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Eurex Announces Launch of US Stock
Options

The launch of US Stock Options, scheduled for September 2001, is part of the recently
announced Deutsche Borse and Eurex Global Markets Concept. In its initial phase, the
concept is based on integrating Euro-denominated US equities as well as exchange-traded
funds and stock options trading on the Xetra and Eurex electronic trading platforms,
respectively. Trades will be settled by Clearstream Banking or by its US counterpart the
Depository Trust and Clearing Corporation (DTCC) via an existing virtual link.

eurex

The Global Markets Concept links the competency of Deutsche
Borse as the leading European market for equities and index
funds, Eurex as the world's largest derivatives exchange and
Clearstream Banking as one of the world's principal settlement
organizations. The US segment represents the initial building
block of the joint Global Markets Concept. Further segments
based on the same design will be launched in a next step. High
priority on the agenda are the creation of segments based on
the Dow Jones STOXX 50°* and Dow Jones EURO STOXX 50
indexes as well as developing an Asia-Pacific segment.

On the cash market side, the “Xetra US Stars” segment will
include roughly 200 equities: all stocks contained in the Dow
Jones Industrial Average 30™, S&P 100, Nasdag 100 and Dow
Jones Global Titans 50°*. Goldman Sachs and Morgan Stanley
will act as designated US Market Experts for the US stocks in
order to provide liquidity. Unlike the concept of designated
sponsoring, US Market Experts agree to continuously quote
binding bid and ask prices with a minimum of EUR 50,000 per
quote. Baader Wertpapierhandelsbank AG, Finacor Rabe AG
and Wertpapierhandelsbank Seydler AG with their experience
as ledger brokers in the German market will support the market
in this capacity. Clearstream Banking will handle the transaction
settlement in collective safe custody, with US securities treated
like domestic securities.

On the derivatives side, Eurex will
initially list around ten options on
highly liquid US stocks including
Cisco, IBM, Intel and Microsoft.
Eurex Market Makers will provide
the necessary liquidity. As a
result, a high degree of liquidity
will be available at launch in both
the cash and derivatives markets.
Rudolf Ferscha, CEO of Eurex
and member of the Executive
Board of Deutsche Borse, com-
mented: “With the introduction
of the US segment, Eurex expands
its rapidly growing equity options
segment to cover the largest
equities market in the world.
International stock options repre-
sent an important element of the
Global Markets Concept. Our
customers will now be able to
execute trading and investment
strategies in derivatives on US
underlyings in the European time
zone." The goal of the Global
Markets Concept being to become
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continued the market leader in exchange traded US Stock Options within
the European time zone.

Dow Jones Indexes, one of the leading global index providers,
will incorporate the prices of US stocks traded on Xetra in the
Dow Jones Industrial Average 30™ and Dow Jones Global Titans
50°" index calculation. When the new Xetra US Stars segment
opens at Deutsche Borse, the DJIA will be calculated real-time
based on Xetra prices from 9:00 a.m. to 3:30 p.m. (CET), i.e.
before the US market opens. The Dow Jones Global Titans 50°*

STP on TAP!

index calculation will also reflect
the Xetra prices before trading
opens in New York. Until now,
only the closing prices of the US
stocks were included during this
time period.

For further information, please
contact Ralf Dreyer,

T +49 (0)69-21 01- 57 05, e-mail:
Ralf.Dreyer@eurexchange.com.

The futures industry has always been a lover of acronyms — it probably stems from
the mnemonics that floor traders had on their badges in the “good, old days"!
While globalization and electronic trading are the cornerstones of the industry's
future, the acronyms remain, with perhaps the concept of STP (Straight Through
Processing) currently most prominent. The principle of automated processing creat-
ing seamless, real-time order execution, matching, notification and reconciliation
has been driven by the increased Transparency, Access and Protection afforded by

electronic trading.

