The Pattern Day Trader Rule and Its Application to Options
Trading

I. Executive Summary

The Pattern Day Trader (PDT) rule, established and enforced by the Financial Industry
Regulatory Authority (FINRA), imposes specific requirements on traders who engage
in frequent intraday trading within margin accounts. A central question for active
traders concerns the rule's applicability to derivatives, specifically options contracts.
This report confirms that the PDT rule unequivocally applies to the trading of
options contracts within margin accounts, treating them similarly to stocks and other
securities for the purpose of this regulation.’

Traders designated as PDTs, typically by executing four or more day trades within a
five-business-day period (provided these trades exceed 6% of total trades in the
margin account), are subject to a stringent minimum equity requirement. They must
maintain at least $25,000 in their margin account, consisting of cash and eligible
securities, on any day they engage in day trading.’ Failure to meet this requirement
results in restrictions on further day trading activities until the equity level is restored.
Day trades involving options contracts, such as buying and selling the same call or put
contract on the same day, are counted towards the threshold for PDT designation.’
While cash accounts are exempt from the PDT rule, allowing traders to bypass the
$25,000 minimum, they are subject to separate regulations concerning the use of
settled funds, which can lead to Good Faith Violations (GFVs) or freeriding restrictions
if violated.® Furthermore, individual brokerage firms may implement policies that are
more stringent than FINRA's baseline requirements, necessitating careful review of a
firm's specific rules.® This report provides a detailed analysis of the PDT rule, its
specific application to options trading, the associated requirements, consequences of
violations, differences between account types, and potential variations among
brokerage firms.
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Il. Understanding the Pattern Day Trader (PDT) Rule

The PDT rule is a cornerstone of FINRA's margin regulations, designed to address the
risks associated with rapid intraday trading strategies, particularly when leverage is
employed.

A. FINRA's Definition: The Threshold for Designation
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FINRA rules provide a quantitative definition for identifying pattern day traders, but
also allow for broker discretion based on anticipated behavior.

e The 4-in-5-Days Rule: The primary criterion for PDT designation is numerical. A
customer is classified as a pattern day trader if they execute four or more "day
trades" within any five consecutive business days in a margin account.’ This is a
rolling five-day period, meaning activity from the previous four days plus the
current day is considered.

e The 6% Threshold: This numerical test has an important qualifier: the four or
more day trades must also represent more than 6% of the customer's total
trading activity (total number of trades) within that same five-business-day
period in the margin account.” This element prevents traders who execute a very
high volume of total trades, but only occasionally engage in day trading, from
being automatically designated as PDTs.

e Broker Discretion and Proactive Designation: Beyond the quantitative test,
FINRA rules empower brokerage firms to designate a customer as a PDT if the
firm "knows or has a reasonable basis to believe" that the customer will engage in
pattern day trading." This means a trader could be designated as a PDT even
before executing four day trades. Examples triggering such a designation include
the firm providing specific day-trading training to the customer before the
account opening or based on the customer's stated intentions or initial trading
activities.' This proactive designation capability reflects a regulatory focus on
preemptive risk management, aiming to apply the rule's safeguards before
potential substantial losses associated with day trading might occur.”

e Persistence of Designation: Once an account is flagged as a PDT account, the
designation generally remains in place. The firm will typically continue to regard
the customer as a pattern day trader even if their day trading activity
subsequently falls below the four-trade threshold for a period.' Removing the PDT
flag requires the brokerage firm to make a "good faith determination,”" as defined
in Regulation T, that the customer will no longer engage in pattern day trading.™
This often involves the customer providing a written certification acknowledging
their understanding of the PDT definition and affirming they will not engage in
pattern day trading in the future, or the firm applying technological restrictions to
prevent such activity."” While some brokers may offer a one-time courtesy reset of
the flag ¢, any subsequent re-flagging is often permanent for the life of the
account at that firm.? The "stickiness" of the PDT flag underscores the
assumption that past behavior (pattern day trading) is indicative of future intent,
reinforcing the need for the ongoing risk control measure—the $25,000 equity
requirement—once a pattern is established or reasonably suspected.



