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INTRODUCTION
a) This document is provided with a view to helping the relevant working group correct suspected errors in the existing FpML rule specifications (e.g. eqd-17).
b) This document explains the exercise amount aspect of the rules, but not other aspects such as the time aspect except where it is relevant to the amount aspect.

c) The status of explanations in this document is “agreed understanding by the FpML EQD Working Group and Validation Working Group”.
RULES

The following is in respect of an American or Bermudan style option with Multiple Exercise applicable.

For the purpose of this explanation only, the following terms are assumed:

· [Proposed Amount] to mean [Number of Options attempted to be exercised]

· [Exercise Amount] to mean [Number of Options deemed to be exercised]

· [Remaining Amount] to mean [Remaining number of Options unexercised]

· In the pseudo codes, [ = ] is the assignment operator, [ == ] is the ‘equal to’ operator.

Basic Concepts Visualised

(Note: The diagrams below depict only main rules, not all rules.)
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Diagram 2
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1. The Exercise Amount shall be less than or equal to the Remaining Amount.
if (Proposed Amount <= Remaining Amount)
{ Exercise Amount = Proposed Amount ; }
else
{ Exercise Amount = Remaining Amount ; #1 }
2. The Exercise Amount shall be less than or equal to the Maximum Number of Options specified.
2.1. If the Proposed Amount is more than the Maximum Number of Options, the Exercise Amount will be deemed to be the Maximum Number of Options. #2
if (Proposed Amount <= Maximum Number of Options)
{ Exercise Amount = Proposed Amount ; }

else
{ Exercise Amount = Maximum Number of Options ; }
3. The Exercise Amount shall be more than or equal to the Minimum Number of Options specified. #3
3.1. If The Proposed Amount is less than the Minimum Number of Options, the exercise will be deemed ineffective.

if (Proposed Amount >= Minimum Number of Options)
{ Exercise Amount = Proposed Amount ; }

else
{ // Ineffective Exercise }
4. The Exercise Amount shall be equal to an integral multiple of the value specified as the Integral Multiple. #4
4.1. If the Proposed Amount is not an integral multiple of the value specified as the Integral Multiple, the Exercise Amount will be deemed to be the next lowest integral multiple of the Integral Multiple.
if (mod(Proposed Amount, Integral Multiple)==0)
{ Exercise Amount = Proposed Amount ; }

else
{ Exercise Amount = int(Proposed Amount / Integral Multiple)* Integral Multiple; }
5. Where all of the Remaining Amount is exercised, notwithstanding the foregoing:

5.1. On any exercisable day other than the Expiration Date, the Exercise Amount can be any amount not exceeding the Maximum Number of Options.
5.2. On the Expiration Date, the Exercise Amount is the Remaining Amount.

if (Proposed Amount == Remaining Amount)
{ if(Date of Exercise < Expiration Date)

{ Exercise Amount = min(Maximum Number of Options, Proposed Amount) ; }

else
{ if (Date of Exercise == Expiration Date)

{ Exercise Amount = Remaining Amount ; }


}

}
6. All of the rules in Sections 1 to 4 where applicable#5 must be met for the exercise to be effective, while the rules in Section 5 override the foregoing.
CONSIDERATIONS
7. (Regarding #1) The 2002 Equity Definitions does not clarify whether the exercise is deemed ineffective or the Remaining Amount is deemed to be the Exercise Amount where the Proposed Amount exceeds the Remaining Amount.
7.1. In view of the rules relating to a similar case with Maximum Number of Options, the latter (Remaining Amount is deemed to be the Exercise Amount) is assumed here. However, in respect of electronic processing it is generally not envisaged that a Proposed Amount in excess of the Remaining Amount to enter processing, but the expectation is that such value would be rejected for revision by the submitting party.
8. (Regarding #2) 
8.1. The 2002 Equity Definitions does not state the Maximum Number of Options must not exceed the Number of Options upon the initial submission. #6
8.2. The 2002 Equity Definitions does not state the Maximum Number of Options must not be less than the Minimum Number of Options.
Note that where the Maximum Number of Options is less than the Minimum Number of Options, the trade could still be exercised in view of the rules in Section 5 above, depending on the Remaining Amount.
8.3. The 2002 Equity Definitions does not state the Maximum Number of Options must be an integral multiple of the value specified as the Integral Multiple.
9. (Regarding #3) 

9.1. The 2002 Equity Definitions does not state the Minimum Number of Options must not exceed the Number of Options upon the initial submission. #6
While such cases are unlikely other than by mistake, such trades could still be exercisable in view of the rules in Section 5.

9.2. The 2002 Equity Definitions does not state the Minimum Number of Options must not exceed the Maximum Number of Options.
While such cases are unlikely other than by mistake, such trades could still be exercisable in view of the rules in Section 5.
9.3. The 2002 Equity Definitions does not state the Minimum Number of Options must be an integral multiple of the value specified as the Integral Multiple.

10. (Regarding #4)

10.1. The 2002 Equity Definitions does not state the Integral Multiple must not be greater than the Minimum Number of Options or the Maximum Number of Options. #6
10.2. The 2002 Equity Definitions does not state the other predefined exercise related values (initial Number of Options, Minimum Number of Options, Maximum Number of Options) must be an integral multiple of the Integral multiple. (See the relevant sections above.)
The integral multiple constraint is on the Exercise Amount in each exercise instance.
11. (Regarding #5) One or more out of, Integral Multiple, Minimum Number of Options, and Maximum Number of Options, may not be specified in the relevant Confirmation.
The assumption in the above rule explanation is that the relevant rule shall be disregarded if the value is not specified.
12. (Regarding #6) These factors may be considered in view of position change (increase/termination) events, which may make previously redundant value setting effective. For example, a Maximum Number of Options set higher than the (initial) Number of Options may take effect as result of an increase event. Similarly, a value setting redundant at a given stage may have previously been effective but become redundant due to a position change event.
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