this 
account are joint and several and may be enforced by us against any or all account holders.

4.  You will not enter any order for options until you have received, read and understood the 
appropriate Options Disclosure Document(s) of the OCC. You specifically affirm the following 
disclosures as forth in said Document(s):

Both the purchase and the writing of options contracts involve a high degree of risk, are 
not suitable for many investors and, accordingly, should be entered into only by 
investors who understand the nature and extent of their rights and obligations and are 
fully aware of the inherent risk involved, especially during extreme market volatility or 
trading volumes.

a. 

You should not purchase any option unless you are able to sustain a total loss of the 
premium and transaction costs; you should not write a call option unless you either own 
the underlying security (or a security convertible, exchangeable or exercisable into such 
underlying security) or are able to sustain substantial financial losses; and you should 
not write a put option unless you are able to sustain the loss resulting from purchasing 
the underlying security at the exercise price.

b. 

The price of an options contract is affected by various factors such as the relationship 
between the exercise price and the market price of the underlying security, the 
expiration date of the option and the price fluctuations or other characteristics of the 
underlying stock.

c. 

The exchanges or other regulatory bodies may restrict transactions in particular options d. 



or the exercise of options contracts in their discretion from time to time.
All index option exercises are settled by cash payment and not by the delivery of 
securities, and that all index option exercises are based on the closing index value and 
that any “in the money” index options exercised prior to the availability of the closing 
index value face the risk of closing out of the money due to a subsequent adverse 
change in the index value.

e. 

5.  You have noted particularly those sections of the OCC Disclosure Document(s) that 
summarize the risk factors involved in options trading and you have determined that, in view 
of your financial situation and investment objectives, options trading is suitable for you. You 
understand that JPMS will not evaluate the options trading in your Account and you are solely 
responsible for determining the appropriateness of your options activity.

6.  The exercise and assignment of options will be subject to the rules of the OCC as may be 
in effect from time to time. All option or options related transactions initiated by you or JPMS, 
including any purchases or sells of underlying securities, are subject to current commission 
rates and are not subject to any commission free equity trades to which you may be entitled. 
You are aware of JPMS' requirements and time limitations for accepting instructions from you 
or your authorized agent with respect to your options positions. In the event your option 
contract(s) are exercised or assigned, you understand that all resulting positions will be 
maintained in your account and you must instruct JPMS to close such positions if you wish to 
do so.

Manual exercise by customers: In the event that you fail to instruct us by 4:20 p.m. Eastern 
Time (ET) on the business day immediately preceding the expiration date to exercise an 
equity option which is in-the-money by the threshold set by the OCC, you agree to waive your 
right to manual exercise and any and all claims for damage or loss that you might have 
against JPMS, at the time or any time thereafter, arising out of the fact that an in-the-money 
option is not exercised.

Do not exercise by customers: You are aware that you must notify us no later than 4:20 
p.m. ET on the business day immediately preceding the expiration date if you do not want the 
OCC to exercise on your behalf an equity option in the event it expires in-the-money by the 
threshold set by the OCC. Your long option contracts may expire worthless if you do not 
deliver your instructions by the expiration time noted in the OCC Disclosure Document(s). We 
are not obligated to give you prior notice of option expiration dates, and you will have sole 
responsibility for taking action to exercise an option contract before the expiration date.

Action by the Firm: Whether an option contract is in or out-of- the-money, we have the right, 
but not the obligation, at any time to take action up to fully closing out the position(s) in order 
to protect the firm. If you do not have sufficient funds for an option to be exercised or if the 
position(s) that arises from an exercise or assignment cannot be maintained (e.g., short stock 
in a retirement account, no shares available for a short sale), you understand that we may 
liquidate the position at your sole risk, for which you shall be charged the current commission 
rates. You agree to make full and timely payment (as required) to ensure proper settlement 
for any underlying security position that results from exercised or assigned option contract(s). 
If any right to exercise expires, you agree to waive, and to release us and our officers, 



employees and agents from, any and all claims of damage or loss, then or at a later time 
sustained, as a result of an option contract not being exercised.

7.  You understand that, before writing any option, you must have in your account a 
minimum equity or appropriate position in such amounts as JPMS may specify from time to 
time, and that no withdrawals of cash or securities will be permitted from the account that 
would reduce either the equity or position below our requirements. You understand that any 
orders to sell any securities held in your account pursuant to such minimum maintenance 
requirements may be refused by JPMS at its sole discretion, and you shall not hold JPMS liable 
for any loss that you may sustain due to our refusal to permit the sale of said securities 
during such period.

8.  If margin is made available and you make any margin transactions, the following 
supplements the terms and conditions of your Margin Account Agreement. In the event you do 
not meet JPMS' margin calls promptly, we are authorized in our sole discretion, and without 
notification to you, to take any and all steps necessary to protect JPMS in connection with put 
or call transactions made for your account, including without limitation the right to buy or sell 
short, or short exempt, for your account and risk any part or all of the shares represented by 
options endorsed by JPMS for your account, or to buy, sell or exercise any put or call options 
as we may deem necessary to fully protect JPMS. Any and all losses and expenses, including 
attorneys' fees, incurred by JPMS in this connection will be reimbursed by you.

