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RAN-05-53 
 August 9, 2005 

 
TO:   All OTP Holders and OTP Firms 
   ETP Holders and Sponsored Participants 
    
FROM:  Department of Regulatory Policy 
 
SUBJECT: Adoption of Generic Listing Standards for Index-Linked 

Securities 
 (File No. SR-PCX-2005-63) 
 
On April 28, 2005, the Pacific Exchange, Inc. (“PCX” or “Exchange”) filed with the 
Securities and Exchange Commission a proposed rule change to amend PCXE Rule 5.2(j) 
to adopt generic listing standards for Index Linked Securities.  On July 25, 2005 the 
Exchange filed Amendment No. 1 to the proposed filing.  On August 3, 2005 the 
Exchange filed Amendment No. 2 to the proposed filing.  The Commission approved the 
proposed rule filing on August 9, 2005. 
 
The following is the text of the rule change.  Questions regarding this bulletin may be 
directed to Steven Matlin at (415) 393-4084. 
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Text of the Proposed Rule Change
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PCX Equities, Inc. 

 
Rule 5 

Listings 
 

Text of the Proposed Rule Change 
 
 

Rule 5.2(a) – (i) – No change.  
 

Rule 5.2(j)(1) – (5) – No Change.  
 

Index–Linked Securities 
 

                                                 
1  New text is underscored; deleted text is in brackets. 



 

Rule 5.2(j)(6). Index-linked securities are securities that provide for the payment 
at maturity of a cash amount based on the performance of an underlying index or indexes.  
Such securities may or may not provide for the repayment of the original principal 
investment amount.  The Corporation may submit a rule filing pursuant to Section 
19(b)(2) of the Securities Exchange Act of 1934 (“Act”) to permit the listing and trading 
of index-linked securities that do not otherwise meet the standards set forth below in 
paragraphs (a) through (k).  The Corporation will consider for listing and trading pursuant 
to Rule 19b-4(e) under the Act, index-linked securities provided: 
 

(a) Both the issue and the issuer of such security meet the criteria set forth above 
in “General Criteria,” except that the minimum public distribution shall be 1,000,000 
units with a minimum of 400 public holders, except, if traded in thousand dollar 
denominations, then no minimum number of holders. 

 
(b) The issue has a minimum term of one (1) year but not greater than ten (10) 

years. 
 
(c) The issue must be the non-convertible debt of the issuer. 
 
(d) The payment at maturity may or may not provide for a multiple of the positive 

performance of an underlying index or indexes; however, in no event will payment at 
maturity be based on a multiple of the negative performance of an underlying index or 
indexes. 

 
(e) The issuer will be expected to have a minimum tangible net worth in excess of 

$250,000,000, and to otherwise substantially exceed the earnings requirements set forth 
in PCXE Rule 5.2(c).  In the alternative, the issuer will be expected: (i) to have a 
minimum tangible net worth of $150,000,000 and to otherwise substantially exceed the 
earnings requirement set forth in PCXE Rule 5.2(c), and (ii) not to have issued securities 
where the original issue price of all the issuer’s other index-linked note offerings 
(combined with index-linked note offerings of the issuer’s affiliates) listed on a national 
securities exchange or traded through the facilities of Nasdaq exceeds 25% of the issuer’s 
net worth.  

 
(f) The issuer is in compliance with Rule 10A-3 under the Act.  
 
(g) Initial Listing Criteria─ Each underlying index is required to have at least ten 

(10) component securities.  In addition, the index or indexes to which the security is 
linked shall either (1) have been reviewed and approved for the trading of options or 
other derivatives by the Commission under Section 19(b)(2) of the Act and rules 
thereunder and the conditions set forth in the Commission’s approval order, including 
comprehensive surveillance sharing agreements for non-U.S. stocks, continue to be 
satisfied, or (2) the index or indexes meet the following criteria: 
 

(i)Each component security has a minimum market value of at least $75 
million, except that for each of the lowest weighted component securities in the 



 

index that in the aggregate account for no more than 10% of the weight of the 
index, the market value can be at least $50 million; 
 

(ii) Each component security shall have trading volume in each of the last 
six months of not less than 1,000,000 shares, except that for each of the lowest 
weighted component securities in the index that in the aggregate account for no 
more than 10% of the weight of the index, the trading volume shall be at least 
500,000 shares in each of the last six months; 
 

