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Standards Proposal for Options
Background
Since the decision by SMPG not to implement the Corporate Actions Option Numbering Market Practice for November 2008, SMPG has continued to develop and review new proposals to address this continuing issue.

At the September 2008 SMPG meeting, the group reached a general agreement that improvements need to be made and that the SMPG should make a new proposal in this direction.  The revised proposal was reviewed on the SMPG telco of 15th January.  

The focus of this proposal is to diminish the risk associated with mismatched or misinterpreted corporate actions responses in which just the option number and option type are returned for events that contain multiple instances of the same option type.  The recommendations apply to the Cash and Securities option types as these option types account for more than half of corporate actions events announced.
Further at the May 2009 SMPG meeting, the group decided that the retention of the Corporate Action Option Number element should be eliminated, as this is the element that would continue to be assigned differently and inconsistently for corporate action options. No matter how much additional information regarding the option is provided, STP still will not be achieved if the option number returned is incorrect. Therefore SMPG proposes that the core information regarding the option will be provided in notifications and, as outlined in the table below, is to be returned in instructions to identify corporate action options for multiple instances of the Cash and Securities option types.
Please review and discuss with your NMPG for final decision by the next scheduled SMPG telco of 27th May and determine whether your NMPG can endorse this revised proposal.   If the proposal is approved, SMPG will submit a change request for SR2010 to remove the Corporate Action Option Number element from the ISO 15022 messages and this element will not be reverse engineered into the ISO 20022 messages and will confirm a date for implementation (November 2010 has been proposed).
If the proposal is not approved, SMPG will discontinue any further work on this topic and the situation will remain as it is today.

Proposal
Return of information in addition to the option type apply only to events that contain multiple instances of the same option type (e.g., more that one Cash or Securities option).  
For events with only one instance of each option type, the option type can be returned without any additional information.
No rules for sequencing of options are required when multiple instances of the same option type are used.  However, markets can agree though on appearances in messages rules such as issuer default first or the order in which the options were announced by the Depository, followed by Intermediary Announced options.

Guidelines for the Return of Information in Addition to the Option Type for Multiple Instances of the Same Option Type:

For multiple instances of the Cash option:

	Information to be Returned in Addition to the Option Type 

	Presence

	Currency
	Mandatory

	Price
	Return if the options cannot be distinguished by currency only.  

Example, for Dutch Auction events, for ‘Price to be specified (TSBP)’ option, the price must be returned.

	Rate
	Return if the options cannot be distinguished by currency only.  
Example, tax rate.

	Option Features (examples, proration, odd lot preference)
	Return if present in the option sequence received


For multiple instances of the Securities option:

	Information to be Returned in Addition to the Option Type 

	Presence

	Security ID
	Mandatory

	Price
	Return if the options cannot be distinguished by security ID only.  

	Rate
	Return if the options cannot be distinguished by security ID only.  


Additional Business Elements Needed in Corporate Actions Messages to Support Proposal:

The following change requests for SR2010 have been prepared by SMPG.

· In the Corporate Action Notification, the indication that options are Issuer, Depository or Intermediary Announced options.

-     In the Corporate Actions Instruction, the presence of applicable Rates and Prices

-     In the Corporate Actions Instruction, the indication of Option Features 
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