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8 The CBOE represents that the FSE makes this
adjustment because German companies usually pay
their dividends only once per year (generally in
June or July). If not adjusted, the annual dividend
payment would result in a significant drop in the
value of the Index at the time when the dividends
are paid. As a result, the CBOE represents that the
FSE calculates the dividend adjustment such that
share prices reflect full dividend reinvestment. As
calculated by the FSE, adjustments are made by
multiplying each stock’s capitalization by an
adjustment factor (related to the amount of the
dividend) that is particular to each stock. The
resulting ‘‘adjusted’’ capitalization for each of the
30 stocks is summed and divided by the base date
capitalization.

9 The FSE also multiplies the ratio of
capitalization (current capitalization divided by
base date capitalization) by the ‘‘chain index
factor.’’ The FSE employs the ‘‘chain index factor’’
to reflect all previous dividend and capitalization
adjustments made during the year. In this manner,
continuity in the value of the Index is maintained
despite changes in the shares and rescaling of the
individual adjustment factors back to one. 10 See CBOE Rule 12.3.

11 See Securities Exchange Act Release No. 35178
(December 29, 1994), 60 FR 2409 (January 9, 1994)
(notice of File No. SR–CBOE–94–34).

12 15 U.S.C. 78f(b)(5) (1988).

Maintenance

The Index is maintained by the FSE.
The value of the Index is calculated by
the FSE and disseminated over Reuters
News Service, among others.

In order to maintain continuity of the
value of the Index, the FSE adjusts the
Index to reflect certain events relating to
the component stocks. For example, the
FSE adjusts the Index value to reflect
cash dividends paid on the component
securities.8 An adjustment is also
applied by the FSE whenever a
company issues new shares for which
the shareholders have preemptive
rights, or when other intra-year events,
such as mergers and spinoffs, occur.

The number of listed shares of each
stock used in the calculation of the
value of the Index is updated by the FSE
annually in September. At that time, the
adjustment factors mentioned above,
which reflect the dividend payments
and/or intra-year adjustments, as
rescaled to one, with an additional
adjustment made to maintain continuity
in the value of the Index.9

In addition, the composition of the
Index is reviewed periodically by the
FSE. It is the FSE’s policy not to alter
the composition of the DAX Index
unless a stock fails to meet certain
criteria, e.g., market capitalization and
trading volume. Replacements are
usually made from a list of substitute
stocks. If it is not possible to substitute
a stock from the same industry group, a
stock from another industry may be
substituted.

Index Warrant Trading

The proposed warrants will be direct
obligations of their issuer subject to
cash-settlement in U.S. dollars, and
either exercisable throughout their life
(i.e., American-style) or exercisable only
immediately prior to their expiration

date (i.e., European-style). Upon
exercise, the holder of a warrant
structured as a ‘‘put’’ will receive
payment in U.S. dollars to the extent
that the DAX Index has declined below
a cash settlement value specified at the
time of issuance. Conversely, upon
exercise, holders of an Index warrant
structured as a ‘‘call’’ will receive
payment in U.S. dollars to the extent
that the DAX Index has increased above
a cash settlement value specified at the
time of issuance. Index warrants that are
‘‘out-of-the-money’’ at the time of
expiration will expire worthless.

Warrant Listing Standards and
Customer Safeguards

CBOE Rule 31.5(E) sets forth the
guidelines applicable to listing index
warrants based on established foreign
and domestic stock indexes. The
warrant issues based on the DAX Index
will conform to the listing guidelines
under Rule 31.5(E) which provide that:
(1) The issuer shall have assets in excess
of $100,000,000 and otherwise
substantially exceed the size and
earnings requirements in Rule 31.5(A);
(2) the term of the warrants shall be for
a period ranging from one to five years
from date of issuance; and (3) the
minimum public distribution of such
issues shall be one million warrants,
together with a minimum of 400 public
holders and have an aggregate market
value of at least $4 million.

Because index warrants are derivative
in nature and closely resemble index
options, the CBOE will also require that
DAX Index warrants be sold only to
customers whose accounts have been
approved for options trading pursuant
to Exchange Rule 9.7. The suitability
standards of Exchange Rule 9.9 apply to
recommendations in Index warrants.
Further, the Exchange will require that
customer positions in DAX Index
warrants be subject to the margin
requirements applicable to options.10

In addition, Exchange Rule 30.50,
Interpretation .04 requires that the
standards of Rule 9.10(a) regarding
discretionary orders be applied to Index
warrants. This rule requires a branch
office manager or registered options
principal to approve and initial a
discretionary order in Index warrants on
the day entered. Prior to the
commencement of trading of Index
warrants, the Exchange will distribute a
circular to its membership calling
attention to certain compliance
responsibilities when handling
transactions in Index warrants. The
Exchange will submit a draft of the
circular to the Commission staff for

approval prior to distribution to
members.

On September 28, 1994, the Exchange
submitted for Commission approval,
proposed rule changes governing
customer protection and margin
requirements for stock index warrants,
currency index warrants, and currency
warrants, and position limits for stock
index warrants.11 The Exchange
represents that DAX Index warrants
issued subsequent to approval of those
proposals will be subject to the new
rules.

Surveillance

The Exchange expects to apply its
existing index warrant surveillance
procedures to DAX Index warrants. The
Exchange has a market surveillance
agreement with the FSE. The Exchange
represents that this agreement will
enable the Exchange to carry out its
regulatory responsibilities with respect
to the surveillance of trading in the
stocks comprising the Index.

In addition, the German legislature
recently adopted new laws that
criminalize insider trading and provide
for the creation, on or around January
1995, of an independent securities
regulatory authority. The Exchange
believes that these developments will
facilitate Commission approval of
warrant trading based on the DAX Index
because they will enhance the
surveillance of trading in the stocks
comprising the Index.

The Exchange believes that the
proposed rule change is consistent with
Section 6 of the Act, in general, and
furthers the objectives of Section 6(b)(5)
of the Act,12 in particular, in that it is
designed to prevent fraudulent and
manipulative acts and practices and to
promote just and equitable principles of
trade, and is not designed to permit
unfair discrimination between
customers, issuers, brokers, or dealers.

(B) Self-Regulatory Organization’s
Statement on Burden on Competition

The Exchange does not believe that
the proposed rule change will impose
any inappropriate burden on
competition.

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

Written comments on the proposed
rule change were neither solicited nor
received.