B. What Constitutes a "Day Trade"?

Precisely defining a "day trade" is crucial for understanding the PDT rule.

Core Definition: A day trade is defined as the purchase and subsequent sale, or
the sale short and subsequent purchase (buy to cover), of the same security on
the same trading day within a margin account.’ This definition encompasses
trading activity during pre-market and post-market hours, not just the regular
market session.'* A new trading day typically commences after the close of the
previous day's extended trading session (e.g., 8 p.m. Eastern Time is cited by
some sources).? Positions held overnight and liquidated the next day do not
constitute a day trade.™

Matching Orders: The determination hinges on matching buy and sell orders for
the identical security executed on the same calendar day." For instance, buying
100 shares of XYZ stock in the morning and selling those same 100 shares in the
afternoon constitutes one day trade." Similarly, buying 10 contracts of an ABC
call option and later selling those same 10 contracts constitutes one day trade.?
However, if a trader holds 100 shares of XYZ overnight, sells them in the morning,
and then buys 100 shares of XYZ later that same day, this sequence does not
count as a day trade. The morning sale closes the position established on a prior
day, and the afternoon purchase opens a new position.™

Multiple Executions: A single large order might sometimes be filled through
multiple smaller, partial executions due to market conditions (e.g., price or
liquidity).® FINRA guidance indicates that if a customer intended to execute a
single day trade (one purchase order and one sale order, or vice versa) and the
order was filled in multiple blocks sequentially for reasons beyond the customer's
control, it may be considered as one day trade. However, the brokerage firm must
be able to demonstrate the customer's intent for a single transaction.” Some
broker platforms might initially count each execution, potentially increasing the
day trade count displayed to the user, especially for large orders or low-volume
securities.’

Multiple Buys/Sells: The structure of entries and exits also matters. Purchasing
the same security through multiple orders during the day (e.g., buying 100
shares, then another 100, then another 100) and subsequently selling the entire
300-share position in a single transaction later that same day is generally
counted as only one day trade."” Conversely, buying 300 shares in one order and
then selling them off in three separate 100-share orders later that day is also
typically considered one day trade." The regulatory counting mechanism appears
focused on the completion of a "round trip"—the act of entering and exiting a
position in the same security on the same day—rather than the sheer number of



individual order tickets generated to achieve that round trip. This aligns with the
rule's purpose of addressing the specific risks associated with establishing and
liquidating a position rapidly within a single day, often using leverage.'

C. The $25,000 Minimum Equity Requirement

A primary consequence of being designated a PDT is the mandatory minimum equity
requirement.

Mandatory Threshold: FINRA rules mandate that customers designated as
pattern day traders must maintain minimum equity of $25,000 in their margin
account.” This minimum equity must be present in the account prior to the
customer engaging in any day trading activities on any given day.’

Equity Composition: This $25,000 minimum can generally be met with a
combination of cash and eligible marginable securities held in the account.’
However, traders should be aware that specific brokerage firms might have
policies excluding certain assets from this calculation. For example, some firms
explicitly state that the value of options positions or assets held in linked futures
accounts do not count towards meeting the $25,000 PDT equity requirement.?
Consequence of Falling Below: If a PDT-designated account's equity falls below
the $25,000 requirement (typically measured based on the closing balance of the
previous trading day), the pattern day trader will be prohibited from engaging in
further day trades until the account equity is restored to the $25,000 level.’
Attempting to initiate a day trade while the account is below this minimum can
lead to immediate and potentially more severe trading restrictions, such as being
limited to closing existing positions only.’

Deposit Requirement: Any funds deposited to meet the $25,000 minimum
equity requirement (or to meet a day-trading margin call) must remain in the
account for at least two business days following the close of business on the day
the deposit is required.’ This rule prevents traders from making temporary
deposits solely to facilitate a day trade and then immediately withdrawing the
funds.

