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	OPTION VOLATILITY MARK-TO-MARKET PROPOSAL 
To ensure the option mark-to-market process remains efficient and transparent, the existing process is revisited from time to time. 

The current volatility m-t-m methodology is as follows:

· Options traded at the money over the last half hour of trading will be considered at the discretion of the exchange

· Two strike prices (50 points) either side of the option at the money will be considered 

· The direction of the market will be taken into consideration to determine if the puts or the calls receive a greater weighting 

· The exchange reserves the right to make the final decision regarding the m-t-m volatility 

In consultation with option participants the following has been proposed to replace the above methodology for calculating option volatility m-t-m:

· Options traded over the last hour of the trading session will be considered for the m-t-m process

· Two strike prices (50 points) either side of the option at the money will be considered eg if at the money strike is 600, then 560, 580 and 620, 640 strikes will be considered in the process

· If 60 or more contracts have traded for the entire day, the contract will be considered liquid

· The opposite applies to illiquid contracts, if less than 60 contracts have traded for the entire day then the contract is classified illiquid

· If classified as liquid, then a volume weighted average of 40 or more contracts will be required in the last hour of trade as the m-t-m volatility, if this quantity does not trade then the volatility will remain unchanged

· If classified as illiquid, then a volume weighted average of 20 or more contracts will be required in the last hour of trade for the m-t-m volatility, if this quantity does not trade then the volatility will remain unchanged

· The exchange reserves the right to make the final decision regarding the     m-t-m volatility

When the market trades limit up or down during the last hour of the trading session, a slight variation to the suggested procedure will apply. Should sufficient options trade on the delta to meet the above proposal, only those delta options will be considered for m-t-m purposes. If there are not sufficient delta trades however there are sufficient options traded on price, then the middle of the double, of the average of the puts and calls that traded, will be considered.

Please will members consult with their clients to determine whether the above proposal is acceptable. All comments can be forwarded to Graham Voller on fax 011 520 7558 or email grahamv@jse.co.za before Friday 12 August 2005. A final notice will be distributed confirming the procedure for the volatility m-t-m. 
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