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New York Representative Office ‘_\

45 Broadway, 12th Floor

New York, NY 10006 TOKYO
Tel: 212-363-2350 STOCK EXCHANGE
Fax. 212-363-2354

July 11, 2002

Ms. Elizabeth King

Associate Director

Office of Market Supervision
Division Of Market Regulation
Securities and Exchange Commission
450 Fifth Street, NW

Washington, DC 20549

Re: Tokyo Stock Exchange, Inc.~~Options on S&P/TOPIX 150 Index; Updated Tokyo Stock
Exchange, Inc. Options Disclosure Document; and Request for Extension of Prior No-Action
Letter

Dear Ms. King:

As a preliminary matter, we note that on November 1, 2001, Tokyo Stock Exchange
demutualized, changing its form of organization from a membership corporation to a joint stock
company and its name to “Kabushiki-gaisha To-kyo Sho Ken Tori Hiki Jo” (in English, “Tokyo
Stock Exchange, Inc.”) (hereinafter referred to as, “TSE” or the “Exchange™). As a result of
such change TSE no longer has members. Members and the non-members that had been
authorized to carry out certain trading in TSE’s markets prior to demtualization (so-called
“Special Participants™) have been replaced by various types of so-called “trading participants™
that are authorized by TSE to trade in some or all of its markets. All current Trading Participants
are authorized by TSE to trade in some or all of its markets. All current trading participants are
the same entities that, at the time of demutualization, were either members or such special
participants.

We also note that in connection with its demutualization, TSE adopted a clearing system under
which trading participants clear their transactions themselves if they have clearing status or, if
they do not have such status, clear their transactions through firms that do.

Request for No-Action Advice

The request made herein for no-action advice with respect to option contracts on the
S&P/TOPIX 150 Index ("Option Contracts™) is identical to one that was granted by the Division



of Market Regulation (“Division™) of the Securities and Exchange Commission (“Commission’)
in a No-Action Letter dated July 27, 1999 concerning other option contracts which permitted the
activities specified below with respect to equity option contracts and other index option contracts
traded on the Exchange.’ As a condition of issuance of the no-action letter requested herein,
TSE agrees to comply with the conditions of relief set fort herein and in the July 1999 No-Action
Letter.

TSE, the organization responsible for the management and surveillance of the Exchange and its
markets, on behalf of itself and any officer, director, representative or market participant of TSE
requests that the Division confirm that it will not recommend that the Commission take
enforcement action if, as described below, and subject to the terms and conditions set forth
herein, with respect to Option Contracts:

a. TSE, general trading participants (“General Trading Participants™) or those other trading
participants that are authorized by TSE to trade options on individual stocks listed on the
Exchange (“Equity Options Trading Participants™) or options on stock indexes (“Stock Index
Futures Trading Participants”)(collectively, “Trading Participants™) act to familiarize, as
contemplated by the July 1999 No-Action Letter, Eligible Broker-Dealers and Eligible
Institutions” in the United States with the Option Contracts without registering with the
Commission as broker-dealers under Section 15 of the Securities Exchange Act of 1934
("Exchange Act");

b. TSE or Trading Participants do the following, solely in connection with the satisfaction of
obligations under Exchange Act Rule 9b-1(d). without registering with the Commission as
broker-dealers under Section 15 of the Exchange Act:

! No-Action Letter dated July 27, 1999 from Robert Colby, Deputy Director, Division, Commission to Richard P.
Streicher, Loeb & Loeb LLP (the “July 1999 No-Action Letter”) which is incorporated herein by reference (copy
enclosed). On May 23, 2001, the Office of General Counsel of the Commodity Futures Trading Commission
("CFTC") issued a No-Action Letter stating that it will not recommend that the CFTC take any enforcement action
based on Sections 2(a)(1)(B), 4(a) and 12(e) of the Commodity Exchange Act if TSE futures contracts based on
S&P/TOPIX 150 Index are offered or sold in the United States. The Division recently granted certain exemptive,
interpretive and no-action relief to, among others, iShares S&P/TOPIX Stock Price Index 150 Index Fund, which is
intended to track the Index. In granting such relief the Division stated that the Index is “of sufficient size and
represent(s] liquid securities.” See, letter dated October 19, 2001 from Mr. James A. Brigagliano, Assistant
Director, Trading Practices, Office of Risk Management and Control, Division to W. John McGuire, Esq., Morgan,
Lewis & Bockius.

? To be Eligible, each such entity must meet the following standards:

a. It must be a "qualified institutional buyer" as defined in Rule 144A(a)(1) under the Securities Act of 1933
("Rule 144A" and the "Securities Act," respectively), or an international organization excluded from the definition
of "U.S. person” in Rule 902(k)(2)(vi) of Regulation S under the Securities Act, and

b. It must have had prior actual experience with traded options in the United States options market (and, therefore,
would have received the disclosure document for U.S. standardized options called for by Rule 9b-1 under the
Exchange Act, i.e., the Options Disclosure Document ("ODD")).