Transparency is evident in the order book depth and real-time
notification of trades. Open access was initially driven by Eurex,
the first exchange to stamp their DNA (Distribution, Network,
Access) on the market, although most forward thinking
exchanges have now followed its lead. Meanwhile, protection
has increased as users realize that the risk management benefits
of this new paradigm represent a major benefit that is perfectly
embodied in STP.

Transparency and Access

The Futures Industry Institute and National Futures Association recently published a
report on the, “Recommendations for Best Practices in Order Entry and Transmission
of Exchange-Traded Futures and Options Transactions”. One of the recommendations
suggested that, in order to allow clients to take full advantage of electronic access to
exchanges, in addition to distributing real-time market data, providing market depth
information to end users is critical to ensure market transparency. Allowing end users
to see where their trades could be executed would promote more efficiency in the
listed futures markets and also could increase the volume traded on the exchanges.

However, developing an electronic execution tool to gain access
to the exchanges can be costly and time consuming thus initially
increases firms' time to market and creates significant software
risk. Therefore, there are an increasing number of ISVs (Inde-
pendent Software Vendors) providing order routing software
which allow brokerage firms to offer direct access to multiple

exchanges using any TCP/IP
capable network medium, i.e. the
Internet, dedicated lines, dial-up,
LAN (local area network) or
WAN (wide area network).
Ideally, clients should be offered
the flexibility to decide which
network medium they wish indi-
vidual customers to use.

The trading functionality should
include one-click trading from
depth of market screens, multiple
exchange access on a single
screen, common order books,
average price display and pre-
execution risk control. In addition,
ISVs offer firms the opportunity
to brand (or “white label”) their
order routing software with their
own corporate logo.

Protection
ISVs currently provide software
interfaces with most back-office



systems for STP using standard ASCII file formats. However,
one of the key requirements in the development of an order
execution system is to provide sophisticated, pre-execution,
real-time risk management tools to effectively control risk expo-
sure rather than periodic or batch updates associated with file
dumps. Therefore, in order to provide real-time STP between
disparate systems, a 'middleware' product is employed to
provide a messaging transaction and routing service between
different elements of a firm's overall system and the outside
world. However, ideally there should be a fully integrated solu-
tion, with recent announcements of I1SVs working with back
office system providers suggesting this is on target.

To accomplish this, client orders are sent to a transaction server
where they pass through pre-trade risk filters that impose trading
limits for every transaction. Orders are checked against limits
established by the risk manager/clearing agent for every
account. This database should ensure that order routing time is
kept to a bare minimum whilst the pre-execution risk manage-
ment calculations are performed. Position limits are generally
set relative to an absolute number of contracts, intra-day trading
session number of contracts, contract category, exchange,
across all exchanges and/or by market value. Increasingly, client
risk limits require exposure monitoring for true risk exposure
purposes instead of rudimentary contract limits. For example,
option lot limits should be calculated using each option con-
tracts delta and intra-day net position limits should also include
the calculation of options gamma and not a simple number of
contracts.

Clearing Services

The high entrance barriers into the clearing business have meant
that there are few suppliers of either clearing services or clear-
ing technology that provide a pan-European let alone world-
wide service to end users. The clearing market has tended to be
dominated by local country banks for domestic clients and by
the bulge bracket banks for international clients.

Ideally, clients need real-time clearing services that ensure real-
time position management, mark-to-market, margining and
reporting without the batch processing gaps. All end users and
intermediaries use scenario valuation arrays to calculate initial
margin requirements for the entire portfolio at the end of each
trading day. However, the optimal solution is to revalue margin
requirements after every change in trading position or instru-
ment market price. In addition, real-time calculation of initial
margin requirements should include a real-time revaluation of
the clients deposited collateral instruments too. This allows
clients to trade more frequently, without being unable to liquid-
ate a position because their risk limits have been breached, but
also allows clearers to impose real-time monitoring and enforce
necessary limit controls.

