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SMPG Decision regarding the Corporate Actions Options Core Information to be Returned in Instructions

At a final teleconference on 29th May 2009, SMPG was unable to reach consensus to implement the Standards Proposal for Options, Revised Draft, dated 7th May 2009.  As stated in this draft, as the proposal was not approved, SMPG will discontinue any further work on this topic and the situation will remain as it is today.
As a consequence, the account owner will continue as before to maintain cross-reference tables for option numbers and option types to facilitate the sending of corporate actions instruction responses according to what was received from its servicer.

As a reminder, the current market practice rules for option numbering in the MT 564 remains therefore as follows:
1) The option numbers should always start from 001.

2) Increment by the unit (“1”) should be the rule (i.e. do not skip numbers).

3) Only numeric characters should be used (no alpha characters).

4)  The option numbers and options order should be kept throughout the life cycle of the event (between account servicer and account owner).

Important  note:  If an option is dropped during the life cycle of the event, the numbering should NOT be modified (i.e. rule 4 always prevails on rule 2).

History and Background

The first discussion took place in April 2006 in Stockholm; since then SMPG has continuously tackled the issue of different combinations of option numbers and option types until June 2009.  
Various approaches were discussed and considered including:
· structuring the order of the appearance of option types (several tries)

· assigning fixed option numbers to each option type

· relying of the consistent return of core corporate action event information in corporate action instructions
While the attempts at agreeing on a solution in total were unsuccessful, SMPG did progress further the issue, in the last proposed attempt, by focusing on and realizing that the issue exists in terms of multiple instances of the same option type, focusing on the most common multiple option types are Cash and Securities and realizing that the proposed solution should aim to achieve as much STP while realizing that STP for some complex corporate actions events might not be possible.
At this stage, and in view of the time that has already been spent on the topic, it is important for the SMPG to conclude its work in order to be able to continue giving clear directions to the market. It is indeed unacceptable to leave this issue undecided for any further duration.
However, from the SMPG discussions, the identification of the source of the option was judged to be valuable and SMPG has submitted a change request for SR 2010 to incorporate this information into the ISO corporate actions messages.
Specific Feedback Provided by Countries

Austria

The Austrian market votes against the elimination of the Corporate Action Option Number element because this would cause problems in the downstream systems.
Luxembourg
The group agreed to keep the current logic.

And mentioned these additional points:

- some mapping tables for the different correspondents will anyway be needed as the option types can differ from one servicer to another:

sometimes for good reasons  (e.g. service for selling of rights), sometimes for less good reasons (2 servicers not aligned on CAOP).

- certain events (offers and defaults) are so complex that it will not be always possible to distinguish between the different options via the means of the proposal.  In such case the numbers will continue to be a great help from the instruction process onwards (e.g. events with 17 options like for the Argentinean debt restructuring), i.e. in such case you do not want that the customer explains in the narrative which option he actually wants but prefer the simplicity of the option number.

UK and Ireland
The UK & Ireland NMPG does not support this proposal for the following reasons:

   It is possible to have corporate actions in the UK/Ireland with over

   forty options, examples include JJB Sports tender offer. To

   differentiate the options with numbers is more simple to handle. Thus

   maintaining STP processes.

   Custodians are finding it rare for clients to have an issue with options

   being numbered.

   Single Platform Custody will operate using option numbers which are set

   by the Issuer Agents through the new ISO 20022 messages.

   Cost of development outweighs the possible benefits.

   Not sure why clients have difficulty replicating the event in the same

   manner as it is announced. For supplementary options which are not

   Issuer announced e.g. sale of rights, these should come after the Issuer

   Agent announced options.

France
Reasons why FR CA NMPG did not reach an agreement on the option numbering removal.

1) On the client side, as previously outlined by Jean-Pierre KLAK, French institutions can not get rid of this number at this stage, should it be the depositary/provider number or its own number

2) On the market side, two opposites views

a. One side, those who are already full STP for the CA workflow with option numbers (564/565/566) and who do not see the incentive or added-value to change a system who’s working good

b. On the other side, those who are not already STP and would like to, but are waiting for a clear decision on this subject before to invest

3) On the technical side, we had issues about the fact replacing a number (i.e. a key) by unambiguous elements (i.e. attribute) is conceptually the same. If we forget the formal objection (no respect of third normal form), we agreed on the fact that, from an IT point of view, it will lead to modifications of our database’s physical model with no added value.

4) On the fact that identifying an option by its attributes would be better than by its key, we did not reach an agreement too, especially after studying a Canadian “scheme of arrangement” event with 17 options. If we hadn’t the option number in this case, it would be perhaps more risky than today.
Following this subject since the beginning, we know all the efforts that have been done to find a better solution and we thank the community for that. Unfortunately we think that one today is worth than two tomorrow. Do not change anything.
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