Rationale: The $25,000 minimum equity requirement was instituted as a
prudential measure. Its purpose is to help ensure that individuals engaging in the
higher-risk strategy of pattern day trading possess adequate financial resources
to absorb potential losses, particularly those that can arise from rapid, adverse
price movements in volatile securities or the market overall, especially when
margin is used." It functions as a necessary financial cushion commensurate with
the risks undertaken.



D. Regulatory Authority and Scope

The PDT rule is part of a broader regulatory framework governing margin trading.

Governing Body: The Pattern Day Trader rule is established and enforced by
FINRA, the self-regulatory organization overseeing U.S. broker-dealers.' The
specific requirements are detailed within FINRA Rule 4210 (Margin
Requirements).” The New York Stock Exchange (NYSE) maintains substantially
similar rules, such as NYSE Rule 431.

Account Type: Crucially, the PDT rule applies only to margin accounts.' It does
not apply to cash accounts, where trading is conducted using fully settled funds.’
Securities Covered: FINRA's margin rule for day trading is broad in scope,
applying to day trading in any security, which explicitly includes stocks, bonds,
exchange-traded funds (ETFs), and options contracts (both calls and puts).’
Purpose: These regulations were developed to address specific investor
protection concerns and mitigate risks associated with day trading strategies.”
The rules aim to limit potential losses for both customers and brokerage firms,
ensure that traders have adequate equity for the risks involved (especially when
using margin), and mandate disclosure of the unique risks of day trading.' The
U.S. Securities and Exchange Commission (SEC), in approving these rules, noted
that they are designed "to reduce the risk of financial losses by Pattern Day
Traders and their firms," rather than to prevent day trading altogether."

lll. Options Trading Under the PDT Rule

Given that the PDT rule applies broadly to securities traded in margin accounts, its
specific interaction with options contracts is a key area of interest for many traders.

A. Confirmation: Options Are Subject to PDT Rules

Regulatory text and industry practice confirm that options trading is not exempt from
PDT requirements.

Explicit Inclusion: FINRA Rule 4210 and associated guidance clearly state that
the margin requirements for day trading apply to transactions in any security, and
explicitly include options within this scope.' Resources from major brokerage
firms consistently reiterate that the PDT rule applies to options trading, counting
the opening and closing of the same options contract on the same day as a day
trade.’

No Exemption: There is no carve-out or special exemption within the PDT rule
framework specifically for options contracts when they are traded within a margin
account. The same criteria for designation (4 trades in 5 days, >6% threshold) and



the same minimum equity requirement ($25,000) apply.

B. How Options Day Trades Are Counted

While the rule applies, the counting methodology for options trades, particularly
complex strategies, requires careful attention.

Single-Leg Trades: The most straightforward scenario involves single options
contracts. Buying to open and then selling to close (or selling to open and buying
to close) the exact same options contract—defined by the same underlying
security, contract type (call or put), strike price, and expiration date—within a
single trading day constitutes one day trade.? For example, buying 10 contracts of
the Apple $170 weekly call expiring this Friday and selling those same 10
contracts later in the same day counts as one day trade.

Multi-Leg/Spreads: The counting of day trades for multi-leg options strategies,

such as vertical spreads, iron condors, or butterflies, introduces complexity and

potential ambiguity. These strategies involve simultaneously buying and/or selling
multiple different options contracts.

o Some interpretations and brokerage practices may treat the opening and
subsequent closing of an entire spread position (e.g., buying a bull call spread
and later selling that same spread) on the same day as counting as only one
day trade.” This approach aligns with the concept that the trader's intent was
to trade the spread as a single strategic unit. FINRA's interpretation allowing
multiple sequential executions of the same security based on intent "> might
be extended by some brokers to cover spread trades executed as a cohesive
unit.

o However, the core PDT definition focuses on the "same security". Since a
spread consists of multiple distinct options contracts (each technically a
separate security with a unique CUSIP or identifier), a stricter interpretation
could lead a broker to count the day trading of each leg separately. If a trader
opens a two-leg spread and closes both legs later the same day, this could
potentially be counted as two day trades under such an interpretation.
Robinhood's language focuses on opening and closing "the same options
contracts" ®, which could imply a contract-by-contract count.

