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Executive Summary 

The responses to CESR’s consultation paper on the classification and identification of OTC 

derivative instruments drove the choice of the decision presented in this document. 

 

As regards classification of OTC derivatives, the scheme proposed by CESR in its consultation paper 

is validated for the purpose of transaction reporting. 

 

Concerning the identification of OTC derivatives, the set proposed by CESR in its consultation is 

also validated except that the underlying instrument type was removed from the requested 

characteristics. 

 

CESR would like to point out that the proposal below is very close to that already in place and 

working well in the Member States that are already collecting transaction reports on OTC derivative 

instruments. 

 

CESR notes that other initiatives are running in parallel in this area. CESR acknowledges that if an 

agreed harmonized classification and identification of OTC securities evolves in the future it may be 

necessary to review this.  

 

CESR will perform a costs/benefit analysis, in the very next future, to study the use of Markit RED 

code for OTC transaction reporting in the case of Credit Default Swaps, as it seems to be a widely 

used industrial standard.  

 

 
1. Introduction 

1.1. Transaction reporting in Europe 

 

Competent authorities (―CAs‖) throughout the European Economic Area are committed to detecting 

market abuse and maintaining the integrity of their markets. The receipt and examination of 

transaction reports are essential elements in enabling CAs to detect market abuse and the Market in 

Financial Instrument Directive (MiFID) gives CAs the power and obligation to collect transaction 

reports on instruments admitted to trading on regulated markets. However, many CAs have noted 

that there are a range of OTC (over the counter) financial instruments that mirror instruments 

admitted to trading on regulated markets that can equally be used for the purposes of market abuse. 

Many CAs extended the collection of transaction reports to include OTC instruments whose value is 

derived from instruments admitted to trading on a regulated market to enhance their ability to 

detect suspicious activity and maintain the integrity of their markets. Some other competent 

authorities are currently investigating this option as well. 
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1.2. The Transaction Reporting Exchange Mechanism 

 

CESR has implemented in November 2007 an IT system to facilitate the exchange of transaction 

reports amongst regulators. The system, called the Transaction Reporting Exchange Mechanism 

(TREM), was built based on the request from the MiFID level 2 Regulation to organize the exchange 

of transaction reports amongst European financial regulators. 

 

TREM is currently limited to the scope of the MIFID Level 2 regulation, e.g. exchange of transaction 

reports on instruments admitted to trading in Europe. After one and a half year of running and 

study of the different practices within CESR membership, CESR decided to launch a project to 

amend TREM to facilitate the exchange of transaction reports on OTC derivative instruments 

amongst CESR members. 

 

A consultation which aimed at defining the framework for this exchange was run by CESR. In this 

respect, the document focused only on the identification and classification of OTC derivatives for the 

exchange within TREM. Even though maximum harmonization is expected amongst CESR 

members, local specificities might lead to different requirements than the ones described in this 

document. 

 

1.3. Scope of Transaction Reporting on OTC derivative instruments 

 

CESR has decided that at this stage only transactions on derivatives whose underlying instrument is 

traded on a regulated market should be exchanged, focusing on single-name derivatives, except 

when different underlying instruments all refer to the same issuer. As for TREM, this excludes non-

securities derivatives that have a specific transaction reporting regime. 

 

In line with the above, CESR decided to exchange transactions on the following OTC derivatives: 

 Options 

 Warrants 

 Futures 

 Contract for Difference and Total Return Swap 

 Spreadbets 

 Swaps (except CfDs, TRS and CDS) 

 Credit Default Swaps 

 Complex derivatives 

 

CESR decided to go for a more comprehensive approach where derivatives that would not fall within 

plain-vanilla general categories would still be reported under a common ―complex derivatives‖ label. 

The boundaries between ―plain-vanilla‖ and ―complex‖ derivatives will be further defined in 

harmonised guidelines, as well as other useful common standards for consistent collection of data 

between participating Member States. 

 

1.4. Identification and classification of OTC derivative instruments 

 

To monitor the market, CESR members should have a common understanding of the transaction 

reports they exchange. It requires a common business language between regulators. To allow CESR 

members’ IT systems to exchange transaction reports, a common exchange protocol is also required. 