9.  You shall have the sole responsibility to exercise, in a proper and timely manner, any right, 
privilege or obligation of any put option, call option or other option that JPMS may purchase, 
handle, endorse or carry for your account(s). JPMS shall not be liable in connection with the 
execution, handling, selling, purchasing or endorsing of options for your account.

10.  You alone, or in concert with others, will not violate the position limits or the exercise 
limits of the options exchanges as set forth in the OCC Disclosure Document(s), which may 
change from time to time, and FINRA and NYSE rules.

11.  You understand and acknowledge that, when transactions on your behalf are to be 
executed in options traded in more than one marketplace, JPMS may use its discretion in 
selecting the market in which to enter your orders.

12.  SIPC PROTECTION

Accounts held by JPMS, a member of the Securities Investor Protection Corporation (SIPC), 
receive account protection for the customer's funds and securities positions. SIPC provides 
$500,000  of  primary  net  equity  protection,  including $250,000 (subject to periodic 
adjustments for inflation as provided by law) for claims for cash (SIPC Coverage). (For details, 
including a copy of the SIPC brochure, please call SIPC at (202) 371-8300 or refer to sipc.org 
[follow the link to How SIPC Protects Investors].) Account protection applies when a SIPC 
member firm fails financially and is unable to meet its obligations to securities customers, but 
does not apply to losses from the rise or fall in the market value of investments or to SIPC-
ineligible assets. You understand SIPC does not protect against declines in the value of 
securities as a result of market fluctuation. You understand this Account is not insured by the 



Federal Deposit Insurance Corporation (FDIC).

13.  This Agreement and its enforcement shall be governed by the laws of the State of New 
York except with respect to its conflict of laws provisions and shall inure to the benefit of 
JPMS' present corporation and its successors, and shall inure to the benefit of and be binding 
upon your estate, executors, administrators, successors and assigns.

14.  Except to the extent to which they conflict with this Agreement, the provisions of your 
Margin Account Agreement, if you have one, are incorporated herein by reference. In the event 
of a conflict, the provisions of this Agreement shall control. If any provision of this Agreement 
becomes inconsistent with any present or future law or regulation of an entity having 
regulatory jurisdiction over it, that provision will be superseded or amended to conform with 
such law or regulation. In such event, the remainder of this agreement shall remain in force 
and effect.

15.  With reference to the allocation of exercise notices assigned, you understand that JPMS 
will use the random selection method of allocation. This method randomly selects from all 
customers' short option positions, including positions established on the day of assignment, 
those option contracts that are subject to exercise. You further understand that all American-
style option positions are liable for assignment at any time after the position has been written 
until the option expires. By contrast, the writer of a European-style option is subject to 
exercise assignment only during the exercise period. A detailed description of this method 
can be found in the attached document titled Options Lottery Methodology.

16.  SPECIAL STATEMENT FOR UNCOVERED OPTION WRITERS

There are special risks associated with uncovered option writing that expose the investor to 
potentially significant loss. Therefore, if made available, this type of strategy may not be 
suitable for all customers approved for options transactions.

The potential loss of uncovered call writing is unlimited. The writer of an uncovered call 
is in an extremely risky position, and may incur large losses if the value of the underlying 
instrument increases above the exercise price.

a. 

Uncovered option writing is suitable only for the knowledgeable investor who 
understands the risks, has the financial capacity and willingness to incur potentially 
substantial losses and has sufficient liquid assets to meet applicable margin 
requirements. In this regard, if the value of the underlying instrument moves against an 
uncovered writer's options position, the broker-dealer may request significant 
additional margin payments. If an investor does not make such margin payments, the 
broker-dealer may liquidate stock or options positions in the investor's account, with 
little or no prior notice in accordance with the investor's margin agreement.

b. 

For combination writing, where the investor writes both a put and a call on the same 
underlying instrument, the potential risk is unlimited.

c. 

If a secondary market in options were to become unavailable, investors may not engage 
in closing transactions, and an option writer would remain obligated until expiration or 
assignment.

d. 



NOTE: This statement is not intended to enumerate all of the risks involved in writing 

uncovered options. It is expected that you will read the booklet entitled 

"Characteristics and Risks of Standardized Options," which is provided to each investor 

upon acceptance of their option account application by the broker-dealer. In 

particular, your attention is directed to the chapter entitled "Risks of Buying and 

Writing Options."

17.  ASSIGNMENT

JPMS may assign this Agreement to any affiliate, subsidiary or successor by merger or 
consolidation, or to any other entity without notice to you. This Agreement is binding on you, 
your heirs and JPMS' successors and assigns.