(iii) In the case of a capitalization weighted index or modified 
capitalization weighted index, the lesser of the five highest weighted component 
securities in the index or the highest weighted component securities in the index 
that in the aggregate represent at least 30% of the total number of component 
securities in the index, each have an average monthly trading volume of at least 
2,000,000 shares over the previous six months; 
 

(iv) No underlying component security will represent more than 25% of 
the weight of the index, and the five highest weighted component securities in the 
index do not in the aggregate account for more than 50% of the weight of the 
index (60% for an index consisting of fewer than 25 component securities); 
 

(v) 90% of the index’s numerical value and at least 80% of the total 
number of component securities will meet the then current criteria for 
standardized option trading set forth in PCX Rule 5.3;  
 

(vi) Each component security shall be an Act reporting company which is 
listed on a national securities exchange or is traded through the facilities of 
Nasdaq and reported national market system securities; and  
 

(vii) Foreign country securities or American Depository Receipts 
(“ADRs”) that are not subject to comprehensive surveillance agreements do not in 
the aggregate represent more than 20% of the weight of the index. 
 
(h) Continued Listing Criteria─ (1) The Corporation will commence delisting or 

removal proceedings (unless the Commission has approved the continued trading of the 
subject index-linked security), if any of the standards set forth above in paragraph (g)(2) 
are not continuously maintained, except that:  
 

(i) the criteria that no single component represent more than 25% 
of the weight of the index and the five highest weighted components in the 
index can not represent more than 50% (or 60% for indexes with less than 
25 components) of the weight of the Index, need only be satisfied for 
capitalization weighted, modified capitalization weighted and price 
weighted indexes as of the first day of January and July in each year;  

 



 

(ii) the total number of components in the index may not increase 
or decrease by more than 33-1/3% from the number of components in the 
index at the time of its initial listing, and in no event may be less than ten 
(10) components;  

 
(iii) the trading volume of each component security in the index 

must be at least 500,000 shares for each of the last six months, except that 
for each of the lowest weighted components in the index that in the 
aggregate account for no more than 10% of the weight of the index, 
trading volume must be at least 400,000 shares for each of the last six 
months; and 

 
(iv) in a capitalization-weighted index or modified capitalization 

weighted index, the lesser of the five highest weighted component 
securities in the index or the highest weighted component securities in the 
index that in the aggregate represent at least 30% of the total number of 
stocks in the index have had an average monthly trading volume of at least 
1,000,000 shares over the previous six months. 

 
(2) In connection with an index-linked security that is listed pursuant to 

paragraph (g)(1) above, the Corporation will commence delisting or removal 
proceedings (unless the Commission has approved the continued trading of the 
subject index-linked security) if an underlying index or indexes fails to satisfy the 
maintenance standards or conditions for such index or indexes as set forth by the 
Commission in its order under Section 19(b)(2) of the Act approving the index or 
indexes for the trading of options or other derivatives. 

 
(3) The Corporation will also commence delisting or removal proceedings 

(unless the Commission has approved the continued trading of the subject index-
linked security), under any of the following circumstances: 
 

(i) if the aggregate market value or the principal amount of the 
securities publicly held is less than $400,000; 

 
(ii) if the value of the index or composite value of the indexes is no 

longer calculated or widely disseminated on at least a 15-second basis; or 
 

(iii) if such other event shall occur or condition exists which in the 
opinion of the Corporation makes further dealings on the Corporation 
inadvisable. 

 
(i) Index Methodology and Calculation─ (i) Each index will be calculated based 

on either a capitalization, modified capitalization, price, equal-dollar or modified equal-
dollar weighting methodology. (ii) Indexes based upon the equal-dollar or modified 
equal-dollar weighting method will be rebalanced at least quarterly. (iii) If the index is 
maintained by a broker-dealer, the broker-dealer shall erect a “firewall” around the 



 

personnel who have access to information concerning changes and adjustments to the 
index and the index shall be calculated by a third party who is not a broker-dealer. (iv) 
The current value of an index will be widely disseminated at least every 15 seconds. (v) 
If the value of an index-linked security is based on more than one (1) index, then the 
composite value of such indexes must be widely disseminated at least every 15 seconds.  
 

(j) Surveillance Procedures. The Corporation will implement written surveillance 
procedures for index-linked securities, including adequate comprehensive surveillance 
sharing agreements for non-U.S. securities, as applicable. 
 

(k) Index-linked securities will be treated as equity instruments. 
 
Rule 5.2(k) – (n) – No change. 

 
 

 * * * 
 