Clients are demanding value for
money. They want the ability to
perform all the basic clearing
duties on their own sub-set of
accounts and transactions and to
operate in a real-time low cost
environment. The development
of Internet technologies has cer-
tainly provided a major impetus
to such facilities. Data from the
Capital Markets Company, shows
financial institutions worldwide
were expected to commit USD
32 billion to e-commerce devel-
opment in 2001. However, many
of these firms may be spending in
the wrong place. In 1999, an esti-
mated USD 4.4 billion was lost in
e-commerce revenues because of
inadequate investment in back-
office infrastructure. Customer-
facing elements and front-end
development are still, of course,
essential but in the emerging web
environment, the back-office is
increasingly visible to customers.

Future Developments

The ongoing saga of whether Europe sees a single

Equity Central Counterparty (ECCP) or a multitude of
individual country solutions increases the importance of

the STP issues raised. Given that an integrated counter-

party for both cash equity and equity derivative trades

allows for a maximum of margin
offset, since a direct correlation
can be made between risk posi-
tions and portfolio diversification,
the benefits of STP are com-
pounded. In addition, as the
ECCP provides netting facilities
on total daily transactions, the
intra-day cash market risk mana-
gement issues will become similar
to those on the derivative side.
Therefore, just as the derivatives
clearing houses for Eurex, LIFFE
(LCH) and Euronext (ClearNet)
are expanding their domain, so
the providers of STP for derivati-
ves now have an opportunity to
extend their expertise to the
cash side.
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continued

From a trading perspective, little has been seen of the ECN type
entities that proliferate in the US (although organizations such
as Virt-X, Instinet and POSIT may be considered in that light?).
However, as order routing facilities predominate, more market
making and broking firms on the derivatives side are looking to
capture that order flow and match the business prior to
hitting the central order book. In addition, exchanges are indi-
rectly encouraging the development of such activities by intro-
ducing more lenient crossing rules and/or block trade facilities
that facilitate trade capture. If these firms work with STP pro-
viders to perfect this process, there may be less need for smaller
organizations to become non-clearing members at the exchange.
They instead would route their orders to the “exchange ECN" as
clients of the broker. Under such a relationship the broker main-

tains more control over the entity
than they would by clearing the
firm as an NCM and therefore is
more comfortable with their risk
management.

While some may say that this
scenario is too extreme and that
perhaps some subsection of it
may eventually occur, it is fair to
say that the clearing business is
now officially “sexy” and that
STP has a major role to play in
maintaining that view.

Brendan Bradley is an independent consultant and non-executive Director at www.erivatives.com.

Comments to brendan@erivatives.com.

Eurex Repo: Training and Information Sources

7
l
O
Q
5
-
X
QL
-
S
5

Eurex Repo Publications

Eurex Repo has published valuable infor-
mation on Repo trading in a number of
flyers, brochures and rules and regulations
available to users and potentially interested
new Eurex Repo market participants. An
extract of the existing Eurex Repo infor-

mation material is shown in the table.

Eurex Repo Training

Eurex Repo offers on a regular basis system
training for potential Repo traders in
Zurich, Frankfurt and soon also in London.
The training courses are designed to allow
participants hands-on system training and

to familiarize with the basic functionality

of the Eurex Repo trading system as well

as to illustrate the fundamentals of Repo
trading.

An overview of the Eurex Repo publica-
tions, rules and regulations, training courses
and current training dates can be found on
the Eurex Repo website www.eurexrepo.
com. Publications can be downloaded
directly from the website. Training registra-
tions can also be done online.

For further information please contact the
Eurex Repo helpdesk in Switzerland,

T +41 (0)1-229-24 24,

or Germany, T +49 (0)69-21 01-80 09

or e-mail: funchelp@eurexrepo.com.



Eurex and Dow Jones Indexes

From Mike A. Petronella, Managing Director of Dow Jones Indexes

On April 23, 2001, Eurex listed futures and options on the Dow Jones Global Titans
50°" index in response to investor demands for such a global product. David E.
Moran, president of Dow Jones Indexes, said: “In licensing the index, we were look-
ing for an exchange that would bring unparalleled worldwide investor access to
futures and options based on the Dow Jones Global Titans 50°*. With over 454
million contracts traded last year and 431 market participants from 17 countries,
Eurex is by far the world's leading international derivatives exchange, and an ideal

partner for us."”