18.  NOTICE TO CUSTOMER

Payment for Order Flow. Customer orders are sent for execution to various exchanges or 
market centers based on a number of factors. These include: size of order, trading 
characteristics of the security, favorable execution prices (including the opportunity for 
price improvement), access to reliable market data, availability of efficient automated 
transaction processing and reduced execution costs through price concessions from the 
market centers. Certain of the market centers may execute orders at prices superior to 
the publicly quoted market in accordance with their rules or practices. Order-routing 
policies and practices, taking into consideration all of the factors listed above, are 
designed to result in favorable transaction processing for customers.

a. 

Retirement Accounts. Retirement accounts may not be approved for margin trading 
privileges. If made available, margin is required to sell covered puts and uncovered puts 
and call options, conduct spreads, and to write straddles and combinations on equities 
or indexes.

b. 

Options Lottery Methodology

JPMS assigns short positions using the "Other Random Method" allocation methodology 
designated in FINRA Regulatory Notice 11-35. The following step-by-step example illustrates 
how this methodology works.

Step 1: JPMS first identifies all client and firm accounts with open short positions in an option 
series for which we have received exercise notices.

Step 2: JPMS will assign a range of sequential numbers to each account identified in Step 1. 
The accounts will first be arranged in numerical order, and then assigned a range of 
sequential numbers based on the number of short contracts held in each account. This 
process continues until all accounts in the sequence have been assigned unique sequential 
numbers as shown in the example below.

Account # of Short Assigned Description



Number 

Ending In:

Contracts Sequential # 

Range

1046 30 1–30 Assigned numbers 1–30, reflecting the total 
number of contracts in the account.

 

1047

 

30

 

31–60

The first number assigned must be 31, which is 
the next number in the numerical sequence. 
The final number will be 60, to account for the 
30 contracts in the account.

 

1048

 

5

 

61–65

The first number assigned must be 61, which is 
the next number in the numerical sequence, 
and the last will be 65, to account for the 5 
contracts in the account.

Step 3: After assigning sequential numbers, JPMS will generate a random number using the 
following method.

JPMS will add up all the exchange volumes to come up with the composite number.

SECNBR CUSIP Description Comment

Z901803 649990058 NYSE volume Active, ICE sources from NYSE directly

Z901439 649990074 MIDWEST volume Active, ICE sources from NYSE directly

Z901466 649990108
CINCINNATI 
volume

Inactive

Z901448 649990124 NASD volume Active, ICE sources from NYSE directly

1. 

Example:
Total assignment from the OCC on an option series: 10 contracts (Street assigned)a. 
Total customer short position on an option series: 65 contracts (Firm positions)b. 
Composite volume = 282,431,310. Composite volume information comes from 
MSD ask price and equals the sum of:

NYSE volume: Ask price for security Z901803 * 100,000•
MIDWEST volume: Ask price for security Z901439 * 100,000•
CINCINNATI volume: Ask price for security Z901466 * 100,000•
NASD volume: Ask price for security Z901448 * 100,000•

c. 

2. 

Total length of the composite number is determined based upon the 4 individual 
exchange volumes (e.g., the length of the composite volume 282,431,310 is 9 digits).

Subtract 5 from the total length, so the number will be (9 − 5 = 4). This will 
be the position where the number will be cut in the composite 
volume.

a. 

Cut the number up to 4 digits starting from the position determined in Step 3a. In 
this case, it will be 4,313.

b. 

Divide the number in Step 3b by 10,000 and add 0.0001, so the final number will 
be (4,313/10,000) + 0.0001 = 0.4314.

c. 

3. 

Multiply the number in Step 3c to the total customer short positions and round the 
number by removing decimals. This determines which customer will get the 1st hit.

For example, the total short position for the customer is as follows (accounts a. 

4. 



sorted in ascending manner to determine the hit position):

# BR Account Contract Quantity

1 201-01046 30

2 201-01047 30

3 201-01048 5

Totals   65

1st hit position will be on 0.4314 * 65 = 28.041, or 28 when rounded to the nearest 
whole number.

b. 

The starting point for the first contract to be assigned an exercise notice is 28, 
which falls within the sequential number range of 1–30 assigned to the account 
ending in 1046.

c. 

The distribution to hit the account will be done in the ranges as per the customer 
position as follows:

# BR 

Account

Range
 

1 201-
01046

1–30 As 28 is in this range, the first hit will be on this account and 3 
contracts (28, 29, 30) will be assigned to this customer.

 

2

 

201-
01047

 

31–60

The difference of 7 (10 −3) will be assigned to this 
customer. This customer can absorb up to 30 
contracts. If there were more than 30 contracts 
to be assigned, then this customer would have 
been assigned fully and the leftover would have 
been passed on to 201-01048.

3 201-
01048

61–65 If more than 30 contracts to be assigned, the leftover would 
have been passed on to 201-01048.

Totals   65  

5. 
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