A protocol would ensure that transaction reports collected in a member state would be accepted and 

processed by the system of another CA. 

 

To achieve the two points above, CESR members should standardize the data they exchange. TREM 

has already settled standards for transaction reports on instruments admitted to trading on 

regulated markets. However, there are two fields in which the standards used in TREM do not apply 
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to transaction reports on OTC derivative instruments: classification (derivative type) and 

identification (instrument identifier). 

 

CESR ran a Call for Evidence in February 2009 to get markets participants’ inputs on the 

identification and classification of OTC derivative instruments, and then a Consultation to get their 

view on CESR’s proposals regarding those fields. This document results from the study of the 

answers to the Consultation (See Feedback Statement Ref. CESR/09-987).. 

 

2. General comments 

2.1. Other on-going OTC initiatives in Europe 

Several respondents to the consultation on classification and identification of OTC derivative 

instruments pointed out that a certain number of other initiatives are currently going on in this area 

in Europe. 

 

For instance, ISO is currently reviewing its Classification of Financial Instruments scheme to extend 

it to an additional number of instrument types. . 

 

At the same time, the European Commission is involved in some reviews that address regulatory 

issue regarding the derivative: 

- Reduce Counterparty Credit Risk 

- Reduce Operational Risk 

- Transparency 

- Market Integrity in the light of reviewing the Market Abuse Directive and the MiFID 

directive 

 

Therefore the same respondents urged CESR to wait until those studies and reviews come to their 

end since they could lead up to appropriate solutions in the field of classification and identification of 

OTC securities. 

 

CESR acknowledges that some other work streams are currently addressing matters 

relating to OTC derivatives markets.  These work streams have not yet run their course. 

 

With the objective of enhancing market integrity at a European level and improving the 

cooperation between regulators, CESR considers it necessary to move forward on the 

adaptation of its Transaction Reporting Exchange Mechanism (TREM) to facilitate the 

exchange of transaction reports in OTC derivatives.  CESR has therefore decided to adopt 

the scheme presented in its consultation paper in order to facilitate the exchange of 

transaction reports in OTC derivatives through its TREM system and will give guidance 

to its members to follow this choice. CESR acknowledges that if an agreed harmonized 

classification and identification of OTC securities evolves in the future it may be 

necessary to review this. 

 

CESR would like to point out that the proposal below is very close to that already in place 

and working well in the Member States that are already collecting transaction reports on 

OTC derivative instruments. 

 

 
2.2. Classification of OTC derivative instruments 

According to Annex 1 of the MiFID level 2 regulation, the instrument type is defined as: ―The 

harmonized classification of the financial instrument that is the subject of the transaction. The 

description must at least indicate whether the instrument belongs to one of the top level categories 

as provided by a uniform internationally accepted standard for financial instrument classification.‖ 
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The OTC derivative instruments are permanently evolving. The number of instruments types is 

unlimited as a derivative contract can contain anything that the parties agree on. It means that 

three points should be taken into consideration while defining a classification of OTC derivatives: 

 This should be a high level classification, knowing that there are many sub-classes under an 

instrument type, 

 The classification has to be reviewed frequently as the market changes quickly, 

 There are a number of unclassified instruments that are too complex to be classified. 

 

For the purpose of transaction reporting, the goal is to identify the most frequently used instruments 

types and obtain the corresponding transaction reports. The classification should evolve at the same 

rhythm as the market usages to ensure the best coverage of transaction reporting. 

 

Reminder of CESR’s proposal 

 

CESR defined a simple classification system for the purpose of transaction reporting of these 

instruments based on the classification currently used by the UK FSA and Irish FSRA. 

 

As stated in 1.3, CESR decided that the classification system should allow differentiating the 

following elements: 

 Options 

 Warrants 

 Futures 

 Contract for Difference and Total Return Swap 

 Spreadbets 

 Swaps (except CfDs, TRS and CDS) 

 Credit Default Swap 

 Complex derivatives 

 

The proposed system allocates one letter for each type above. Using this classification would ensure 

that the costs for regulators as well as the industry already using this classification would be 

minimal. It would use an ―already in place‖ system that is currently being run. 

