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Best Practice Statement:

Documenting Exercise of Option Transactions 
Purpose

The purpose of this Best Practice Statement is to confirm the procedures for documenting notice of exercise of Option Transactions governed by ISDA documentation and to make clarifying recommendations with respect to confirming exercise of Option Transactions.
Current State

· While oral exercise of cash-settled Option Transactions is effective under ISDA documentation, that documentation in most cases requires written confirmation of oral exercise.  In most cases, however, the provisions on notice state that failure to provide written confirmation will not affect the validity of the oral notice received. 
·  In the case of physically-settled Option Transactions, the market practice is not as well-settled.  For example, some counterparties issue a written notice confirming an exercise that references the related Confirmation while others issue a new Confirmation upon exercise.
· The relevant ISDA definitional booklet  governing an Option Transaction may specify different or additional terms and conditions relating to exercise and should be consulted for alternative or supplementary requirements.   It is accepted market practice that the relevant ISDA definitional booklet will be incorporated by reference into the related Confirmation for an Option Transaction.

Commentary

· The ISDA Master Agreement governing an Option Transaction contains information regarding the effectiveness of notices and may also include specific additional requirements bi-laterally agreed to between the counterparties. 
Certain ISDA definitions provide an explicit Procedure for Exercise (for example the 2000 ISDA Definitions) that includes the requirement that the Buyer deliver a written confirmation of notice of exercise unless the parties have agreed otherwise in the governing Transaction Confirmation.  
· As to specific products, practice may vary and specific ISDA definitional booklets may apply.   As a matter of primary importance, it should be noted that the specific terms and the conditions for exercise of an Option Transaction are set out in the Confirmation governing that Transaction. This Best Practice Statement shall not affect, modify or supersede the related Confirmation and any other documentation between the parties unless the provisions of this Best Practice Statement are included in such terms and conditions.  

· Confirming the exercise of Option Transactions may be subject to regulatory requirements in some jurisdictions.   This Best Practice Statement seeks to encompass general regulatory expectations but not to provide guidance in relation to a particular jurisdiction.  Each party should look to its own advisors for advice regarding regulatory issues in relevant jurisdictions. 
Recommendations  

· The oral exercise of any Option Transaction should be accompanied by a written confirmation of notice of exercise (“Exercise Advice”)..  

· It is the responsibility of the Buyer of the Option Transaction to  deliver an Exercise Advice but both parties may agree to exchange an Exercise Advice.  Where material economic terms have changed, it is recommended that the Seller sign and return, or exchange, an Exercise Advice.


· An Exercise Advice should set out sufficient economic details of the Option Transaction to identify the exercised Option Transaction accurately.  Any amendment to the related Confirmation may be recorded in the Exercise Advice.  A recommended template for Exercise Notice is attached as Appendix 1. 

· Where an Exercise Advice has not been delivered to the Seller by the Buyer within the specified time frame, if requested by the Seller, telephone confirmation of the exercise by back office personnel of the Buyer should be promptly given.


· The recommendations contained in this Best Practice Statement extend to partial and multiple exercise Option Transactions.  

· Note should be taken by counterparties of any opportunity which may arise to confirm an Option exercise through a commercially available automatching service or other technology-based risk management tools.
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Appendix III

[Date]

[Name]
[Address]

Re:          Exercise of  Option Transaction (Our Reference No. ________)

Ladies and Gentlemen:

[This is to confirm our telephonic notice to you today that we have exercised our rights under the referenced Option Transaction having the following terms:] 

Type of Transaction:

Trade Date:

[Effective Date:] 

Expiration Date:
Seller:

Buyer:
Notional/Currency Amount(s)/No of Options:

Option Style:

[Partial/Multiple Exercise:

Applicable/Inapplicable]

[Settlement Terms:


Cash / Physical]

[Cash Settlement Amount:  

 * cash settlement only

Cash Settlement Payment Date:   
 *cash settlement only]  

[Effective Date:


             * physical settlement only

Termination Date:


* physical settlement only]  

[Other Provisions:]

[Payment instructions are as follows:  
	 
Account Details: 

	Account for payments to Buyer 
	Please supply details 


	
Contact  Details: 

	Buyer
	Telephone 
Facsimile 



	 
[Confirmation: 

	Please confirm that the foregoing correctly sets forth the terms of our agreement by executing a copy of this Confirmation and returning it to us, or by sending to us a facsimile or telex substantially similar to this facsimile which sets forth the material terms of the Transaction to which this Confirmation relates and indicates agreement to those terms. ]










Yours faithfully,

Capitalised terms have the meaning given to them in the relevant ISDA definitional booklet
The precise documentation of each individual Option Transaction remains the responsibility of the parties concerned.  ISDA assumes no responsibility for any use to which this Best Practice Statement may be put.  

Each party following the recommendations contained in this Best Practice Statement should satisfy itself that those recommendations are appropriate to reflect the commercial intentions of the parties.