Broker Variation and Verification: Because there isn't explicit, universally

applied regulatory guidance clarifying the counting of multi-leg options spreads

for PDT purposes, practices may vary significantly between brokerage firms. This
lack of definitive universal guidance creates uncertainty. Traders who frequently
execute intraday multi-leg options strategies in a margin account must clarify how
their specific brokerage firm counts these trades towards the PDT threshold.”



Assuming a spread counts as one day trade when the broker counts each leg
could lead to inadvertently triggering PDT status. Many brokers provide a running
count of day trades within their trading platforms, which traders should monitor
closely.™

C. Key Considerations for Options vs. Stock Day Trading

While the PDT rule applies uniformly, the nature of options creates some practical
differences compared to day trading stocks.

PDT Rule Application: The fundamental components of the PDT rule—the 4
trades in 5 days/ >6% threshold for designation, and the $25,000 minimum equity
requirement for flagged accounts—apply identically regardless of whether the
day trades involve stocks or options within a margin account.’

Margin Requirements: Standard margin requirements under Regulation T differ
substantially between stocks and options. Most stocks are marginable, meaning
traders can borrow funds to purchase them (typically up to 50% initially, with
maintenance requirements around 25-30% or higher depending on the stock and
broker). In contrast, long options positions (buying calls or puts) generally require
100% of the premium to be paid in cash and are not marginable.” Short (sold)
options positions have complex margin requirements based on the potential risk
of the position, which can be substantial for uncovered options." Portfolio Margin
accounts, where available, use a risk-based calculation that may offer more
leverage for complex options portfolios compared to Regulation T, but still differ
from stock margin."

Day Trading Buying Power (DTBP): Pattern day traders are generally granted
Day Trading Buying Power (DTBP) of up to four times their maintenance margin
excess (the account equity exceeding the minimum required margin) as of the
previous day's close.' Non-PDTs typically have 2x DTBP.” However, this leverage
benefit may not fully apply when day trading long options. Since long options
typically require 100% cash funding and are not marginable, day trading them
effectively consumes buying power on a 1-to-1 basis with the option's cost.”
Some brokers explicitly state that options carry a 100% requirement for DTBP
calculations.” Therefore, the 4x multiplier on excess equity might not translate
into the same degree of leveraged buying power for long options as it does for
marginable stocks. Day trading short options might be treated differently,
potentially subject to margin requirements similar to holding a naked position."
This potential discrepancy in effective leverage means options day traders need
to understand precisely how their broker calculates DTBP for options
transactions, as it might be more capital-intensive than day trading an equivalent



dollar value of marginable stock, impacting the size or frequency of trades
possible even under PDT status.

IV. Navigating PDT Status and Consequences

Understanding how PDT status is triggered, maintained, and the consequences of
violating associated rules is critical for active traders using margin accounts.

A. PDT Designation and Maintaining $25,000 Equity

Triggering Designation: An account is typically flagged as PDT automatically by
the brokerage firm's systems upon executing the fourth day trade within a
five-business-day period, provided the 6% threshold is also met.” As noted earlier,
proactive designation based on reasonable belief is also possible.’

Maintaining Equity: Once an account is designated as PDT, the $25,000
minimum equity level becomes a critical threshold. This equity (composed of cash
and eligible securities, potentially excluding certain assets like options per broker
policy ?) must be maintained in the account at all times to retain the privilege of
day trading.' The determination of whether the account meets the minimum is
usually based on the account's equity value at the close of the previous trading
day.’

Equity Maintenance Call (EM Call): If a PDT-designated account's equity drops
below the $25,000 minimum, the brokerage firm will issue an Equity Maintenance
Call (often abbreviated as EM Call or Day Trade Minimum Equity Call).” While this
call is outstanding, the account is prohibited from initiating any new day trades.'
The account holder can typically still place orders to close out existing positions.™
Meeting the EM Call: To resolve the EM Call and restore day trading privileges,
the account holder must deposit sufficient funds or eligible marginable securities
to bring the account equity back up to or above the $25,000 level.' As previously
mentioned, these deposits must remain in the account for at least two business
days." The EM Call is typically lifted once the account equity meets the
requirement."