i. ATSE chresentative3, a Trading Participant, or an Eligible Broker-Dealer provides the
enclosed updated TSE Disclosure Document, dated March 2002
("Updated Disclosure Document™)* to an Eligible Broker-Dealer and the Trading
Participant effects transactions in the Option Contracts with or for that Eligible
Broker-Dealer pursuant to Rule 15a-6(a)(4) under the Exchange Act;

ii. A TSE Representative furnishes an Updated Disclosure Document to an Eligible
Institution, or a Trading Participant furnishes an Updated Disclosure Document to an
Eligible Institution in response to an otherwise unsolicited inquiry concerning the Option
Contracts, and the Trading Participant effects transactions in the Option Contracts with or
for that Eligible Institution pursuant to Rule 15a-6(a)(1) under the Exchange Act;

c. TSE does not, as contemplated by the July 1999 No-Action Letter, register with the
Commission as a clearing agency under Section 17A of the Exchange Act;

d. TSE does not, as contemplated by the July 1999 No-Action Letter, register with the
Commission as a national securities exchange under Section 6 of the Exchange Act; and

e. An Eligible Broker-Dealer, TSE Representative, or Trading Participant furnishes the Updated
Disclosure Document to an Eligible Broker-Dealer or Eligible Institution before the Eligible
Broker-Dealer or Eligible Institution effects a transaction in the Option Contracts subject to
continuing compliance with all the terms and conditions of the July 1999 No-Action Letter
except: (1) as modified by this letter; (ii) that the TSE Disclosure Document referred to in the
July 1999 No-Action Letter shall mean the Updated Disclosure Document; and

(iil) that TSE furnishes the Division, at least 30 days prior to the date definitive copies are
furnished to Eligible Broker-Dealers or Eligible Institutions, with a copy of any amendment
made to the Updated Disclosure Document because the information contained in that
document becomes or will become materially inaccurate or incomplete, or because there is
or will be an omission of material information necessary to ensure that the document is not
misleading.

TSE also requests confirmation that (1) the furnishing of the Updated Disclosure Document by a
TSE Representative, by a Trading Participant, or by an Eligible Broker-Dealer, in each case, to
an Eligible Broker-Dealer or Eligible Institution will satisfy the obligation under Rule 9b-1 of the

? These are the representatives in TSE’s office located in New York City or outside the United States as described
in the July 1999 No-Action Letter. ).

* In connection with the issuance of the July 1999 No-Action Letter, the Division reviewed a TSE Disclosure
Document “TOKYO STOCK EXCHANGE (T@-KYY SHZ KEN TORI HIKI JO) SPECIAL
CHARACTERISTICS AND RISKS OF TOKYO STOCK EXCHANGE EQUITY OPTIONS AND STOCK

INDEX OPTIONS”. Such TSE Disclosure Document was thereafter amended by TSE and reviewed by the Division.
The last such amended TSE Disclosure Document reviewed by the Division as to which the Division advised us it
had no objections to its distribution, is dated October 30, 2000. (Copy enclosed). The Updated Disclosure
Document updates and changes relevant information in the October 30, 2000 TSE Disclosure Document.



Exchange Act to furnish an ODD before accepting an order from a customer to purchase or sell
the Option Contracts, and (2) that neither the furnishing of the Updated Disclosure Document to
an Eligible Broker-Dealer or Eligible Institution by TSE or by a TSE Representative, nor the
furnishing of the Updated Disclosure Document by a Trading Participant to an Eligible
Broker-Dealer or, in response to an unsolicited inquiry concerning Option Contracts to an
Eligible Institution, will constitute either solicitation or the provision of a research report as those
terms are used in Rule 15a-6 under the Exchange Act.

Finally, since TSE has changed its form of organization and the Regular Members and Special
Participants, as defined in the July 1999 No-Action Letter, have been replaced with Trading
Participants, TSE requests that the Division advise TSE that the relief granted by the July 1999
No-Action Letter to Tokyo Stock Exchange and its officers, directors, representatives and market
participants extends and applies to Tokyo Stock Exchange, Inc. and its officers, directors,
representatives and market participants as if (a) Tokyo Stock Exchange, Inc. was referred to in
the July 1999 No-Action Letter in place of Tokyo Stock Exchange, and (b) Trading Participants
were referred to in the July 1999 No-Action Letter in place of such Regular Members and
Special Participants. The factual basis and representations for our request that such relief so
extend and apply are the same as set forth in the July 1999 No-Action Letter, except as indicated
herein.

Regulatory Background

TSE is one of the largest stock exchanges in the world and is the principal exchange for Japanese
stocks. TSE is a joint stock company established in accordance with the Securities and

Exchange Law of Japan (Law No. 25 of 1948, as amended) (the “Securities and Exchange Law™).
At present, the only stockholders of TSE are General Trading Participants. TSE is licensed to act
as a stock exchange by the Prime Minister of Japan pursuant to a license initially granted by the
Minister of Finance of Japan under the Securities and Exchange Law. As a licensed stock
exchange TSE is authorized to trade stocks, bonds, fixed income derivative products and equity
derivative products. The equity derivative products authorized for trading include futures and
options on stock indexes and options on equities. Under the Securities and Exchange Law, the
Prime Minister has supervisory authority over all stock exchanges in Japan. The Prime Minister
is empowered to regulate stock exchanges. Among other things, the Prime Minister is authorized
to grant licenses to stock exchanges, to approve their Constitutions, Business Regulations, and
Brokerage Agreement Standards, and to approve the faimess and efficiency of transactions in
options contracts on stock indexes and equities. The Prime Minister has delegated the authority
referred to above, other than the authority to grant licenses to stock exchanges, to the
Commissioner of the Financial Services Agency.

Under the Securities and Exchange Law, only stock corporations registered by the Prime
Minister may engage in the securities business. Only such Japanese securities companies, and
foreign securities companies registered by the Prime Minister pursuant to the Securities and
Exchange Law and to the Law Concerning Foreign Securities Firms, can become Trading
Participants.



