Global Titans (DJGT) and Globalization

During the 1990s, the world's stock markets were largely domi-
nated by two interrelated investment trends. The first was
superior performance by large, blue chip stocks. These market
leaders, regardless of their domicile, also were favored by inves-
tors for their perceived stability: corporate giants with financial
strength and marketplace dominance may exhibit lower volatil-
ity than their less-established competitors during periods of
market weakness.

The second trend is the move toward global markets in which
large multinational corporations play a leading role. More inves-
tors are seeking to capitalize on the benefits of investing
globally as more of the world's leading companies draw an
increasing percentage of their revenues from non-domestic
operations and as cross-border mergers and foreign investment
proliferate around the world. These trends led Dow Jones
Indexes to expand its index family by creating the world's first
global blue chip index. Dow Jones Indexes sought to create a
stock index whose components exhibit strong leadership in their
industries, global exposure, and whose stocks are highly liquid.
At the same time, the index also had to maintain broad global
diversification, low turnover, sufficient market coverage and
competitive performance.

The Dow Jones Global Titans 50°* index was developed to meet
these needs and specifications. Because the components of the
Dow Jones Global Titans 50°* index include some of the world's
best-known and well-established blue chip companies, the
index provides considerable exposure to global markets.

As of June 4, 2001, the Dow Jones Global Titans 50°* compo-
nents had a float-adjusted market value of USD 5.6 trillion,
equal to 25% of the global market's float-adjusted capitalization.
The index has also exhibited competitive performance in relation
to more broadly based global equity market indexes. The Dow
Jones Global Titans 50°" is calculated on a real-time basis, 24-
hours a day, in both USD and EUR. Price and total return histo-
ries are available in both currencies back to December 31, 1991.

Methodology

The Dow Jones Global Titans
5OSN\
benchmark designed to track the

index is an investable
performance of the world's lar-
gest multinational corporations
as an overall asset class. To be
included among the 50 corporate
giants in the index, a company
must have significant international
revenues as well as be one of the
world's 100 largest companies as
measured by free-float market
capitalization.

The selection list for the DJGT consists of the largest 100
companies with international sales in the Dow Jones
World Index ranked by free-float market capitalization,
plus all current DJGT components. The companies on the

list are ranked according to four fundamental factors:

* Assets

® Book Value

e Sales or Revenues
e Net Profit

For each company, the four fun-
damental factors are combined to
produce a fundamental ranking,
which is weighted equally with
the free-float market capitalization
rank. The result is the selection
ranking. At the annual review in
June, all companies on the selec-
tion list are sorted by overall rank
in increasing order. If a non-com-
ponent is among the top 30
stocks on the selection list, it will
replace the lowest-ranked com-
ponent in the index. If a compo-
nent is not among the top 70
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continued stocks on the selection list, then it will be replaced by the highest-
ranked non-component on the selection list. Changes become
effective with the opening of trading on the first business day in
July. The selection list is updated monthly. If a company is re-
moved from the index during the year, the highest ranked non-
component company on the current selection list will replace it.

The Dow Jones Global Titans 50°*is weighted by float-adjusted
market capitalization, rather than full capitalization, to accurately
reflect the actual number of shares available to investors.
Market capitalization of index components is reviewed quarterly.
To comply with diversification rules for mutual funds and related
products, the float-adjusted weighting of each component is
capped at 10% of the index’s total market capitalization, effec-
tive on the Monday following the quarterly share review.
During the interval to the subsequent review, a company's
weight may exceed 10% due to price fluctuations.

The Dow Jones Global Titans 50°* is quoted over a 24-hour trading cycle with a beginn-
ing and ending time of 5:15 p.m., New York time, augmented by regional closing times
for Europe and the Asia/Pacific market. These options allow index-linked products to be
priced with reasonable consistency from day to day during normal business hours in

each major region. Dow Jones
Global Titans 50°* trading quota-
tions begin when the first compo-
nent stock opens for trading in
the Asia/Pacific region.