B. Day Trading Buying Power (DTBP) for Options Traders

DTBP determines the maximum value of securities a trader can day trade.

Standard DTBP: For accounts designated as PDT and meeting the $25,000
equity requirement, DTBP is generally calculated as up to four times the account's
maintenance margin excess as of the prior day's close." Maintenance margin
excess is the amount by which the account's equity exceeds the total
maintenance margin required for all positions held. Accounts not designated as



PDT typically have DTBP limited to two times their maintenance margin excess.’
Options Impact: As discussed previously, the practical application of the 4x
multiplier to options, particularly long options, may be limited. Due to the typical
100% cash requirement for purchasing long options, the effective DTBP for these
instruments might align more closely with the available cash or excess equity on a
1:1 basis, rather than the leveraged 4:1 ratio applicable to marginable stocks.” Day
trading short options involves different calculations related to the margin required
for the short position.” Traders must confirm their broker's specific DTBP
calculation methodology for options.™

Exceeding DTBP: If a trader executes day trades with a total value exceeding
their calculated DTBP for that day, the account will incur a Day Trading Margin
Call.

C. Consequences of Violations: Margin Calls and Account Restrictions

Violating PDT rules or associated margin requirements triggers specific
consequences, often involving margin calls and trading restrictions.

Day Trading Margin Call (DT Call): A DT Call is issued when a trader exceeds
their DTBP." The amount of the call is typically the amount by which the DTBP was
exceeded. The account holder generally has up to five business days from the
trade date to meet this call by depositing new funds or eligible marginable
securities.” Selling existing securities might satisfy the dollar amount of the call,
but this action is often classified by brokers as a "Day Trade Liquidation," which
can have its own negative consequences if repeated.”

Restrictions While Call is Outstanding: While a DT Call is outstanding and
unmet, the account's DTBP is typically restricted. Often, it is reduced to two times
the maintenance margin excess.' Some brokers may impose even tighter
restrictions.’ Additionally, the "time and tick" method, an alternative calculation
for DTBP based on the highest intraday open position, may be disallowed while a
DT call is pending.’

Failure to Meet DT Call: If the DT Call is not met by the deadline (typically five
business days), the account faces more severe restrictions. Commonly, the
account will be restricted to trading only on a "cash available basis" (effectively
limiting buying power to settled cash or maintenance excess, akin to 1x leverage)
for a period of 90 days, or until the call is eventually met.’

Trading While Under EM Call: Attempting to place an opening day trade while
the account is below the $25,000 minimum equity requirement (i.e., while an EM
Call is outstanding) is a violation that can lead to immediate account restrictions,
frequently limiting the account to liquidating (closing) transactions only.’



Liquidation Violations: Brokers may track instances where margin calls
(including DT Calls) are met by liquidating securities rather than depositing new
funds or securities. Accumulating multiple such liquidations (e.g., three Day Trade
Liquidations within 12 months at Fidelity '°) can trigger a 90-day restriction on the
account's buying power or ability to open new positions. Other types of margin
liquidation violations can also lead to restrictions.”

Cross-Guarantees Prohibited: FINRA rules explicitly prohibit the use of
cross-guarantees between accounts to meet day-trading margin requirements or
the $25,000 minimum equity threshold." Each PDT account must independently
meet its requirements using only the funds and eligible securities available within
that specific account.

D. PDT Flag Persistence and Broker Reset Policies

The PDT designation, once applied, can be difficult to remove.

General Persistence: As established, the PDT designation is generally presumed
to remain on an account once applied.” FINRA provides a mechanism for removal
if the firm makes a good faith determination that the customer understands the
rules and will no longer engage in pattern day trading, potentially requiring
customer certification or technological blocks."

