Securities User Guide

Oracle FLEXCUBE Universal Banking
Release 12.87.03.0.0

Part No. E88027-01

June 2017

ORACLE



Securities User Guide
June 2017

Oracle Financial Services Software Limited
Oracle Park

Off Western Express Highway
Goregaon (East)

Mumbai, Maharashtra 400 063
India

Worldwide Inquiries:

Phone: +91 22 6718 3000
Fax:+91 22 6718 3001
www.oracle.com/financialservices/

Copyright © 2007, 2017, Oracle and/or its affiliates. All rights reserved.

Oracle and Java are registered trademarks of Oracle and/or its affiliates. Other names may be trademarks of their respective
owners.

U.S. GOVERNMENT END USERS: Oracle programs, including any operating system, integrated software, any programs installed
on the hardware, and/or documentation, delivered to U.S. Government end users are "commercial computer software" pursuant to
the applicable Federal Acquisition Regulation and agency-specific supplemental regulations. As such, use, duplication, disclosure,
modification, and adaptation of the programs, including any operating system, integrated software, any programs installed on the
hardware, and/or documentation, shall be subject to license terms and license restrictions applicable to the programs. No other
rights are granted to the U.S. Government.

This software or hardware is developed for general use in a variety of information management applications. It is not developed or
intended for use in any inherently dangerous applications, including applications that may create a risk of personal injury. If you use
this software or hardware in dangerous applications, then you shall be responsible to take all appropriate failsafe, backup,
redundancy, and other measures to ensure its safe use. Oracle Corporation and its affiliates disclaim any liability for any damages
caused by use of this software or hardware in dangerous applications.

This software and related documentation are provided under a license agreement containing restrictions on use and disclosure and
are protected by intellectual property laws. Except as expressly permitted in your license agreement or allowed by law, you may
not use, copy, reproduce, translate, broadcast, modify, license, transmit, distribute, exhibit, perform, publish or display any part, in
any form, or by any means. Reverse engineering, disassembly, or decompilation of this software, unless required by law for
interoperability, is prohibited.

The information contained herein is subject to change without notice and is not warranted to be error-free. If you find any errors,
please report them to us in writing.

This software or hardware and documentation may provide access to or information on content, products and services from third
parties. Oracle Corporation and its affiliates are not responsible for and expressly disclaim all warranties of any kind with respect
to third-party content, products, and services. Oracle Corporation and its affiliates will not be responsible for any loss, costs, or
damages incurred due to your access to or use of third-party content, products, or services.



Contents

Preface ... 11
T INTTOAUCTION ... e e e e 1-1
L2 N o |- o o7 TSP 1-1
1.3 Documentation ACCESSIDIlILY .......ccoiiuiiiiiiiiiiie e 1-1
L O 1o =1 a1 7= {[o ] o [P SPOTP 1-1
1.5  Related DOCUMENES ......ooiiiiiiiiiie e 1-3
1.6 GlOSSArY Of ICONS ...coiiiitiiiie et e e e 1-4
Securities DOMaIN ... 21
2.1 Overview oOf Securities DOMEAIN .........coiiiiiiiiiiii e 2-1
2.1.1  Financial Markets ..............oooo oo 2-1
2.1.2 Characteristic Features of the Financial Markets ..............c..c.ccocovoveeennnn. 2-2
2.1.3  Financial Intermediaries ..............c..couuiioiiiiiiiciiee e 2-2
2.1.4  Intermediaries Operating in Financial Markets..................cccccvvvveevvervvvnnnnn. 2-3
2.1.5 Financial ASSetS (SECUILIES) ........cccemmoouieiiiiiiie et 2-3
2.9.6  EQUITIES ... 2-3
2.1.7  Preference SNAres............ooo i 2-4
2.1.8  Fixed INCOME SECUIHIES ........cccooviiieiiiiiie e 2-4
2.1.9  Rights @and Warrants............cccouueeee oo 2-6
2.1.10 Trading in EQUILIES ............ueeeeeeeeeeeee ettt e e e e e e aa e eeeaiians 2-7
2.1.11 Trading in Bonds / Fixed Income SeCUItIES. .............cccceeevvvcieeeiiiciieeeee, 2-7
2.1.12 Corporate Actions 0N SECUILIES ............ccueeeiireieiea i 2-9
Securities - an OVEIrVIEW ........coiiiiiiiiieceeessss s 31
R Tt B [ 011 o T [T i o O PEEERUR 3-1
3.2 A Snapshot of the MOAUIE ...........ooovimiiieiee e 3-2
3.3  Processing at the Portfolio Level - at the Beginning or End of Day.........cccccccuveeeee. 3-4
3.4  Getting Started with the ModUIe .............oooiiiiiiiii e 34
3.4.1  BUIIAING CIASSES ......cccceeeeeeeeeeeeeeee ettt ettt a e 3-4
3.4.2  Defining PrOQUCLES ..........ooeiiieiiiieieeee et 3-5
3.4.3 Handling Interest, Charge and Tax COmMPONents ............ccccooceeeeencceeeneenas 3-6
3.4.4 Building a Transaction Tax SCAEME.................ccccoeveveeeeeveriiiisisieeeaaaenn 3-7
3.4.5 Building an Issuer Tax SCheME..............occoueeiiiioiiiiiiiiiee e 3-7
3.4.6  Handling BroKErage.............c..ouueiioueeeee e 3-8
3.4.7  TraCKinNgG LIMUES ..........cccoeeeeeeeeeeeeee ettt ettt e a e 3-8
3.4.8  Setting DEAIS .......c.coooeeeeeieieee e 3-8
3.4.9 Querying the System for Details.............cccccooovioiieiiiiiiieiiiee e 3-8
General MaintenNancCe ..........iiiiimieeeceeeee s 41
s N 10 Yo 18 o3 1T o SRR 4-1
4.2  Maintaining Bank Parameters ... 4-1
4.2.1  Maintaining Deal PrOQUCTES...............cociiioiiiiii e 4-2
4.2.2  Maintaining Nominal Based Yield Computation ...............cccccooceeeensiieneannnns 4-3
4.3  Defining Branch Parameters ..o 4-4
4.3.1  Specifying the Batch Processing Parameter ...............ccccccooveveeeriisccnennnn. 4-4
4.3.2  Specifying Revaluation Level .................c.ccoeiiiiooieeiiiiiiiee e 4-4

4.3.3  Specifying whether Coupon Dates can Move across Months .................... 4-5



4.3.4  Specifying whether Accounting Value Date can Move across Months....... 4-5

4.3.5 Specifying Interest Accrual IeVel..............cc.cccoomioiieieiiiiiiiiiiieee e 4-6
4.4  Defining Floating Rate Codes.........c.uuiiiiiiiiiiiii e 4-10
4.4.1  Defining Rate SOUICES............cccovveeeeeseeeee et 4-13
4.4.2  Defining Rate TYPE........couemieeeeeeeee et 4-16
4.4.3  Defining FIoating RatesS ..............coomioueiiiiieiie e 4-17
4.5 Maintaining Market Details .........cc.uuuiiiiiiii e 4-17
4.5.1  Specifying ‘Main’ details ...............ccceeiiiiiiiiiiiiii e 4-18
4.5.2  EIM for Treasury Bills and Security Bonds ...........c...ccccocuiiiiiieieniinen 4-20
4.5.3  Specifying Interest DetailS ..............coooiiiieiiiiiaiee e 4-24
4.6 Interest Method for Computing Coupon Interest ...........ccccceviiiiiiiiiiiiicieeeee 4-25
4.6.1 Exempting Interest for the Ex Period.............ccccceueeeeeesecciiiiiiiiiiiaaaeeeeee, 4-29
4.6.2  SpecCifying SPOL DAL ..........cooeeeiiiiiiiiiieeeeee e 4-30
4.6.3  SpecCifying EX date..........c.coovouueeiiiiiiieiieee e 4-31
4.7  Specifying TaX DetailS .....ccciiiiieiiice e 4-32
4.7.1 Associating Scheme with ISSUEI TaX..........ccccuueeeeeieieeeeiieiiieeeeeeeia 4-32
4.7.2  Indicating Stop ASSOCIALION ............ccueeeiiiiiiiiiiieeiee e 4-32
Maintaining Price Details ........ccccooiiiiiiiiiiiii e 5-1
o 70t B [ 011 'o T [T o o SRS 5-1
5.1.1  Price Quotation MetROQ................cccooiiiiieiiiieeeeeee e 5-2
Maintaining Market Price Codes .........cccoiiiiiimmmmmmenrrr s 6-1
6.1 INIrOAUCTION .....eeiiiii e 6-1
Maintaining Safe Keeping Locations .........ccccccvmmmmmmmmmmiiiisnnnns 71
7.1 INITOAUCTION ... 7-1
7.7 EXPOSUIE LINE.........c.ccccceeeeeeeeeeeeee ettt ettt aea e 7-2
7.1.2  Specifying SK Location ACCOUNL.............c.ooucumeeiiiiiiiiiaiisiiea e 7-3
7.1.3  MaKing QUETY ......cooueiiiieeee ettt 7-3
7.2  Computation Of KEST ......oooiiiiiiiiiccee i e e 7-3
7.2.1 Defining KESTYTPE as a User Defined Field...............ccccccccoovvieiiinncnnn... 7-3
7.2.2  Calculation of KEST for ‘Customer Sell’ Type of Transactions .................. 7-4
7.2.3  Calculation of KEST for Customer Buy Type of Transactions ................... 7-4
7.2.4  Specifying KEST Type for @ CUSIOME ............c.covoueeiiiiiiiiiiieiiae e 7-4
7.2.5 Specifying KEST Rates in the Securities Price Definition Maintenance Screen 7-5
7.3  Specifying Generation of New SWIFT MeSSages ........ccccuieiiiiiiiiiieieeeeiee 7-5
Building Branch & Currency Restriction Classes ........cccccceeveeeeenenneee. 8-1
8.1 Maintaining Restrictions as ClassSes........cccouuiiiiiiiiiiiaeaee e 8-1
8.1.1  The Advantage of Defining Restrictions as ClassSes...........c..cccccooceeeenncnee.. 8-1
8.2 The Branch and Currency Restrictions Class Screen ...........ccccccvvvvieeeieieeeeeiececennns 8-1
8.2.1  Maintaining Branch ReSIICtIONS ...............ovuueueeeeeieieieeeeeeeeeeeieieeeeeei, 8-2
8.2.2  Maintaining Currency ReSICONS..............cccovvoieiiiiiiiiiiieee e 8-3
8.3  Specifying the Customer Category Restrictions Class ...........cccccceeeeeiiiieiiiiiiiccnns 8-3
8.3.1  The Customer Category Restrictions Class SCreen.............ccccoouueecuuuvennee. 8-3
The Accounting Role to Head Mapping Class ......ccccceeeecceecciiiiiiiinnennns 9-1
S Tt B [ 01 (o T [0 o o PP REETUPR 9-1
9.2  General Ledger TYPES .. ...uiiiiiiiiiiiie ettt 9-1
9.3 The Accounting Roles and Heads Class...........ccccuuvuiiiiiiiiee e 9-2
9.3.1  The advantage of Building Accounting Roles and Heads Classes............. 9-2
9.3.2  Maintaining an Accounting Roles and Heads Class.............c.cccccccoveennnne. 9-2