Currently, more than USD 400
billion is invested in products
linked to Dow Jones Indexes. The
indexes in the Dow Jones Global
Index family are calculated in
real-time according to a trans-
parent, replicable methodology
that is objective and free of bias.
This methodology as well as the
rulebooks and component data
for each of the indexes can be
accessed on the Dow Jones
Indexes website http://indexes.
dowjones.com. Historical index
values and index data also are
available free of charge.

For specific questions on the Dow Jones Global Titans 50°* Index, please contact Lars Hamich at Dow
Jones Indexes, T +49 (0)69-97 14-28 90, e-mail: Lars.Hamich@dowjones.com.

For further information on the Dow Jones Global Titans 50°* Futures and Options, please contact
Christine Heyde, T +49 (0)69-21 01-56 98, e-mail: Christine.Heyde@eurexchange.com.

New Eurex Publications

All Eurex publications can be ordered by calling T +49 (0)69-21 01-15 10 or downloaded from the Eurex website www.

eurexchange.com/entrancehall/publications_en.html. Fore further information, please contact Stephanie Hammer,

T +49 (0)69-21 01-54 38, e-mail: Stephanie.Hammer@eurexchange.com.



EIC: The New Eurex Information Center

Introduction of Free-Float

Weighting for the FOX Index

Market Supervision for the a/c/e Trading

Platform now under CBOT EEX Expands its Product Range Dates in

May and June

EIC: The New Eurex Information Center

Eurex has recently launched its new online
Information Center: EIC. The EIC is an inte-
gral part of the Eurex website and gives a
consolidated overview of everything that
one needs to know to become an Eurex
member or to update existing information.
Existing members are invited to check the
EIC frequently to find out about the latest
changes e.g. to membership requirements,
rules and regulations, or reference data and
tables. The EIC always displays the most
recent application documentation and
guidelines in an online and PDF format.
Furthermore, it contains helpful links to
the Deutsche Borse Trainingscenter with
detailed descriptions of Eurex seminars,
registration and examination procedures.
The EIC contains all information related to
trading and clearing of Eurex Products,
including certain selected country specifics.
For further information, please visit the
Eurex website www.eurexchange.com/eic
or contact the Eurex Information Center,

e-mail: info@eurexchange.com

Introduction of Free-Float Weighting for
the FOX Index

HEX Helsinki Exchanges, responsible for
calculating the FOX Index, announced that,
from August 1, 2001, the weighting of the
component stocks of the FOX Index will be
calculated on a free-float basis. Also from
that date on special dividends which arise
from non-operating income, as well as any
cash dividends whose size is greater than
10% of the share price, will be included in
the calculation of the FOX Index. Further-
more, the weighting contribution of any
individual stock in the index calculation will
be limited to 10%. An updated version of
the FOX Index Guide will be published by
HEX Helsinki Exchanges on their website
www.hex.fi by August 1, 2001.

As of September 1, 2001 the name of the
FOX Index will be changed to the HEX25

Index. However, the system codes for the

Eurex options and futures on the index
(OFOX and FFOX) will remain unchanged.
Revised sections of the Eurex Rules and
Regulations reflecting the change of name
will be published.

For further information, please contact
Christine Heyde, T +49 (0)69-21 01-56 98,

e-mail: Christine.Heyde@eurexchange.com

Market Supervision for the a/c/e Trading
Platform now under CBOT

Since the start of trading in CBOT products
on the a/c/e trading platform on August 28,
2000, the Eurex Market Supervision depart-
ment has been responsible for the func-
tional supervision operations and the help-
desk. In line with the April 2000 agreement
between Eurex and CBOT, CBOT took over
from Eurex the market supervision function
related to trading CBOT products on a/c/e
on June 1, 2001.