Broker Policies: Brokerage firm policies on removing the PDT flag vary. Some
firms may offer a one-time courtesy reset for customers who inadvertently trigger
the designation.® However, if an account is flagged as PDT a second time after a
reset, the designation often becomes permanent for the life of the account at that
firm.> Some brokers, like Robinhood as of a 2023 policy change, indicate that PDT
flags will remain indefinitely barring extraordinary circumstances.’ The common
practice of allowing only one, if any, reset highlights the seriousness with which
regulators and firms view pattern day trading. It suggests that repeated
designation indicates a higher ongoing risk profile, justifying the permanent
application of the $25k equity requirement as a prudential safeguard. Traders
should therefore not rely on the possibility of resets but rather ensure compliance
or adjust trading strategy.

Table 1: Summary of Common PDT-Related Issues and Consequences

Issue / Violation Typical Consequence(s) Timeframes Involved

Account Equity Falls Below Equity Maintenance (EM) Call Restriction active while equity

issued; Day trading prohibited




$25,000

until equity restored to
$25,000+.

is below $25k.

Day Trading While Under EM
Call

Immediate restriction, often to
closing/liquidating
transactions only.’

Restriction duration may vary
by broker.

Exceeding Day Trading Buying
Power

Day Trading Margin Call (DT
Call) issued for the excess

amount.’

Typically 5 business days to
meet the call.’

DT Call Outstanding (Unmet)

DTBP typically restricted (e.g.,
to 2x maintenance excess);
Time & Tick calculation may

be disallowed.’

Restriction active until call is
met.

Failure to Meet DT Call by
Deadline

Account restricted (often to
cash available basis / 1x
buying power / closing only)
for 90 days or until call is

met.'

90-day restriction period.

Repeated Day Trade
Liquidations

Account restriction (e.g.,
reduced buying power or
closing only) for 90 days
(Example: 3 liquidations in 12

months at Fidelity).15

90-day restriction period,
12-month lookback possible.

Note: Specific policies, restriction details, and timeframes can vary by brokerage firm.
This table provides a general overview based on common practices and FINRA rules.

V. Account Types and PDT Rule Applicability

The distinction between margin accounts and cash accounts is fundamental to
understanding how the PDT rule applies.

A. Margin Accounts: The Focus of PDT Regulation

e Primary Application: The entire framework of the PDT rule—the 4-in-5-days/6%
test, the $25,000 minimum equity requirement, and the associated DTBP
calculations and restrictions—is specifically designed for and applied only to
margin accounts.’



Rationale: Margin accounts permit traders to borrow funds from their brokerage
firm, using securities in the account as collateral. This practice, known as trading
on margin or using leverage, magnifies both potential profits and potential
losses.'* Day trading, which involves opening and closing positions within the
same day, introduces significant intraday risk. Standard end-of-day margin
calculations may not adequately capture the risk exposure generated by
leveraged intraday trades.' The PDT rules were specifically implemented to
address these heightened risks associated with frequent, leveraged, intraday
trading activity.'

Requirement for Certain Strategies: Beyond leverage for buying power, margin
accounts are often a prerequisite for engaging in certain trading strategies. These
include short selling stocks, trading futures contracts, and executing many types
of options spreads, even defined-risk spreads like verticals or iron condors. The
requirement for spreads often stems from the potential need to cover
assignments or manage the combined risk of the multiple legs involved, which
necessitates the flexibility and borrowing capabilities of a margin account.”

B. Cash Accounts: PDT Exemption and Alternative Trading Rules

PDT Rule Exemption: Cash accounts are explicitly exempt from the FINRA
Pattern Day Trader rule.” A trader using a cash account can execute more than
four day trades in a five-day period without being designated a PDT and without
being subject to the $25,000 minimum equity requirement.

Settlement Rules (T+1): The primary governing principle for trading in cash
accounts revolves around the use of settled funds. Traders must pay for securities
purchases in full using funds that have completed the settlement cycle." As of
May 2024, the standard settlement cycle for most securities, including stocks,
ETFs, and options, is T+1, meaning one business day after the trade date.’
Proceeds from the sale of a security become settled cash, available for
withdrawal or to fund new purchases, on the business day following the sale.
Good Faith Violations (GFV) / Freeriding: Because trading must be done with
settled funds, buying a security and then selling it before the funds used for the
purchase have settled constitutes a Good Faith Violation (GFV)." A related
violation, "freeriding," occurs when a trader buys securities and then sells the
same securities without having sufficient settled funds in the account to cover the
initial purchase at the time of the trade, essentially using the anticipated
proceeds from the sale to cover the purchase.’ This is a violation of the Federal
Reserve Board's Regulation T.