9.3.3  Mapping RoIeS 10 HEAUS ..........ccccee oot 9-3



10.

11.

12.

O I o TN Y LY o A O F= 11 T 9-3

9.4.1  Maintaining an Event Accounting Entries and Advices Class .................... 9-4
9.4.2 Specifying the Advices to be Generated ..............ccoccevemeeiiieieeiiiiiaeeee 9-6
Defining Security Preference Classes ........cccccooiiiiiinncccciccsnnnees 10-1
0T O 1o o o 18 o3 1T o PR 10-1
10.2 Specifying Security Product Preference Classes ...........ccccoieeiiiiiiiiiiiiiiicieeneeeeenn, 10-1
10.2.1 The Market Of ISSUE...........ooeee e 10-2
10.2.2 Defining Interest Details for @ Bond..............ccooecceeeiiiciiiiieiiiee e 10-3
10.2.3 Capturing Information Specific to a Security TYpe ........ccccoeeeveeeeeeeennnnne. 10-4
10.2.4 Indicating Banker's ACCEPIANCE .............ooccueeieiieciiiiieeiee e 10-5
10.2.5 Capturing Trade-Related Information ................cccccooomvooiieiiinciiiieeeen 10-5
10.2.6 Identifying the HOIAET ................cooomiiiieeeeee e 10-6
10.2.7 Specifying the Material Of @ SECUIILY ...........ccoovioeeeiiiiiiiiiiii e 10-7
10.2.8 Indicating the Collateral TYPE .............ccoeeceuuuveeeeeiieeeeeeeeeseeciiieaaaaaa e, 10-7
10.2.9 Opting for Automatic Initiation of Corporate Actions............ccccceevvvvvvennnn. 10-7
10.2.10 Indicating the Price Code for Revaluation ...............c.ccccccvvvcvieeiinncneen.. 10-7
10.2.11 TENOI DEIAIIS ...t 10-7
10.2.12 Capturing SWIFT Related Information ....................ccccvvvvevvvevrnrrrrrsnnnn. 10-8
10.3 Defining Deal Limits for a Preference Class..........ccccooviiiiiiiiiiiiiiiieeeee 10-8
10.4 Defining Securities Conversion RUIE .............ccooiiiiiiiiiie e, 10-9
Maintaining Portfolio Preference Class ........cccccccmmmmrrriiiinnnnnincns 11-1
T INTTOAUCTION ...t e e s e e e s snree e e e nans 11-1
11.2 Specifying Portfolio Preferences Classes ..o, 111
11.2.1 Identifying Portfolio Preference CIlass .........ccccoccvoeieiiieiiiiiieeeeieen . 11-2
11.2.2 POMONIO TYPE ...ttt 11-2
11.2.3 COStING MEIROQ ...ttt 11-3
T1.2.4 PrOCESSING ..ottt 11-5
11.2.5 BoOK DisCOUNT PremMiUM ...........cccomicuiiieiiiiiiie e 11-6
11.2.6 BoOK INtriNSIiC VAIUE ..............eeeeeeeeeeeeeeeeee e 11-7
11.2.7 Rekey for AUtROIZALION .............cocoiiiiiiiiiee et 11-7
11.2.8 REKEY FiIQS ...t 11-7
11.2.9 Corporate Action NOLICE ............oovveeumuuiiiieieieeeee e e 11-8
11.2.10 Treasury Bills ACCIUAL...............cocomiueiiiiiiie e 11-9
11.2.11 PUrchase INterest .............ooccueeeeiiiciieiee e 11-10
11.2.12 Holdings Statement.................cooovveeeeeeeeeeee et 11-10
11.2.13 Transaction Statement .................oooo oo 11-11
11.2.14 Contra HOIAING..............uueeeeeeeeieeeee ettt seaaaa e 11-11
11.3 Specifying Detailed Preferences ..o 11-12
11.3.1 Premium/Discount ACCIUAI .............c...couiimiieeiiiiiiii e 11-13
11.3.2 Limit TFACKING ..ottt 11-15
11.3.3 Forward Profit and LOSS ACCIUal ...............uuueeeeeiiieeeeieeeeeeae e 11-16
11.3.4 Redemption Premium ACCIUAI...............cccuuumeeeeeeeeeeeee e 11-18
11.3.5 Revaluation Of POSItIONS ...........ccoviueiiiciiii et 11-20
11.3.6 Interest Accrual Preferences .............ooooooouuieeeeeeieiieiiiieeeeea e 11-23
11.3.7 Revaluation Exchange Rate COdE ............cccceemnioiieiiisiiiiiiieiee e 11-24
11.4 Yield Accrual for Deals bought on Par............ccooviiiiiiiiiiiiiieee e 11-24
Defining a Deal Preference Class .........cccooviimmmmmmmmmnmnnnnss s 12-1
121 INTFOAUCTION ... e e s e e e s snreeeeennans 12-1

12.1.1 Specifying the Deal Preferences CIass .........ccccccoouiiioioiiieeiiiiiaaeeeeee, 12-1



13.

14.

15.

16.

17.

18.

19.

12.2 Features Of the SCIrEEN ......couu e 12-2

12.2.1 Identifying a Deal Preference Class ............ccccouvoveiiiiiciiiiiiiae e 12-2
12.2.2 EXChange Rate TYPE .......cccouuueeeiiieee et 12-3
12.2.3 Brokerage AIIOWEd ..............cooeeeemmieeeeeee e 12-3
12.2.4 Automatic Money Settlement ................oooceeiiiieiiiiieie e 12-3
12.2.5 EXtension AlIOWEA ..............occueeeiiiiiiee e 12-4
12.2.6 ReKeY ReQUIIEMENES .........ooeeeeiieieeeee e 124
12.2.7 Specifying Other PreferenCes...........ccocuouieeee i 12-5
Security Restriction Classes .........cccccooiiiiiniiiiiinnnnsseee e 13-1
T3 INrOAUCTION ... et e e e s b e e e e e e 13-1
13.2 Specifying the Security ReStrCHONS ........oocuiiiiiii e 13-1
13.2.1 Identifying a Security Restrictions Class .............coooiioeociiieeeiieaaeieeeei, 13-2
13.2.2 SeCUItY RESHIICHON. .........eeeeiiiie e 13-3
13.2.3 SECUIEY ACCESS ...ttt e et ettt aa e e e e e e eansa 13-3
Maintaining Portfolio Restriction Classes ..........ccccccmriiiiiiiiinnincnes 14-1
T4 INIFOAUCTION ...t e e s e e e s e ee e e e 14-1
14.2 Specifying the Portfolio Restriction Classes..........c.ueeeiviiiiiiiiiiiiieeeeee e, 14-1
14.2.1 POIFONIO ACCESS ..ot 14-3
14.3 Viewing Securities - Portfolio Safe Keeping Location Balances Summary ........... 14-3
14.4 Viewing Securities - Portfolio Safe Keeping Location Movements Summary........ 14-5
Defining Attributes of a Securities Product ...........ccccooviiirmiiirrerrennnnne. 15-1
T80 INIFOAUCTION ... s e e e s eeesaan 15-1
185,79 PrOQUCE TYPE ...t 15-2
15.1.2 Exchange Rate VarianCe............cc..oouuuuuuuuuuiieieieeeeeeeeeeeeeeeeeeeeeeeeaainan 15-2
15.2 Specifying Preferences for a Product ... 15-2
15.3  COUPON PrOCESSING ....vviiiiiiiie ettt e e e e e 15-3
15.4 Capturing Interest DetailS ...........coooiiiiiiiiie e 15-5
156.4.1 Specifying Interest Type Details .............c...oeeeeiiieiiiiiiiiiiiiieeeeeee e, 15-5
15.4.2 Specifying EVent DetailS...............oocceeiiiiiiiiiiiiiee e 156-5
Defining Attributes of a Portfolio Product ............cccoooiiiiiiiiiniiiiieneeee. 16-1
T6.1 INrOAUCTION ...t st e e s b e e e e aaes 16-1
16.1.1 Exchange Rate VarianCe.............c...ouuuuuuuuueiiieieaeeeeeeeeeeeeeeeeeeeeeeeeivannan 16-2
16.2 Indicating ‘Preferences’ for a Product............cooooiiiiiiiiiii e, 16-2
Defining Attributes of a Deal Product .........coomeeecciiiiiiiiiiereeeeeeeeeees 17-1
T7.0 INTFOAUCTION ...t e s s e e e s snre e e e s e 17-1
T7.7.9 PrOQUCE TYPE ...t 17-2
17.1.2 Exchange Rate VarianCe............cc...ouuuuuuuuueoeieieeeieeeeeeeeeeeeeeeeeeeeeeanan 17-2
17.2 Specifying Preferences for a Product ... 17-2
17.2.1 Specifying User Defined Fields ............c.cccooeiionioiiiiiiie e 17-3
17.2.2 Specifying accounting entries for KEST computation...................c........... 17-4
Defining a Product Combination ..........ccccccmmmmiiiiiicnnees 18-1
T8.1 INIrOTAUCTION ...t e e e e e e s e e e e nans 18-1
18.2 Creating a Combination Product ... 18-1
18.2.1 Creating a Combination Product ................ccccomneiieiiiinciiiie e 18-2
Maintaining a Security .......ccccciiiiiiicccccrr 19-1
191 INFOAUCTION ...t e e e s b e e e e aaes 19-1
19.1.1 A description of the Security Instrument Definition Screen ...................... 19-1
19.2 Entering the Details of @ SECUNtY ..........oueiiiiiiiiiii e 19-2