 

The classification also has the great advantage of simplicity (one letter) to maintain and to 

implement, which is an important consideration to help ensure quality of data. It would also ensure 

a flexible system for regulators in the future. 

 

CESR proposed to use a single letter for each class: 

 Options,      O 

 Warrants,      W 

 Futures,      F 

 Contract for Difference and Total Return Swap D 

 Spread bets,      X 

 Swaps (other than CfDs, TRS and CDS),  S 

 Credit Default Swap     Z 

 Complex derivatives.     K 

 

 

Conclusion further to the responses to the consultation: 

 

As most of respondents to the consultation were in favor of the classification scheme 

proposed by CESR, the decision was taken to validate the use of this scheme for the 

purpose of transaction reporting amongst CESR Members. 

 
2.3. Identification of OTC derivative instruments 

According to the Annex 1 of the MiFID level 2 Regulation, the instrument identifier is defined as: 
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―— a unique code, to be decided by the competent authority (if any) to which the report is made 

identifying the financial instrument which is the subject of the transaction, 

— if the financial instrument in question does not have a unique identification code, the report must 

include the name of the instrument or, in the case of a derivative contract, the characteristics of the 

contract.‖ 

 

Reminder of CESR’s proposal: 

 

CESR concluded that its objectives would be fulfilled with a set of characteristics ensuring a clear 

view on the position taken on the underlying. Building a unique identifier would be extremely 

difficult and less useful for market supervision. Therefore, CESR decides that no identifier would be 

used for these instruments for the purpose of market abuse detection via transaction reporting, only 

a set of characteristics to describe the main elements of the instrument would be required. 

 

CESR proposed to add to the usual fields exchanged in TREM the following elements: 

1. Ultimate Underlying ISIN – this is the ISIN of the ultimate equity or bond instrument 

underlying the derivative. For example, if the derivative is an option on a future on a share 

(if exists), this is the ISIN of the share. 

2. Underlying Instrument type – this is the type of the immediate underlying instrument. On 

the example above, this would be ―future‖. It is proposed to use the first letter of the CFI code 

for this purpose. 

3. Derivative type – this is the classification of the OTC derivative instrument defined in this 

chapter. In the example above, this would be an option. 

4. Put/call identifier – in case of an option. 

5. Price multiplier. 

6. Strike Price. 

7. Expiration date. 

 

The set of field above would not be an identifier as such, but a set of fields describing the main 

elements of the contract. 

 

In addition to the mandatory fields above, TREM will accept the ISIN code of the OTC derivative 

instrument if provided on a voluntary basis by the investment firm. The provision of this code would 

not be mandatory. However, it would be useful for future filing to have the possibility in TREM to 

readily exchange this code. 

 

Conclusion further to the responses to the consultation: 

 

Given that no solution won general approval for the identification of OTC derivative instruments 

among the responses to the consultation, the decision was taken to validate the use of the set 

of characteristics proposed by CESR but to remove the underlying instrument type from 

it since it was agreed that the benefit of this field was limited compared to the costs 

generated by investment firms to provide it. 

 

Hence the set of characteristics that will be used is the following: 

1. Ultimate Underlying ISIN 

2. Derivative type 

3. Put/call identifier – in case of an option. 

4. Price multiplier. 

5. Strike Price. 

6. Expiration date. 

 

However, the consultation made clear that Markit Reference Entity Database (RED) code seems to 

become a widely-used industry standard to identify Credit Default Swaps. RED has currently over 

300 subscribers (inter dealer brokers, data vendors, fund administrators) indeed. Therefore, CESR 

will keep studying the potential replacement of its set of characteristics by the RED code in the case 

of CDS. 
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From that perspective, CESR will lead an analysis to assess the cost benefits of the use of Markit 

RED code for transaction reporting. 

 

3. Next steps 

Please note that further guidelines will be published by CESR aiming at defining useful common 

standards for consistent collection of data from investment firms, defining and explaining, for each 

derivative instrument type, how the fields of transaction reports should be populated to represent in 

a harmonised manner the execution of a transaction on such instrument. 