Consequences of GFV/Freeriding: Committing GFVs or freeriding typically
results in restrictions being placed on the cash account. Commonly, the account



will be restricted for 90 days, during which time the trader will only be able to
place buy orders if they have sufficient settled cash in the account prior to
placing the order.” This "cash up front" restriction significantly curtails trading
flexibility and prevents further trading on unsettled funds.

e Practical Impact on Day Trading: While day trading is technically permissible in
a cash account (i.e., not prohibited by the PDT rule), the T+1 settlement cycle
imposes severe practical limitations on its frequency.” For example, if a trader
starts the day with $5,000 in settled cash and uses it all to buy and then sell a
stock or option on Monday, those $5,000 proceeds will not settle and become
available for trading again until Tuesday.® This prevents the trader from using that
same capital pool for multiple day trades within the same day or on consecutive
days before settlement occurs. Effectively, the amount of day trading possible is
limited by the amount of settled cash available each day. This constraint presents
a significant trade-off: using a cash account avoids the PDT rule's $25,000 equity
requirement and potential restrictions, but at the cost of greatly reduced trading
frequency and flexibility due to settlement rules and the risk of GFV/freeriding
violations.

Table 2: PDT Rule Applicability and Trading Characteristics: Margin vs. Cash
Accounts

Feature Margin Account Cash Account
PDT Rule Applies? Yes ' No '
Minimum Equity if PDT $25,000 required to day trade | Not Applicable
1
Day Trading Frequency No limit if $25k equity No regulatory limit, but
Limit maintained; Restricted if practically limited by T+1

below $25k or violations occur | settlement ©

Use of Leverage Yes, subject to margin rules " | No*
(Borrowing)

Use of Unsettled Funds? Generally permitted No, leads to GFV/Freeriding
(proceeds available violations *
immediately for trading)




Primary Restriction Risk

PDT designation restrictions
(if equity < $25k), DT Calls,
Margin Calls

Good Faith Violations (GFV),
Freeriding (90-day settled
cash restriction)

Required for Certain
Strategies?

Often required for short
selling, futures, complex

options spreads '’

Generally not suitable for
strategies requiring leverage
or short positions

VI. Brokerage-Specific Rules and Practices

While FINRA sets the regulatory floor, individual brokerage firms can implement
policies that differ in detail or stringency.

A. FINRA Rules as a Baseline

e Minimum Standard: The PDT rule as defined by FINRA (including the 4 trades in
5 days / >6% criteria and the $25,000 minimum equity requirement) represents
the minimum standard that all FINRA member firms must enforce.> Brokers cannot
offer terms that are more lenient than these requirements.

B. Areas of Potential Broker Variation

Traders should be aware that brokers might differ in the following areas:

e Stricter Definitions/Designation: Some brokerage firms might employ slightly
broader definitions or apply the "reasonable basis to believe" standard for
proactive PDT designation more assertively than others.®

e Trade Counting Nuances: As highlighted previously, the methodology for
counting day trades, especially for multi-leg options spreads or handling multiple
partial fills, can vary between firms.® A trader might find that a complex options
trade counts as one day trade at one broker but multiple day trades at another.

e PDT Flag Reset Policies: The availability of a one-time courtesy reset for an
inadvertent PDT designation is entirely at the discretion of the brokerage firm.
Some may offer it readily, others on a case-by-case basis, and some not at all.®
The conditions for such a reset can also differ.

e House Margin Requirements & DTBP Calculation: Brokers have the right to
impose "house" margin requirements that are higher than the minimums set by
regulators like FINRA or the exchanges.” This can affect both initial and
maintenance margin levels. Furthermore, the precise formula used to calculate
Day Trading Buying Power (DTBP), particularly how non-marginable securities like
options are treated, can vary."”

e Restriction Penalties and Enforcement: While the consequences outlined by




FINRA (e.g., 90-day restrictions) are common, the specific triggers (e.g., the
exact number of Day Trade Liquidations allowed before restriction ) or the
precise nature of the limitations imposed during a restriction period might differ
slightly among firms.