19.2.1 1dentifying @ SECUILY ........coooueeeeeiieee e 19-2



20.

19.2.2 Entering the Main Details ................oovvuuuueureeiiieieieieeeeeeeeseeeeeeeeeeea 19-4

19.2.3 Identifying the Market and the ISSUET ..............cccceeeiiiciiiiiiiiiie e 19-5
19.2.4 Specifying the material Of @ SECUILY ..........c.eeeviiieiiiiieieeeeee e 19-5
19.2.5 Specifying Redemption Quotation Method...............cccccuveeeeeviiiiiiiiiniinne, 19-5
19.2.6 Indicating Corporate Action Preference...............ccccooeeeeeiiiisceeniinscien 19-6
19.2.7 Capturing Trade-Related Information ................cccccouemvoeeiiiniiiei e 19-6
19.2.8 Specifying Type of Price QUOLALION ...............cooeiiiieiiiiiiiiiiiiiiieeeeeeeee 19-6
19.2.9 Capturing Information Specific to the Security TYpe .......cccccoveeeeeeeeennnne. 19-7
19.2.10 Indicating Banker's ACCEPIaNCE ...........ccceuuiiieuueeieeiiiee e 19-9
19.2.11 SpeCifying CUITENCIES. ........coeeeeeieiieeeiieeeeee e 19-10
19.2.12 Specifying Relevant Dates .............cccccoovoiiiiiisiiiiiiiiie e 19-10
19.2.13 Specifying Price DetailS.................ccoeeeeeeeiiiieeeiiiaeeeeeeeeeesciiiiieeaaaaaaaen 19-10
19.2.14 Entering Interest Details for a Bond...............ccccoeeeveviviieieeeeeeeiin 19-11
19.2.15 Opting for Automatic Initiation of Corporate Actions ...........cccccceeeeeeen... 19-16
19.2.16 Indicating a Revaluation Price COde .............ccccccvvcvuuveeeiiiiaaaaaeeseesaan, 19-16
19.2.17 Indicating the Collateral TYPe ...........cooooooueiiieeeieieeee e 19-16
19.2.18 Specifying the Market for Revaluation................ccccocccvoeieinncieneennnen. 19-16
19.2.19 Specifying the Yield Calculation Parameters for a Security .................. 19-17
19.3 Interest Method for Computing Coupon Interest ............cccceeieieiiiiiiiiiiee 19-20
19.4 Uploading Security Instruments for Amendment ..., 19-21
19.5 Bulk Upload- Security Instruments & Market Security Price..............cccccvvvnnneen. 19-22
19.5.1 Specifying Contract Interest Details ............ccccoueeeeiiiiiicciiiiiiiiiiaeeeeee, 19-23
19.6 Reassigning Securities Deal Contract ............cccooiiiiiiiiiiiie e 19-25
Maintaining and Processing Corporate Actions .........cccccceiviieeeennnnnees 201
D24 Tt B [0 o o U4 o) o SRR 20-1
20.1.1 Stages in the Processing of a Corporate Action Event................ccccuee..... 20-1
20.2 Defining Rights and Warrants...............eeiiiiiiii e 20-2
20.2.1 Indicating Rights Ratio and Rounding Fractions ...............ccccccccoveveeeenna. 20-3
20.2.2 Specifying Event Narrative ..............ccccoveeeeeisieeeeeeeeeceiiiiieiaaaa e eeeesescisinns 20-4
20.2.3 Saving Rights/Warrants Record ................ooueuuuuuveuiiiieieieeeeeeeiaaeiieeeeeeeenn, 20-4
20.3 Processing Rights And Warrants...........ccoeeeiiiiiiiiiii e 20-5
20.4 Processing RIGNES......cooviiiiiiiiiieeiie et e e e e e e e e aeaee 20-5
20.4.1 RIGAES T@AI-Of....coeeeeeeeee ettt eaeaae s 20-5
20.4.2 RIGRAES EXCOICISE.........eeeeeeeeeee ettt 20-5
20.4.3 Warrants TEar Off .........coooueeieiieeiie ettt 20-6
20.4.4 WarrantS EXEICISE .........ueeeeeeieiieeeeeeeeeeee e 20-6
20.5 Maintaining Rights and Warrants Expiry Details ...........coccoeiiiiiie, 20-6
20.5.1 Specifying End of Trading Date..............cccueeeeeeeeesecciiiiieiiiaaaeeeeeeeeesiiinnns 20-7
20.5.2 EVENE NGITALIVE ...t 20-7
20.5.3 Processing a Rights EXpPiry EVENL ...........c.couiiioiiiiiiiiiiie e 20-8
20.5.4 Processing a Warrants EXpiry EVENt.............ccceeeeeeieieeeeeeeeiiiiiisieeeeeiinn 20-8
20.6 Maintaining Security Redemption Details............cccuiiiiiiieee, 20-8
20.6.1 Specifying Redemption Schedules.............c...ccooeiiiioiiiiiiiiiiiie e 20-9
20.7 Processing for Security Redemptions ............ccoooiiiiiiiiiiiiice e, 20-11
20.7.1 Redemption Processing based on Quotation Type...........ccccceeeeveenannn. 20-12
20.7.2 End of Trading ProCeSSING ........c..uuuiiiiouiieiiiisiiiee e 20-12
20.8 Processing of Amendment on Redemption Schedules ..............cccccvvvveeeeenneeennn. 20-13
20.9 Maintaining Interest Coupon DetailS...........ooooiiiiiiiiii e 20-13
20.9.1 Linking Interest Component to Tax Component..............cccccceeevvveueenn... 20-14

20.9.2 Specifying Event Narrative ...............cccccuveeeeiieeeeeeeesssceiiiiiieiiaaaaeeee e 20-15



21.

22,

20.10 Processing Interest COUPONS ........uuuiiiiiiiiiiiieae et 20-15

20.11 Maintaining Interest Rate Revision Details..............ocoeeiiiiiiiii e 20-16
20.12 Maintaining Stock Dividend Details ..o 20-17
20.13 Maintaining Cash Dividend Details............ooooiiiiiiiiiieeee e 20-20
20.14 Processing diVIAENAS.........uuuiiiiiiiiiie ettt ee e 20-22
20.15 Maintaining Bonus to Cash Conversion DetailS .........cccccceeeeiiiiiccciiiiiiieieiee e 20-23
20.16 Processing Bonus to Cash CONVErSIONS ..........ccuuuiiiiiiiiiiiaeeeeeeeiieieeeee e 20-25
20.17 Manually Processing Corporate Action Events ...........ccccoociieeiiiiiiiiieee 20-25
20.18 Moving 0N t0 Other SCrEENS.........eiiiiiiiiiiee et 20-26
Defining Portfolios ... 211
b2t I T 10 o T [ e 1T o PP PRR 21-1
21.2 Specifying Portfolio Definition DetailS ..o 21-1
21.3 Entering the Details of @ POrtfolio ..........oocuuiiiiiiiiiiii s 21-2
21.3.1 Identifying @ POMfONO ............cccvvevciiieiiieeeeee e 21-2

21.4 Defining Preferences for a Portfolio...........ooo e, 21-6
21.5 Specifying the Advices to be Generated ...........cccovviiiiiiiiiii e 21-14
21.6 Viewing Event DetailS........cccooeiiiiii i 21-16
21.7 Maintaining Security Restrictions for @ Portfolio...........ccccooiiiiiiiiiii, 21-17
21.7.1 FeatureS Of the SCrEEN...........cccooicuuieiiiiieee e 21-17