All CBOT members trading on the a/c/e
trading platform, please note that Eurex
Market Supervision will only be available
on the usual Eurex helpline numbers to
respond to your questions related to Eurex
trading. For questions related to trading
CBOT products, please direct them to
CBOT Market Supervision in Chicago,
T +1-312-347-46 00.

Eurex Market Supervision would like to
thank all market participants trading CBOT
products on a/c/e for their confidence, and
for their highly professional cooperation
during the last 13 months, and wish them

all success in the future.

EEX Expands its Product Range

EEX European Energy Exchange is expand-
ing its range of products for the futures
market to include four so-called cascading
futures. Unlike the existing products, which
have monthly contract dates, the new
products will have terms of at least three
months and 12 months, respectively. With
the three-month and 12-month futures on

baseload and peakload blocks, EEX is

expanding its product portfolio to include
products that are used intensively in over-
the-counter (OTC) trading, and offering the
participants further instruments for flexible
trading in the energy futures market.

The 12-month futures will be launched this
summer, the three-month futures in the fall.
Baseload futures with a one-year cycle, for
example, reflect the value of a constant
delivery of one-megawatt hour of electricity
for every day of a year for up to three years
in advance. Futures with a quarterly cycle
are based on a constant delivery of elec-
tricity for up to seven quarters.

EEX admitted four new participants to trad-
ing in its futures market: e&t Energie-
handelsgesellschaft, Osterreichische Elek-
trizitdtswirtschafts AG, GEW Kéln AG and
Morgan Stanley & Co.

For more information, please contact the
EEX-Hotline, T +49 (0)69-21 01-18 90,

e-mail: eex@exchange.de.

Dates in June and July

June 18-20

FIA/FOA's 8" International Derivatives
Conference, The Savoy, London

June 21-22

FOW's 11" European Derivatives
Exhibition, The Barbican Center, London
July 10-12

MFA Managed Funds Association Forum
2001, The Plaza Hotel, New York

July 12

FIA Japan Chapter e-Conference,

Tokyo Stock Exchange Hall, Tokyo

Seminars for Private Investors
June 25-27

Kongresshaus Zurich, Zurich



Trainingscenter Training & Education Derivatives Market

Course June July
Special Courses Eurex — 28.06.2001 P 03.07.2001 L
Clearing Fundamentals
Colloquium for 30.-31.07.2001 C
Eurex Traders Examination
System Training Eurex — 09.07.2001 P
Courses Technical Training
VALUES API - 10.07.2001 L
Introduction 17.07.2001 P
Eurex — 22.06.2001 P
System Training Security
Eurex — 19.06.2001 P* 11.07.2001 L
System Training Trading 19.07.2001 P
30.07.2001 F
Eurex Bonds — 19.07.2001 L
System Training Trading
Eurex — 20.06.2001 P* 12.07.2001 L
System Training Clearing 20.07.2001 P
31.07.2001 F
Eurex Repo System Training 04.07.2001 Z2
Examinations Eurex Trader Examination 18.06.2001 H 02.07.2001 C
19.06.2001 L 03.07.2001 C
20.06.2001 L 05.07.2001 C
25.06.2001 P 16.07.2001 H
26.06.2001 P 17.07.2001 L
18.07.2001 L
30.07.2001 P
31.07.2001 P
Eurex Clearer Test 18.06.2001 L/H 05.07.2001 C
25.06.2001 C/P 16.07.2001 H/L
20.07.2001 C
30.07.2001 P
* The seminar is held in the French language C Chicago L London P Paris F Frankfurt ~H Helsinki 2 Zurich

Deutsche Borse AG, Trainingscenter, D-60485 Frankfurt am Main, Trainingscenter Hotline: T +49 (0)69-21 01-37 67
http://trainingscenter.deutsche-boerse.com, e-mail: trainingscenter@deutsche-boerse.com

Eurex Repo, Selnaustrasse 30, CH-8021 Zurich, Hotline: T +41 (0)1-229-24 24 (Switzerland)
www.eurexrepo.com, e-mail: funchelp@eurexrepo.com
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