C. Recommendation: Verify Rules with Your Specific Broker

e Crucial Step: Given these potential variations, it is imperative for active traders,
particularly those trading options, operating near the PDT threshold, or managing
accounts close to the $25,000 equity level, to consult their specific brokerage
firm's official documentation (such as margin agreements and FAQs) or contact
their customer support team directly.® Relying on general information or
experiences from other brokers can lead to compliance issues.

e Key Questions for Your Broker: When inquiring, traders should seek clarity on
specific points such as:

o How exactly are multi-leg options spreads (e.g., verticals, iron condors)
counted towards the PDT threshold?

o How is Day Trading Buying Power calculated specifically for long options
trades versus short options trades?

o  Which specific assets held in the account (e.g., cash, stocks, bonds, mutual
funds, options positions) are included when calculating the $25,000 minimum
equity requirement?

o What is the firm's official policy regarding one-time resets of the PDT flag?
Under what conditions, if any, are they granted?

o What are the precise steps and consequences if the account falls below
$25,000 equity, exceeds DTBP, or fails to meet a margin call by the deadline?

VIl. Conclusion and Recommendations

The Pattern Day Trader rule established by FINRA is a significant regulation impacting
active traders who use margin accounts. This analysis confirms that the rule fully
applies to options trading, subjecting options day traders to the same designation
criteria and the $25,000 minimum equity requirement as stock day traders. Day
trades involving the purchase and sale (or sale and purchase) of the same options
contract on the same day count towards the 4-trade threshold, although the counting
of multi-leg spreads can be ambiguous and vary by broker. Violating PDT rules, such
as trading below the minimum equity level or exceeding day trading buying power, can
lead to margin calls and significant account restrictions, potentially halting day trading
activity for extended periods. While cash accounts offer an escape from PDT
regulations, they impose their own constraints through T+1 settlement rules and the



prohibition of trading with unsettled funds (GFV/Freeriding). Brokerage firms adhere
to FINRA's minimum standards but may implement stricter house rules or interpret
nuances differently.

Based on these findings, options traders utilizing margin accounts should consider
the following recommendations:

1.

Know Your Account Type: Fully understand the regulatory implications
associated with trading in a margin account (PDT rule, leverage risks) versus a
cash account (settlement rules, GFV risks) and choose the account type that best
aligns with trading strategy and capital.

Monitor Day Trades Diligently: If using a margin account, especially if operating
with equity near or below $25,000, meticulously track all day trades, including
those involving options. Utilize any day trade counters or warnings provided by
the brokerage platform.' Be particularly cautious with multi-leg options
strategies until the broker's counting method is confirmed.

Confirm Broker-Specific Rules: Do not assume general rules apply. Actively
seek clarification from the brokerage firm regarding their specific policies on
counting options day trades (especially spreads), calculating DTBP for options,
eligible assets for the $25k equity minimum, and PDT flag reset procedures.
Maintain an Equity Buffer: If designated as a PDT (or likely to be), strive to
maintain account equity significantly above the $25,000 minimum. This buffer
helps absorb normal market fluctuations without triggering an EM Call and
subsequent day trading restrictions.

Align Strategy with Regulations: Evaluate whether the intended options trading
strategy necessitates frequent intraday trading. Some options strategies focus on
longer holding periods or generating income, potentially making frequent day
trading unnecessary and avoiding PDT concerns altogether.” Choose strategies
compatible with the rules governing the chosen account type.

Acknowledge and Manage Risk: Recognize that day trading, particularly with
leveraged instruments like options traded on margin, carries substantial risk of
loss." The PDT rules exist, in part, to ensure traders have a minimum financial
capacity to handle these risks." Trade responsibly within personal risk tolerance
and financial means.
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