21.8 Mapping Accounts to a Safe Keeping Location..............cooocciniiiiiiieiieee e, 21-18
21.9 Specifying Accounting Role to Head Mapping Preferences...........cccccccceiieennnn. 21-20
21.10 Maintaining Security Revaluation Prices for a Portfolio..........ccccocieiiiiiinnns 21-21
21.11 Maintaining RiSK Profile ...........c..uuiiiiiiiiic e 21-21
21.12 Viewing Safe Keeping Location Portfolio Balances..........cccccooiiiiiiiieceenieeennn, 21-22
Processing a Securities Deal ... 221
221 INFOAUCTION ... 221
22.1.1 Invoking the Securities Deal Input SCreen............c.ccccveeiiviccieeeeiscenan. 22-2
22.1.2 A Description of the Securities Deal Input Screen.................cccccvvuvvvenn... 22-2

22.2 Entering the Details of @ Deal...........oueuiiiiiiiiiiiiii e 22-4
22.2.1 PrOQUCT ...ttt 22-4
22.2.2 Indicating details of the security that is traded...............c....ccoveevecvrvennn.. 22-5
22.2.3 Indicating Deal Details.................ccooumemeeemueieeeeeeeeeeeee e 22-6
22.2.4 Entering ‘Additional Details' of @ Deal..............ccccccovvvieeiiinnciiiaeiciae 22-13
22.2.5 Price Details 0f the Deal .............cccooveevieiisiiiisiieeie e 22-15

22.3 Viewing Safe Keeping Location Balances............ccccuuiiiiiiiiiiiiiiiiiieeeeceeee 22-25
22.4 Deal Net CONSIAEration ............coiiiiiiiiiiiiiiieee et 22-26
22.5 Specifying Details of the Parties Involved ina Deal ...............ccccccvniiiieeennnenenn. 22-29
22.6 Maintaining Settlement Instructions foraDeal Leg.........ccoooiiiiiiiiiiiiiiiiiinniiennnnn, 22-30
22.6.1 Capturing Settlement INSIrUCHONS ..........c..coviiiciiiiiiiiiiie e 22-30
22.6.2 Capturing Account DELAIIS .............cccccuuuuureeeiiiaaieeeeeeeeccciiiieiiaaaa e eeeeeess 22-31
22.6.3 Capturing Details of the Deal QUIPUL..............vveeeeceeeieeeeeeeaeeiiiiieeeeeeeiiiia, 22-32
22.6.4 Capturing Party DetailS...............occceeiiiiiiiiiiiieeee e 22-33

22.7 Levying Tax 0N @ DEal.........uuuuiuiuiiiiiieie i a e e e e e e e e 22-35
22.7.1 Features of the Tax Details SCreen ..........ccccccoveiemscceiiiisciiieeee 22-36

22.8 Processing Brokerage on @ Deal...........ccoueeiiiiiiiiiiiiiiii e 22-37
22.8.1 Features of the Contract Brokerage Details Screen..................cccccuuu. 22-38

22.9 Uploading the Deals for Amendment...........cooooiiiiiiiiiii e 22-39
22.10 Liquidating @ D@al........cccoiiuiiiiiiiiiiii e 22-40
22.10.1 MONEY SEHIEMENT ..........eeeeeeeeeeee ettt e e e e e e e 22-41

22.10.2 Security SEIHIEMENTt .............coooiieeee e 22-41



23.

24,

25.

26.

27.

22.11 Reassigning a Deal to another USer...........oooiiiiiiiiiiiieeeeeee e 22-41

Processing a Block Securities Deal ........ccccccccceeiiiiiiiiiiiiiiiissesee e, 231
D22 Tt B [ 01 (oo [ VT o] o [ USSP 23-1
23.1.1 Features of a Block Deal in Oracle FLEXCUBE...............cccoooiieeiiiieeee. 23-1
23.1.2 Invoking the Block Securities Deal Screen...............ccccccevvvceeeiiisiieennenn. 23-1
23.1.3 A Description of the Block Securities Deal Screen..................cccccvevuennnn. 23-2
23.2 Entering the Details of @ Block Deal ...........ccooiuiiiiiiiiiiiiie e 23-3
23.2.1 Indicating Details of the Security that is Traded ................cccccevvvciieennnns 23-4
23.2.2 Indicating Deal Details.................ccooummeemmmueieeieeeeeee e 23-5
23.2.3 Specifying Details of the Single and Multiple Legs of a Deal ................... 23-8
23.2.4 Specifying Details of the Multiple Leg of the Deal ................c..cccoueeeeenn. 23-9
23.3 Entering 'Additional Details' of @ Deal.............coooiiiiiiiiii e 23-9
23.3.1 Specifying Additional Details for the Deal...............ccccocviinvcieniinacae.. 23-10
23.4 Uploading the Details of @ BIoCK D€al ............cccoiiiiiiiiiiiiiiiieeeee e 23-11
Transferring Securities across Locations ..........cceeeccciiiiiniiniiinnnnnnns 241
241 INTFOAUCTION ...t e e e e e a e e e e e 24-1
24.1.1 Specifying the SK locations and accounts..............ccccceeeeeeeeieeeiiiiieccia, 24-3
24.2 Moving on to the Other SCreeNS........cooiiiiiiiiiiii e 24-4
Maintaining Block Security Details ..........cccoooimmmmmmmmmminie, 251
D24 T8t B [ o1 o o [UT 4 o) o SRR 25-1
BatCh ProCesses ... 26-1
D24 J0g B (o1 o o U4 o) o SRR 26-1
26.1.1 Beginning of Day ProCeSSING ..........ccccvuueeeeiiiaeeeeeiesseciiieieaaaaaeeeesesssiinnns 26-1
26.1.2 Processing Daily EVENIES..........ccoieeeeeee e 26-1
26.1.3 Invoking the Automatic Daily Program ...............ccccouceeeeeiiniieeeeiisiieenaeans 26-2
26.2 Triggering Securities MSTL BatCh........cooooiiiiiiiii e 26-3
26.3 EOD Processing for Unrealized Revaluation................cccccciiiiiiiiiiiiiiieeeeee, 26-4
26.3.1 Unrealized Revaluation for Unsettled Buy and Sell Deats........................ 26-4
26.3.2 Unrealized Revaluation for Settled Deals..............c.ccccceeeesiviiiieesiiiannans 26-7
26.3.3 MUSEALIONS ...t 26-10
Customer CorreSpoNAdENCEe ........cceeeeemmmmnnnrririssssss e s e e s e e e eenrnn s sssesenes 271
D4 % B [ 01 (o o [ VT o] o [P PPPRRRTR 27-1
27.1.1 Deal Related AQVICES ........ooooe e 27-1
27.1.2 Corporate action related adViCes.................cceeeeeeeviiiirieiiaiaaeeeeeesiesiiisnnen, 27-3
27.1.3 Statement related @dViCES ...............uueemeeeiiieieiieeee e 27-3
27.2 Sample of all the AQVICES ......coeiiii e e 27-4
27.2.1 Securities Trade Confirmation Affirmation Message .................cccccouvun.... 27-4
27.2.2 Securities Market-Side Trade Confirmation...............cccccccceeeiiineccciinnccn. 27-7
27.2.3 Securities Receive Free INStruction..............cccooooocoiiiiiiieeeeeeeee 27-10
27.2.4 Securities Receive Against Payment Instruction ................cc....ccccceveun. 27-11
27.2.5 Securities Deliver Free INStruCtion.................cooooiieeecoiiiiiiiiiiaaeeeeeeee 27-13
27.2.6 Securities Deliver Against Payment Instruction................c.ccccccevvccnne... 27-14
27.2.7 Securities Receipt Free Confirmation.................ccccccvvvvivveeeiiasaeeeiessesinns 27-16
27.2.8 Securities Receipt Against Payment Confirmation ..................ccccocccu.. 27-18
27.2.9 Securities Deliver Free Confirmation..................cccceoveeiiiiieeeeieis 27-19
27.2.10 Securities Delivery Against Payment Confirmation ............................... 27-21
27.2.11 Securities Notice of Rights MeSSage............cccccueeeeeieeeeeaeaeiiiiieeeeeeeanin, 27-23
27.2.12 Securities Notice of Event MeSSage...............cccoeueeseceeeieisiiieaesenn 27-24

27.2.13 Securities Advice of MoONey INCOME ..............ccoeeeeeiiiieiiiiiaaaeeeeeeesesns 27-25



28.

29.

30.

31.

32.

33.

