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12 See Amendment No. 3.

13 On August 29, 1995, the Commission approved
uniform listing and trading guidelines for stock
index, currency and currency index warrants for the
New York Stock Exchange, Pacific Stock Exchange,
Philadelphia Stock Exchange, American Stock
Exchange and Chicago Board Options Exchange.
See Securities Exchange Act Release Nos. 36165,
36166, 36167, 36168 and 36169 (Aug. 29, 1995),
respectively.

14 See Letter from Paul M. Gottlieb, Seward &
Kissel, to Jonathan G. Katz, Secretary, Commission,
dated January 10, 1995 (‘‘Comment Letter’’ or
‘‘Seward & Kissel Letter’’). The Seward & Kissel
Letter was submitted on behalf of PaineWebber Inc.,
Bear, Stearns & Co. Inc., Lehman Brothers Inc.,
Smith Barney Inc., Salomon Brothers Inc., Morgan
Stanley & Co. Inc., and Hambrecht & Quist Inc.

million gross assets standard to a
standard where issuers will be required
to have a minimum tangible net worth
in excess of $250 million or, in the
alternative, have a minimum tangible
net worth in excess of $150 million,
provided the issuer has not issued
warrants such that the aggregate original
issue price of all of the issuer’s stock
index, currency index, and currency
warrant offerings (combined with
offerings by its affiliates) listed on
Nasdaq or a national securities exchange
exceeds 25% of the issuer’s net worth,
the NASD believes that issuers will be
better able to satisfy their warrant
obligations.

Third, the NASD proposes to
implement several safeguards designed
to ameliorate any potential adverse
market impacts resulting from the
trading of index warrants. Specifically,
the listing standards provide that only
broad-based indexes can underlie index
warrants traded through the facilities of
the Nasdaq system. Sections 10 and 11
of Schedule J provide for consolidated
position and exercise limits for index
warrants on the same index on the same
side of the market and Section 12
imposes a reporting requirement for
positions of 100,000 warrants on the
same index on the same side of the
market. In addition, the listing
standards provide that the settlement
values for stock index warrants
overlying indexes with U.S. components
greater than 25 percent of the value of
the index must be determined with
reference to the opening prices of the
U.S. securities in such indexes on
valuation date as well as during the two
business days immediately preceding
valuation date.12 The NASD’s proposal
also provides for the notification to the
NASD of early exercises of stock index
warrants and disclosure of certain
trading activities by issuers in response
to such early exercises.

The proposal also imposes
requirements with respect to the
percentage weighting of a multi-country
or foreign stock index that must be
subject to an effective surveillance
sharing arrangement and establishes
procedures governing the halting or
suspension of trading in an index
warrant. The NASD believes that these
requirements will facilitate the orderly
unwinding of index warrant positions
and related cash market positions upon
the expiration of index warrants and
enhance the ability of the NASD to
surveil trading in index warrants and
related markets.

Lastly, the NASD proposes to add
Section 2(c)(2)(K) of Part III to Schedule

D of the NASD’s By-Laws that will
streamline the approval process for
index warrants. This section provides
that once a broad-based index has been
approved by the SEC to underlie an
index warrant or option, the index is
then eligible to underlie an index
warrant traded on Nasdaq without
further Commission review or approval,
provided the NASD has obtained all the
surveillance sharing agreements
mandated by the Commission. The
NASD believes that this self-effectuating
listing process for index warrants will
promote market efficiency and allow the
NASD to better meet the demands of
investors in the Nasdaq marketplace. At
the same time, the NASD does not
believe that this approval process will
compromise the protection of investors
in any way because the Commission
will already have approved the
underlying index to underlie an index
option or warrant.

Accordingly, the NASD believes the
proposed rule change is consistent with
Section 15A(b)(6) of the Act. Section
15A(b)(6) requires that the rules of a
national securities association be
designed to prevent fraudulent and
manipulative acts and practices, to
promote just and equitable principles of
trade, to foster cooperation and
coordination with persons engaged in
regulation, clearing, settling, processing
information with respect to, and
facilitating transactions in securities, to
remove impediments to and perfect the
mechanism of a free and open market
and a national market system and in
general to protect investors and the
public interest. Listing index warrants
on Nasdaq will also facilitate members
and investors desiring to trade index
warrants in a dealer environment. In
addition, the sales practice, margin, and
position and exercise limit rules, among
others, that will be applicable to index,
currency, and currency index warrants
will serve to protect investors and
promote the public interest.

B. Self-Regulatory Organization’s
Statement on Burden on Competition

The NASD believes that the proposed
rule change will not result in any
burden on competition that is not
necessary or appropriate in furtherance
of the purposes of the Act.

C. Self-Regulatory Organization’s
Statement on Comments on the
Proposed Rule Change Received From
Members, Participants, or Others

Comments were neither solicited nor
received.

III. Date of Effectiveness of the
Proposed Rule Change and Timing for
Commission Action

The NASD has requested that the
proposed rule change given accelerated
effectiveness pursuant to Section
19(b)(2) of the Act in view of the
Commission’s previous approval of
substantially identical rule changes
submitted by the other SROs.13 These
other proposals were subject to the full
notice and comment period and, in fact,
were modified partly in response to a
comment letter received on the
proposals on behalf of several large
broker-dealers.14 The NASD also notes
that the Commission has approved
amendments to every other SRO’s stock
index warrant proposal on an
accelerated basis. In addition, the NASD
notes that a number of issuers,
including Nasdaq listed companies,
have expressed an interest in listing
index warrants on Nasdaq.

Accordingly, because the NASD’s
proposed regulatory structure for index
warrants mirrors standards already
approved by the Commission for other
SROs, the NASD believes no regulatory
purpose would be served by delaying
the ability of Nasdaq to list index
warrants. Similarly, the NASD believes
that investors in The Nasdaq Stock
Market should be afforded the
opportunity to trade index warrants.
Therefore, the NASD believes that
failure to grant accelerated effectiveness
of the proposed rule change would
result in an unfair burden on
competition and regulatory confusion in
that the margin and sales practice rules
applicable to index and currency
warrants will not be uniform among
U.S. securities markets. In fact, absent
accelerated approval, customers of
NASD members who are not members of
an exchange will be subject to one
regulatory regime for warrants while
customers of members who are
exchange members will be subject to
another regime.


