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Dcar Ms. Webb and Mr. Katz:

The Board of Trade of the City of Chicago, Inc. (“CBOT®”) appreciates the opportunity
to comment on the jointly proposed rules of the Commodity Futurcs Trading Commission
(“*CFTC) and the Securities and Exchange Commission (“SEC™) (collectively,
“Commissions”) with regard to cash settlement procedurcs and regulatory halt
requirements for security futures products.

The Commodity Futures Modernization Act of 2000 (“CFMA™) requires that security
futures products comply with listing standards that meet defined criteria. These criteria
include a requirement that trading in a sccurities futures product not be readily
susceplible to price manipulation, and a requirement that the market have procedures for
coordinated trading halts with markets on which the underlying security or any related
security is traded. The Commissions’ proposed rules arc designed to implement these
requirements.

Proposed SEC Rule 6h-1(b) and (¢) and CFTC Rule 41.25(b)(1) and (2) would require
the final seltlement price of a cash-settled security futures product to fairly reflect the
opening price of the underlying sccurity if based on a single securily, and the opening
prices of the underlying securities, if based on a narrow-based security index. If opening
prices were not available, the rules would permit the final settlement price to fairly reflect
the prices of the underlying securities duriny their most recent regular trading sessions.
Proposed SEC Rule 6h-1(f) and CFTC Rule 41.25(b)(3) would provide cxchanges with
the opportunity to apply for an exemption from the application of these rules. The CBOT
agrees with the approach to (inal settlement prices presented in proposed SEC Rule Gh-1
and CFTC Rulc 41.25.

Proposed SEC Rule 6h-1(d) and CFTC Rule 41.25(a)(2)(i) would require that trading on
a security futures product based on a single security be haltcd during the time that a news
pending or a circuit breaker regulatory halt is in effect at the listing market for the
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underlying security. Proposed SEC Rule 6h-1(e) and CFTC Rule 41.25(a)(2)(11) would
require that trading on a securily fulures product based on a narrow-based security index
be halted during the time that a news pending or a circuit breaker regulatory halt is in
effect for one or more undcerlying sccuritics that constitute 30 percent or more of the
market capitalization of the narrow-based security index.

Without addressing the merits of regulatory trading halts, the CBOT agrees that trading in
a security fitures product based on a single security should be halted when trading in the
underlying securily is subjcct to a regulatory halt. However, the CBOT does not agree
that trading in a security futures product based on a narrow-based security index must be
halted in all circumstances wherc there has been a halt in trading in one or more of the
underlying securities that constitute at least 30 percent of the index’s capitalization.

Trading halts in CBOT® Dow Jones Industrial AverageSM Index, CBOT® mini-sized
DowSM, CBOT® Dow Jones Transportation Avecrage™™ index, CBOT® Dow Jones
Utilities AverageSM Index and CBOT® Dow Jones Composite AverageS™ Index’ futures
contracts are coordinated with trading halts of the underlying stocks listed for trading in
the primary sccuritics market. However, trading is not halted in these futures producis
unless there has been an exchange-wide circuit breaker trading halt in the primary market
for the securitics.

The Commissions have attempted to distinguish trading halts affecting such broad-based
indices by stating that it is unlikely that ncws pending regulatory halts would be
simultancously imposed in securities representing a significant portion of the mdex.
However, as the Commissions have acknowledged, there may be simultaneous news
pending regulatory halts affecting several of the secunties constituting a narrow-bascd
index. Consequently, the Commissions have proposed that trading be halted in security
[utures products based upon a narrow-hased index, not only when there has been 4
market-wide trading halt in the primary sccuritics market, but alse 1f trading halts have
been imposed upon sccurities constituting 30 percent of the market capitalization of the
index.

The CBOT believes that a 30 percent threshold is too low. Given the frequency of news
pending regulatory halts, and depending upon the number of securilies in a particular
narrow-based index, the number of times that the 30 percent threshold may be tnggered
could be very disruptive to the security futures market.

' Dew”, “T'he Dow™, “Dow Jones”, “Dow Jones Industrial Average”, “DIJIA”, “Dow Jones Utility
Average,” “DIUA”, “Dow Jones Transportation Average”™, “DJTA", “Dow Jones Compositc Average” and
“DICA” are service marks of Dow Jones & Company, Inc. and have been licensed for usce for cerlain
purpuscs by the CBOT. The CBOT’s futures and futures option contracts based on Dow products are not
sponsored, endoised, sold or promoted by Dow Jones, and Dow Jones makes no tepresentation regarding
the advisability of trading in such products.
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When trading in futurcs on a broad-based index is halted as a result of an exchange-wide
halt in the relevant securities market, such futures trading resumes only when at lcast 50
percent of the securities underlying the index, by market capitalization, have reopened for
trading.

A trading halt in a security futures product bascd on a narrow-based index would only be
warranted when trading has been halted in a large percentage of the underlying securities.
The proposcd 30 percent threshold is too small a percentage to justify the disruption that
it would inflict upon the futures market. If the Commissions are going to require a halt
based upon halts in a specified percentage of the underlying securities, short of an
exchange-wide halt, the CBOT recommends that the threshold should he no lower than
50 percent of an index’s capitalization. This threshold would be consistent with the
threshold required for reopening futures trading on a broad-based index following a
market-wide halt.

The CBOT would like to thank the Commissions’ for the opportunity to comment on
their proposed rules addressing cash settlement and regutatory halt requirements for
security futures products.

Sincerely,

Dgymtale‘