27.2.14 Securities Advice of Income in the Form of Securities.......................... 27-26

27.2.15 Securities Advice of Redemption..............ccccouuueiiiieiiiieieiiieeeeaaeeeeee 27-27
27.2.16 Securities Request for Statement MesSSage .............cccccvevecceeeeenacene... 27-28
27.2.17 Securities Statement of HOIINGS ............oovvvvveeeeiieieieieeeeeeeeeeieeeeeiia, 27-29
27.2.18 Securities Statement of TransSactions.............ccccccuuvcveeeiensccieeseieciee 27-31
27.2.19 Securities Statement of Pending Transactions...............c.cccccccevuvcceen.... 27-33
Making QUETIES ......cceiiiiiiiiiiiiiniisssssssn s 28-1
28.1  INTFOAUCHION ...t e e e e e e e 28-1
28.1.1 Querying Details of Securities Safe keeping Movements ........................ 28-1
28.1.2 The Other QUEIY SCIEENMS .........coccuueeeeiiieeee et 28-2
28.1.3 OFUEIING...ccoee ittt 28-2
28.2 Viewing Portfolio Securities MoOveEMENtS ... 28-3
Handling REPOS ...t 291
D24 Bt B [ 01 (oo [ VT o] o [ USSP 29-1
29.2 Maintaining ProdUCES .........coiiiiiiiiiiiie et 29-1
29.2.1 Specifying Securities Repo Product Definition Details .................cc......... 29-1
29.2.2 Setting Product PreferenCes.............cooueeeeeeeueiuiiiiiiiieieeeeeeaeeaaeaeeeeeeeeninnns 29-2
29.2.3 Specifying Interest Details for ProduCt ..............ccccoovveeeiiisiiiiiiiiiiieeee s 29-3
29.2.4 Associating Discount Accrual Components to Products...............ccc......... 29-5
29.3 Capturing Details of Repo Contract...........ooooiiiiiiiiiiieeee e 29-6
29.3.1 Specifying Interest DEtails ............c.coouivioeeiiiiiiiiiiieeee e 29-8
29.4 Uploading Deals for AMendment............coiiiiiiiiiiiiiiiiiiieee e 29-9
29.4.1 Specifying Interest DetailS ..............cccouuueeeeeeiieiie e 29-11
29.5 Maintaining Asset —Liability LINKage...........coooiiiiiiiiiiec e 29-12
Printing Subsidiary General Ledger Form- Repo and
Reverse Repo Deals ......cceeeeiiiiiiiiiiiiiiiininssssessssssssssss s s s s s ssssssssnssssnes 301
110 Bt I [ 011 o To [0 o T o HR PO PPPPPPPPTPRN 30-1
30.1.1 SGL FOrm Maint€nNancCe ................ccouuiiiioeouiiiieeeeaee e 30-1
30.2 Maintaining Security Repo Payment ... 30-3
Error Codes and Messages for Securities .........ccccooiiiiiiiiiiiiiiniinnnnnes 311
31.1 Error Codes and MeESSAGES.......ocuuuiiiiiiiiiiee ettt 31-1
31.2 Error Codes and Messages for Securities Online ..............cccccecviiiiiieeiiee e, 31-17
31.3 Error Codes and Messages for BatChes............c..uueiiiiiiiiiiiiiiiieee e, 31-24
31.4 Error Codes and Messages for Deal Input ...........cocieiiiiiiinee e 31-35
31.5 Error Codes And Messages for Non-Securities..............coooecciviiiieiiieee e, 31-47
31.6 Error Codes and Messages for Portfolio Online ... 31-50
31.7 Error Codes and Messages for Others.........cc.coveiiiiiiiiiiiiiice e 31-52
Annexure A - Accounting Entries and Advices ..........cccciiiiiiiiiinnnnns 321
32.1 Accounting Entries for Securities Module.............ccoociiiiii e 32-1
32.2  SeCUMtIES EVENTS ....coiiiiiiiie e 32-1
32.2.1 Portfolio Type Of PrOQUCTS ...........cccooiiiieeeeeeeee e 32-2
32.2.2 Customer Buy/Sell Type of Products...........cccccccoeeeiiisceeiiiiiiiiie e 32-3
G 2 T Y 2T 10 o A =T SRR 32-3
32.4 AcCOUNtING ROIES.....cooiiiiiiii e e e e 32-7
32.4.1 List |- Acct Roles for a Portfolio Type of Product..............cccccevevvcunnn... 32-8
32.4.2 List 2 - Acct Roles for a Customer Buy/Sell Type of Product ................ 32-10
32.4.3 SS Deal with a Portfolio Type Of Product: Bank Portfolio ..................... 32-13
32.4.4 SS deal with a Customer Buy/Sell type of product..............cccocceveennne. 32-36

GlOSSArY ....oiiiiiiiice e ——————————————— 331



G 1 Tt B Yol 0 1 =TT 1= 1 0 33-1

G 7 SR 5= o oY o - 341
7t I [ 1o To [T 1o T o P PPUTRRPRT 34-1
34.2 Corporate Action Tracking (Coupon EXDATE) ........uiiiiiiiiiiieiiieneeeee e 34-2

34.2.1 CoNtents Of REPOIT ..........ooei i 34-2
17 B O o 18 o o] o T 110 o [ o T [ PP UUUPPRPR 34-3
34.3.1 REPOIt OPLIONS ...t aa e 34-4
34.3.2 CoNtents Of REPOIT ..........ooe i 34-4
34.4  Securities ACtivity REPOI..... ... 34-4
34.4.1 CONtents OF REPOIT ...........ueeeeeeeeeeeee e 34-5
34.5 Backdated Deals REPOIT.......cccoiiiiiiiiiie e 34-6
34.5.1 Contents OF REPOIT .........ccoeeeeeeeee ettt s e 34-6
34.6 Corporate Action Tracking (Ex-Date) Report..........cccveiiiiiiiiiniee e 34-7
34.6.1 CONteNtS OF REPOIT ...t aaaaaaaeeaa 34-8
34.7 Corporate Action Pending .......ccccuuiiiiiiiiiiiee e 34-9
34.7.1 Contents Of tRE REPOIT ..........oooe e 34-9
34.8 Confirmed/Unconfirmed RePOrt...........cccooiiiiiiiieeee e 34-11
34.8.1 Contents OF REPOIT ..........cooeeeeeeeeeee ettt 34-11
34.9 Security Disposition RepOrt ...... ..o 34-12
34.9.1 CONteNtS OF REPOIT ...ttt aaaaaa s 34-13
34.10 Deal Settlement REPOrt .......coooiiiiieee e 34-14
34.10.1 CONteNtS OF REPOIT ...t 34-14
34.11 Securities with Short Positions Report ...........cccvvviiiiiiiie e, 34-15
34.11.1 SeleCtion CHItErIa .............uuuueeeeeeeeeeee e 34-15
34.11.2 CONteNtS OF REPOIT ...t 34-15
34.12 Portfolio To Portfolio Deals REPOrt..........ccooooiiiiiiiieeeee e 34-16
34.12.1 CoNtents Of REPOIT ..........cccoeeeeeeeeeeeee ettt 34-17
34.13 Matched/Unmatched Confirmation Message Report...........cccoovviieiiiiiiiieee e, 34-17
34.14 Forward Profit and Loss (PnL) Accrual Report..........cccoooieiiiiiiiiiieeeceeeeee e, 34-19
34.14.1 Selection OPLIONS ...........cccoveeeeeeeeeeeeee et et e et 34-19
34.14.2 COoNtentS OF REPOIT ........eeeeeeeeeeeeeeeeeee e 34-19
34.15 Securities Maturity REPOIT .........ouiiiiiiiiieii e 34-20
34.15.1 Selection OPLIONS ...........cccoveeeeeeeeeeee ettt 34-20
34.15.2 CONteNntS OF REPOIT ... 34-21
34.16 Securities Contracts Overrides Report.........ccccvvviiiiiiiieiiiiiiiceeeee e, 34-22
34.16.1 CONteNtS OF REPOI .......eeveeeeeeeeeieeeeeeeeeeeeeeeee ettt 34-22
34.17 Securities Exception Report ... ... 34-23
34.17.1 SeleCtion OPLONS ...........uvueeeeiiiiiaeie ettt e e e sseetaaaaaaaeens 34-23
34.17.2 CONteNtS OF REPOI ...ttt 34-23
34.18 Securities ACtiVity REPOM.......oouiiiiiiii e 34-24
34.18.1 CONteNtS OF REPOIT .......ovveeeeeeiaeeeee ettt eaaaaaaa e 34-24
34.19 Corporate Action - Events Processed Report.............ooooviiiiiiiiiiiiiiciiciie e, 34-25
34.20 CoUPON PENAING ... .uiiiiiiiiiiiie ettt e e e e e e 34-27
34.20.1 CONtents OF REPOIT ........uveeeeeeiaeieee ettt eeaaaaaaaaea s 34-27
34.21 Statement of HOIdINGS REPOI .....coiiiiiiiiiie e 34-28

35. Function ID GIOSSArY ......cccceeiiiiiiiieeecmeseessssss s s e e s s e s s s se s s 351



1.1

1.2

1.3

1.4

1. Preface

Introduction

This manual is designed to help acquaint you with the Securities Module of Oracle
FLEXCUBE.

It provides an overview to the module and takes you through the various steps involved in
maintaining securities, portfolios, and deals. It also covers all the corporate actions that can
be performed on Securities.

Information specific to a particular field can be obtained by placing the cursor on the relevant
field and striking the <F1> key on the keyboard.

Audience
This manual is intended for the following User/User Roles:
Role Function
Back office data entry Clerks Input functions for deals/queries
Back office Managers/Officers Authorization functions/queries
Product Managers Product definition and authorization
End of Day Operators Processing during End of Day/ beginning of day
Financial Controller/Product Managers | Generation of queries/reports

Documentation Accessibility

For information about Oracle's commitment to accessibility, visit the Oracle Accessibility
Program website at http://www.oracle.com/pls/topic/lookup?ctx=acc&id=docacc.

Organization

This manual is organized into the following chapters:

About this Manual gives information on the intended audience. It also lists
Chapter 1 the various chapters covered in this User Manual.

Chapter 2 Securities Domain gives an overview of the securities domain.

Securities -an overview explains the snapshot of the features and func-

Chapter 3 tionality offered by the module.

General Maintenance deals with setting up and maintaining basic infor-
Chapter 4 . o .

mation, before the Securities module becomes operational.
Chapter 5 Maintaining Price Details deals with updating the current market price of

various securities maintained in the system.
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Maintaining Market Price Codes deals with maintaining codes for the mar-

Chapter 6 ket price of securities including multiple price codes on account of trading
in different markets.
Maintaining Safe Keeping Locations deals with defining Safe Keeping
Chapter 7 . Lo . : s
locations and maintaining Safe Keeping accounts for trading securities.
Building Branch & Currency Restriction Classes details on the parameters
Chapter 8 to be defined and maintained governing the rules of processing securities,
and define Branch, Currency, and Customer Restrictions as Classes.
The Accounting Role to Head Mapping Class discusses the concept of
Chapter 9 Accounting Roles and Accounting Heads. Also described is the building of
Accounting Role to Head Mapping Classes.
Defining Security Preference Classes are the options available for defin-
Chapter 10 | ing the attributes of a security. This chapter explains the building of a
Security Preference Class.
MaintainingPortfolio Preference Class explains the building of a Portfolio
Chapter 11
Preference Class.
Chapter 12 Defining a Deal Preference Class explains the building of a Deal Prefer-
ence Class.
Security Restriction Classes details the concept of a Security Restrictions
Chapter 13 o
Class and the procedure of building one.
Chabter 14 Maintaining Portfolio Restriction Classes discusses the concept of, a
P Portfolio Restrictions Class and the procedure involved in building one
Chabter 15 Defining Attributes of a Securities Product - describes the concept of a
P product and the building of a Securities Product in Oracle FLEXCUBE.
Chapter 16 Def/n/r?g Attributes of a Portfolio Product explains how you can build a
Portfolio Product.
Defining Attributes of a Deal Product - explained in this chapter is the pro-
Chapter 17 o
cedure of building a Deal Product.
Defining a Product Combination chapter deals with setting up products
Chapter 18 L
that cater to deal combinations.
Chapter 19 M_a/nta/n/ng_a Security explains the details that you need to enter to main-
tain a security.
Maintaining and Processing Corporate Actions enables you to understand
Chapter 20 | the maintenance of corporate actions and the processing of corporate
action events.
Chapter 21 Defining Portfolios deals with setting up of Portfolios for the Bank, your

customers and for an Issuer of securities.
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Processing a Securities Deal deals with processing the following types of
Securities deals:

e Bank portfolio buys and sells

Chapter 22 e Customer buys and sells
e Standalone lodge and withdraw
o Safe keeping location (SKL) to SKL transfer
e Block securities
Chabter 23 Processing a Block Securities Deal explains the manner in which block
P deals are processed in Oracle FLEXCUBE.
Transferring Securities across Locations explains how to transfer securi-
Chabter 24 ties from one Safe Keeping location to another or from one account to
P another within the same location. In addition it also tells you how to stop, a
specified quantity of securities from being traded in the market.
Chabter 25 Maintaining Block Security Details deals with specifying a quantity of
P securities to be stopped from being traded in the market
Chapter 26 Batch Processes documents the Beginning and End of Day functions that
are processed by the system.
Customer Correspondence explains the various types of advices gener-
Chapter 27 s
ated at each stage, for the Securities module.
Chabter 28 Making Queries tells you how to make queries for specific information.
P The steps to be followed to build a query are also detailed here
Handling Repos discusses the details that you need to maintain in the
Chapter 29 .
Securities module to process Repo and Reverse Repo deals.
Printing Subsidiary General Ledger Form- Repo and Reverse Repo Deals
Chapter 30 | explains the process to track and maintain the subsidiary general ledger
form and Security Repo Payment.
Chabter 31 Error codes and Messages for Securities lists the error messages that you
P may encounter, while working with Oracle FLEXCUBE.
Annexure A - Accounting Entries and Advices for the Securities module
Chapter 32 | lists the suggested event-wise accounting entries and advices for the
Securities module.
Chapter 33 | Glossary provides the list the important terms and its definition.
Reports explains the various report programs and reporting features avail-
Chapter 34 .,
able under the Securities module.
Chapter 35 Function ID Glossary has alphabetical listing of Function/Screen ID's

used in the module with page references for quick navigation.

Related Documents

You may need to refer to any or all of the User Manuals while working on the Securities

module:

e Procedures

e Messaging System

1-3 ORACLE




16 G

Management Information System
Central Liability

Products

Settlements

Interest

Charges and Fees

Tax

User Defined Fields

lossary of Icons

This User Manual may refer to all or some of the following icons:

Icons Function

w Exit

g_ +| Add row
5 Delete row
[ag Option List

ORACLE



2.1

211

21141

2. Securities Domain

Overview of Securities Domain

The role of the financial system can be broadly classified into the following:

e Savings Function - Mobilize savings in a way to provide a potentially profitable and low
risk outlet.

e Policy Function - Through the policy function, the government ensures a smooth flow of
funds from savings into investments in order to stabilize the economy.

e Credit Function - After mobilizing the savings and laying down the necessary policies
for the transfer of these funds, the credit function of the financial system will then ensure
that these savings will transform into the necessary credit for investment and spending
purposes.

Financial system evolved due to certain complexities associated in performing these
functions.

e Generally, the requirements of the borrowers do not match that of the savers. Savers
are concerned about the safety of funds, return and liquidity and borrowers are
concerned about the terms of the funds borrowed, cost of funds and the ease
associated with borrowing funds.

e The return-risk profile expectations of both borrowers and lenders/savers differ.

Financial Markets

The financial markets channel the savings of the households and other surplus budget units
to those individuals and institutions that need funds. While performing this role the financial
markets aid in increasing production and income for the various units.

Types of Markets

The main segments of the organized financial markets are as follows:

Money Market

The money market is a wholesale debt market for low-risk, highly- liquid, short-term
instruments. Funds are available in this market for periods ranging from a single day up to a
year. Government, banks and financial institutions dominate this market.

Capital Markets

The capital market is designed to finance long-term investments. The transactions taking
place in this market are for periods over a year.

Forex Market

The forex market deals with multi-currency requirements, which are met by the exchange of
currency. Depending on the exchange rate that is applicable, the transfer of funds takes place
in this market. This is one of the most developed and integrated markets across the globe.

Credit Market

Credit market is a place where banks, financial institutions and NBFCs purvey short, medium
and long-term loans to corporates and individuals.

Such a segregation of the financial market into various subgroups has enhanced the

efficiency of resource allocation. Each market is unique in terms of the nature of participants,
instruments etc.
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Characteristic Features of the Financial Markets

Financial Market Purpose Players Regulator

Money Market Short-term rupee | Banks, Government, Fls, | Central Bank
finance Corporates, Flls, MFs,

individuals

Capital Market Long-term rupee Corporates, Banks, Fls, E.g. US SEC
finance individuals, MFs, FllIs

Forex Market Short/Long-term Banks, corporates, forex | Central Bank
foreign currency dealers
finance

Credit Market Short/long-term Banks, Fls, NBFCs Central Bank
rupee finance

Within the above mentioned sub-markets, based on the transactions, financial markets can
further be classified into open markets and negotiated markets. The basic distinction between
these two types of markets is based on how the securities are bought and sold. In an open
market, the securities will be offered to a large number of investors who can buy and sell them
any number of times before the maturity period. The public issue of securities takes place in
an open market. On the other hand, the negotiated market will have only a selected group of
investors to whom the securities are offered and sold. It will generally be a private contract
between the seller and the buyer. A bought-out deal and a car loan are good examples of
transactions in a negotiated market.

Another useful and important distinction between markets in the financial system is the
primary market and the secondary market. The primary market is a place for the fresh issue
of securities. Corporates, banks, Fls and government can issue new securities and raise
funds for investment purposes. The secondary market deals in securities previously issued in
the primary market thereby providing liquidity to the investors. Investors can buy and sell
securities in the secondary market on a continuous basis. Due to this the volume of
transactions taking place in the secondary market are far greater than those taking place in
the primary markets. Except for the capital market, the other sub-markets present in the
financial system either do not have a secondary market or their operations in the same are
negligible. The secondary market transactions of the capital market take place at the stock
exchanges. All securities that are issued in the primary market will have to be listed on the
stock exchanges to enable trading activity. The secondary market helps in undertaking
‘maturity intermediation’ by bringing together savers and users with conflicting maturity
targets.

Financial Intermediaries

Having designed the instrument the issuer should ensure that these financial assets reach the
ultimate investor in order to garner the required amount. When the borrower of funds
approaches the financial market to raise funds, mere issue of securities may not suffice.
Adequate information of the issue, issuer and the security should be passed on the supplier
of funds for the exchange of funds to take place. To serve this purpose, financial
intermediaries came into existence. Major changes have been witnessed in the type of
issuers and investors participating in the market. Financial innovations, technological up
gradations and most importantly changing regulatory mechanism made the process of raising
funds from the market place a complex task. Investors’ preferences for financial assets have
also changed. Designing instruments that catch the investors’ attention has now become a
specialized service. Likewise, proper expertise is also necessary for establishing transactions
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in the financial markets. Large volume of transactions taking place in the markets will have to
be recorded promptly and accurately.

Some of the important intermediaries operating in the financial markets include investment
bankers, underwriters, stock exchanges, registrars, depositories, custodians, portfolio
managers, mutual funds, financial advertisers, financial consultants, primary dealers,
secondary dealers, self-regulatory organizations etc. The role of these intermediaries is
summarized in the following table.

Intermediaries Operating in Financial Markets

Intermediary Market Role

Stock Exchange Capital Market | Secondary market for securities

Investment Bankers Capital Market, | Corporate Advisory services, Issue of
Credit Market securities

Underwriters Capital Market, | Subscribe to un-subscribed portion of

Money Market securities.

Registrars, Deposito- Capital Market Issue securities to the investors on behalf

ries, Custodians of the company and handle share transfer
activity.

Primary Dealers, Sec- Money Market Market making in government securities

ondary Dealers

Forex Dealers Forex Market Ensure exchange in currencies

In a market, which is not well regulated, these intermediaries increase the risks for the
investor. In order to prevent any misappropriation of the lenders’ funds and to reduce the risks
of the investors a well-regulated environment has to be developed. With markets in various
countries, harmonizing their regulations, these financial intermediaries are now becoming
global players.

Financial Assets (Securities)

Financial assets constitute an abstract but verifiable financial stake that maybe represented
through a paper document or a computer system, but does not disappear just because
something happens to the piece of paper (or the computer) on which it was recorded.

Financial assets can be broadly classified into Equities / Stocks, fixed income securities and
derivatives. The financial stakes represented by securities are stakes in some business,
government or other legal entity.

o If the security is equity/stock, then the investor’s role is ownership (together with other
investing shareholders, if any).

e If the security is a bond, then the investor is a creditor and the other entity can be
corporate or government.

e Ifthe security is an option, then the investor has certain well-defined rights and the other
entity has corresponding obligations.

Equities

Buying equities of any company/corporation lead to investors becoming owners of the
corporation. As a shareholder, investor has certain basic rights.
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e A claim, proportional to the number of shares held, to a portion of the corporation’s
assets

e The power to vote on company business at shareholders’ meetings, again in proportion
to shares held

e The right to dividends that may be voted by the Board of Directors

e Sometimes, a pre-emptive right to purchase new shares before they are offered to the
general public.

The liability of the investor/shareholder is limited to the proportion of the holdings of the
investor in the corporation.

Preference Shares

Preference shares are also shares with certain variations.

e They carry a fixed dividend, which is announced at the time of the issue.
e They have no voting rights.

e Payment of dividend to these shares are done first prior to dividend payment on equity
shares.

e The claim of the preference share holder precedes the claim of equity shareholder.

Preference shares may be cumulative or non-cumulative. If they are cumulative, they are
entitled to a dividend whether or not the firm earns it. If during a particular year the company
does not have adequate earnings to distribute as dividends, the dividends in arrears are
accumulated and paid in a later year when earnings are sufficient. Some preference shares
are convertible. This option permits the shareholders to exchange preference shares for
equity shares of the same company.

Fixed Income Securities

The following types of securities are considered as fixed income securities.
Bonds

Bonds are fixed income securities. The basic characteristics of the bonds are as follows:

e Bondholders are typically lenders to the corporation and not owners as in the case of
equity shares

e They carry no voting rights
e They carry a fixed interest rate, which gets paid to the bondholder on a periodic basis

e There is a maturity period associated with the bonds, upon which the principal is repaid
back by the corporation to the bond holders

e The claim of bond holders take precedence over the claim of preference / equity share
holders in the event of liquidation

Bonds are typically classified into fixed income securities with long term maturity (7 — 10
years), commercial paper with very short maturity term ( < 18 months) and treasury notes
which fall in the intermediary range.

Bond Features

e Callable As with preferred stocks, bonds may be callable. Issuers have the ability to
retire the issue before maturity, if they want to, under set conditions.

e Convertible Usually this convertible feature allows the bond to be converted into equity,
thereby reducing the corporate debt.
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e Adjustable rate bonds- The coupon rate on this type of bond is changed periodically. By
changing the coupon rate to reflect current economic conditions, the bond’s price
behaves more like that of a short-term instrument.

e Zero coupon bonds- These are discounted instruments offered below the face amount,
paying par or face value amount at maturity. The difference is the interest earned.

e Registered/Bearer bonds - Registered bonds are fully registered. This means the name
of the owner or that of the nominee is maintained by a registrar. Interest on these bonds
would be paid to the owner as appearing in the books of the registrar as of the interest
payment date. Bearer bonds are transferable by endorsement. The interest coupons
are issued along with the bonds and the person who submits the interest coupon to the
bank as of the interest payment date earns the interest on those bonds. Registrar does
not maintain the books of the owners of the bonds for these bonds.

e Series bonds - Corporations may issue bonds in series (say I,I1III etc). Most of the
characteristics would be the same across all the series except that the maturity date for
the series can be different and it might follow an order.

Bonds may be retired / redeemed by three methods:

e In redemption, the bonds are retired and the bondholders are paid cash. Here again,
the bonds are retired completely in one stroke or in a logical sequence of the series.

e In a conversion, the bondholders exchange their bonds for shares of common stock.
e In arefunding, the corporation retires one bond issue by issuing another.

T Bills (Issued on Behalf of the Government)

Treasury bills are short-term instruments, with the longest maturity of one year. Bills are
discounted instruments. Discounted instruments usually do not have a coupon, or fixed,
interest rate. Instead, the bills are bought at say $8 amount and you receive a higher amount
(the face value of say $10) at maturity. The difference between the two amounts is the
discount. The rate of interest earned is ‘built into ‘ the discount.

T Notes and T Bonds (Issued on Behalf of the Government)

Treasury bonds and notes are longer-term instruments. Notes are issued for one to ten years.
Bonds are issued with maturities ranging from 10 to 30 years. Bonds and notes have fixed, or
coupon, interest rates and pay interest on a semi-annual basis. The interest is computed on
a 365-day basis, not 360 (as with bills and other instruments).

Treasury Strips (Issued on Behalf of the Government)

The Treasury also issues long-term discounted Treasury instruments known as strips. These
instruments do not pay interest periodically. Instead, they pay ‘face’ at maturity. The
difference between what is paid at the time of purchase and what is received at maturity
represents the interest earned.

Certificates of Deposit (CDs)

CDs are one of the major instruments of the money market sector, which includes T Bills,
commercial paper, and banker’s acceptances. A certificate of deposit is a negotiable security
issued by commercial banks against money deposited over a period of time. The value of CDs
varies depending on the amount of deposit and maturity.

Included in the category of certificates of deposit are small issues that are not transferable
and therefore nonnegotiable. This form of CD, usually $ 10,000 in value and sometimes with
a life of two years or more, is advertised by many banks to attract the retail investors.
However, because these are not tradable, they are not part of the negotiable CD market.
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Commercial Paper

Corporations raise long-term capital by issuing stocks and bonds. They raise short-term
money by taking out loans from commercial banks and by issuing commercial paper to the
investing public.

Commercial paper is a debt instrument that is offered sometimes as ‘discount instrument’ and
sometimes as ‘principal plus interest’ For a plus interest instrument, the client pays the full
face value to buy the paper and receives the face value plus the interest accrued at maturity.

Neither type of instrument has a fixed interest rate. Instead, the rate is negotiated at the time
of purchase and the interest is calculated from face and full value. To receive the interest, the
buyer must, for all practical purposes, hold the instrument until maturity. If the paper is sold
during its life, its price is subject to market fluctuations. In the case of commercial paper, the
secondary market is thin, almost non-existent.

Banker’s Acceptances (BAs)

Banker’s acceptances (BAs) are bills of exchange that are issued and guaranteed by a bank
for payment within one to six months. The funds raised through their sale provide
manufacturers and exporters with operating capital between the time of production or
exporting and the time of payment y purchasers. | effect, the bank ‘accepts’ evidence of the
value of goods being either manufactured or exported. For that evidence, it issues its
‘acceptance’ in the form of a certificate, which can then be bought and sold as security.

Municipal Bonds And Notes

Municipal bonds or munis, are debt instruments issued by state and local governments to
raise capital to finance their projects and other needs. Income (that is, interest) earned on
municipal securities is free from federal income tax. For a resident of the issuing municipality,
interest from the bonds is also free from state and local income taxes

Rights and Warrants

From time to time a company may need to raise additional capital by issuing common stock.
It may do so either through the usual underwriting methods or through the issuance of rights
or warrants to current stockholders.

Rights and warrants are similar in that both permit their holders to subscribe to the new
shares. They differ in that rights are generally short term whereas warrants have much longer
lives. Also a corporation may have several warrant issues outstanding at one time, but it may
offer only one rights issue at a time.

Rights

A right or subscription right, is a privilege granted by a corporation to its stockholders to
purchase new securities in proportion to the number of shares they own. Usually right holders
are entitled to a purchase, or subscription price that is lower than the stock’s current market
price. Shareholders who choose not to subscribe may sell their rights.

Warrants
A warrant, attached to another security, entitles the holder to convert the security into
common stock or some other instrument at a set price during a specified period of time. The

price set in the warrant is usually lower than the current market value of the common stock.

Warrants are longer- term issues than rights. They generally come to the marketplace as part
of a unit, which is comprised of two or more issues. For example, a corporation may issue a
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combination of bonds and warrants. The bonds are in regular form, and the warrants are used
to make the offering more attractive.

The ‘Certificate’ In the case of either a right or warrant, the certificate itself is referred to as a
right or as a warrant. Actually, ‘a’ right certificate could represent 100 rights, and ‘a’ warrant
certificate could represent 100 warrants. The term causes confusion and is a source of errors
in the brokerage community. Operations personnel should always make certain whether the
term means the right or warrant certificate or the quantity of rights or warrants represented
thereon.

Trading in Equities

Selling stock to the public - When corporations issue stock (or other securities), they are
referred to as Issuers. Stock can be issued for sale to the public or for private placement.
When issuers prepare to sell securities to the public, they usually call upon investment
bankers to act as underwriters.

Most corporations come out with the new issue of shares through Initial Public Offerings
(IPO), which is called as the primary market offering. The equity shares then get listed on the
stock exchange. Stock exchange is the market place for buying and selling of equity shares.

Stock exchange offers the common trading floor for trading on stocks. They offer liquidity to
the investors. Every stock exchange has its own rules and regulations under which the
securities get traded. Investors can offer to buy or offer to sell stocks of certain corporations
through financial intermediaries on the stock exchange. The stock exchange publishes the
various price quotes for stocks listed on their stock exchange on the daily basis. Stock
exchanges also allow for settlement for trades.

Typical settlement periods that stock exchanges follow are:

e Fixed Settlement - Stocks traded during a specific period would get settled on a specific
date. All securities traded between Monday and Friday of every week would get settled
on the Tuesday of the next week. If Tuesday happens to be a holiday, then the same
would be either settled on Monday or on Wednesday as the case may be.

e Rolling Settlement — Stocks traded on any day would get settled after a defined period.
For example, if the stock exchange has a rolling settlement of 3 days, then all deals
done on June 01 will be settled on June 04 and all deals done on June 02 will be settled
on June 05 and so on.

The investors can hold securities in any of the following forms:

e Scrip based — Certificates mentioning the details of the investor holding on the securities
will be provided to every investor. In this scenario, the securities in physical form are
typically held in the Safe keeping locations for the customer which can typically be a
custodian, broking house or a bank.

e Dematerialized — No paper form holding of securities. The security positions at each
investor level are held electronically at the depository. Any buy or sell by the investors
in a dematerialized form will increase the holdings of the customer in a electronic format.
Securities never exist in physical form.

e Immobilized — Very similar to Dematerialized. But, the physical forms of the certificates
are available with the central depository.

Trading in Bonds / Fixed Income securities

Bonds are traded on the stock exchanges. However, they are traded more in an Over The
Counter (OTC) market scenario, wherein, most of the deals in the bonds lead to Delivery vs
Settlement scenario. The deals done in such a manner normally get settled within few days.
The quantity of bonds is generally quoted in the market in two forms:
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e Units
e Nominal value

In the ‘units’ scenario, bonds are bought in units and are quoted at a nominal price. Since
fixed income securities usually mature at the face value, the prices of such securities are
always quoted at discount. Years to maturity and interest rate of the fixed income security are
the two primary factors, which determine the price of the security. Here again, the price at
which it is quoted can be either Clean price or it can be Flat price. Clean price is the basic
price of the security and flat price contains the basic price plus the accrued interest on the
security from the last interest payment date. In the first case, the buyer will pay the seller the
accrued interest from the last interest payment date separately. Even though, the outflow for
the buyer is same in both the cases, the important thing is from the accounting point of view.

Accrued = [Face value of bond] x [rate of interest] x
Interest {{Number of days bond is owned /360]}

Days used for interest computation (the variables mentioned within {} in the above formula)
can be done using any of the nine methods as mentioned below:

e Actual / Actual

e Actual / 360

e Actual/ 365

e Actual/ 364

e 30 (US)/Actual
e 30(US)/360

e 30(US)/365

e 30(US)/364

e 30 (EURO)/ Actual
e 30 (EURO)/ 360
e 30 (EURO)/ 365
e 30 (EURO)/ 364

In the nominal value scenario, bonds are bought at face value. These bonds are normally
traded at a discount on the face value. The investors then hold on these bonds to maturity at
which time the face value of the security is recovered from the issuer.

In the bond market, three types of yield are typically encountered:

e Nominal Yield
e Current Yield
e Yield to maturity

Nominal Yield - This is the percentage of interest paid on the face value of the instrument.

For instance, a $1000 bond with an interest obligation of 7% has a nominal yield of 7% (.07 x
$1000). It pays $70 interest per year on each $1000 bond.

Current Yield - Bonds pay interest based on the face value. The interest or coupon rate
remains the same regardless of fluctuations in the market price of the bond. The investor is
concerned with the return or the amount of interest received on the amount of money paid.
Current yield tells the investor what the return is, given the price of the bond.
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For example, the bond in the previous example is selling for 120, that is, the bond costs the
investor $1200 to acquire. It still pays only $70 in interest (7% on the face value of $1000).
Although, as the bond’s owner, investor receives $70, the return is based on a cost of $1200.
The current yield is therefore only 5.83%. ($70 / $1200)

Yield to Maturity: This type of yield takes into account the net dollar amount that an investor
can expect if the bond is held to its maturity date.

For instance, a $1000 bond paying 7% interest will mature in 30 years. When the investor
purchases it for $1200, the bond has twenty years of life left. At the end of the 20 years (at
maturity), the corporation is obligated to retire the debt for $1000 (face value). If the investor
paid $1200 today for the bond, he will receive only $1000 at maturity. Divide the $200 loss
(or amortize it) over the 20 remaining years: $200 divided by 20 years equals $10 per year.
The investor is losing $10 per year, which accumulates on this transaction. Yet the bond is
going to pay him $70 per year in interest. So over 20 years, the investor actually earned an
average of $60 per year every year he owns the bond. In dollars, this is the yield to maturity.

Yield to maturity = Interest received +/- amortized figure

(Face value + cost) / 2

For example,

$70-$10 =0.0545

($1000 + $1200) / 2

The yield to maturity is 5.45%

Certain bonds like Zero coupon bonds trade with the price being quoted as ‘Yield to Maturity’
(YTM). These securities carry a face value, but they are usually traded at a discount. The
YTM for such securities would be quoted in the market. Yield to maturity in such scenario can

be understood using the following formula:

YTM = (Face value — Purchase Price)* Days in a year

Current price * Days to maturity

Corporate Actions on Securities

Corporate actions are various events that happen on the different types of securities during
the life cycle of the securities. Some of these actions can be directly correlated to the return,
which the investors earn on these securities and others are relating to the various happenings
on the securities during its life cycle.
Investors’ returns:
Corporate actions, which fall under this category, can be:

e Cash dividend on equities / preference shares

e Stock dividend on equities

e Interest on bonds / fixed income securities

e Redemption of bonds / fixed income securities either on Call / maturity date

e Exercise of rights / warrants associated with securities

Corporate actions, which do not fall under this category are:

e Stock splits
e Mergers and acquisitions
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Cash Dividend

Corporations reward the investors by declaring cash dividends, which would normally be a
small portion of the company’s earnings after interest payment and tax. Companies plough
back the remaining portion of the earnings into its reserve, which can be re-used for funding
the company’s growth in future. The dividend declared as explained above is paid to the
investors in cash.

When voting on the amount and form of a dividend, the Board of Directors provides two dates:
a record date and a pay date. The record date is the point of reference for determining
shareholder eligibility for the dividend. The pay date is typically a couple of weeks after the
record date.

Three days before the record date and about three weeks before the pay date, the stock goes
ex-dividend. Investors who purchase shares between the ex-dividend date (sometimes just
called the ex-date) and the pay date are not entitled to the dividend. Instead, it is paid to the
previous shareholder. When a stock goes ex-dividend, its price usually drops by the (after tax)
amount of the anticipated payment.

Stock Dividend

Corporation reward the investors by declaring additional free shares to the investors based

upon the proportion of holdings of the investors as of the record date. Whenever the board of
directors feels that the money lying in the Reserve account as explained above is more than
adequate, they would convert a portion of the reserve into Capital by issuing stock dividends.
Issuance of stock dividends does not entail any additional cost to the investor.

If the company issues a stock dividend of 1: 2 (Investors would get an additional share for
every two shares held by them), the outstanding units of the company increase by 50% over
the existing outstanding units. The market value of the stock usually comes down after a stock
dividend.

Interest on Fixed Income Securities

The interest paid on the fixed income securities / bonds is same as the Nominal yield as
explained above. Interest is normally paid on these securities on a pre-defined frequency.
Companies pay interest on the earnings earned by them prior to payment of tax or cash
dividend on both preference / equity stocks

Redemption on Fixed Income Securities

Fixed income securities / bonds has a pre-defined life of 7 — 10 years. Conceptually, the
company is indebted to all its borrowers who have funded the bonds. The companies would
normally redeem its debts and thus there is a fixed maturity period for all the fixed income
securities. The customers are usually paid back the face value of the bond or the face value
and a small premium on the bond at the time of maturity.

For example, if the face value of the bond is $100, the company would repay $100 or $105
(Face value + premium of 5% ) at the time of redemption.

Rights / Warrants

Rights offerings give existing shareholders an opportunity to purchase (or subscribe to)
additional shares of stock at a discount from the public offering price when the company
prepares to issue new shares. These shares, which are also called subscription rights, are
transferable securities. The existing investors have the option to allow the rights to expire,
renounce (where they sell the rights offer to another person) or exercise the options.
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A warrant, attached to another security, entitles the holder to convert the security into
common stock or some other instrument at a set price during a specified period of time. The
price set in the warrant is usually lower than the current market value of the common stock.
These offerings give existing shareholders another opportunity to purchase additional shares
at a discount from the market price.

Stock Splits

Stock splitincreases the total number of shares outstanding without changing the total market
value of shares. The companies usually issue stock splits if the price of the stock is too high
and is not affordable for the common investor. Essentially, stock split increases the liquidity
of the stock among common investors.

For example, in a 2-for-1 stock split, a holder of 100 shares IJK Corporation common stock
receives an additional 100 shares (usually in book entry form, although investors can request
a stock certificate). If the price of IUK was $144 just before the split, it is $72 right after it. The
nominal value of the stock comes down by half in the above example after the split.

Mergers and Spin-offs

Mergers combine two (or more) companies to form a larger company. Frequently, the
acquiring company pays shareholders of the acquired company in shares. For example,
company A may purchase all of company B’s shares on the basis of a pre determined ratio of
shares, say, two