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1. About this Manual

1.1 Introduction

This manual is designed to help you quickly get acquainted with the Foreign Exchange Module of Oracle

FLEXCUBE.

It provides an overview to the module, and takes you through the various steps involved in processing
an FX deal entered in your dealing room system.

You can obtain information specific to a particular field by placing the cursor on the relevant field and
striking <F1> on the keyboard.

1.1.1 Audience

This manual is intended for the following User/User Roles:

Role Function

Back office clerk Input functions for contracts

Back office managers/officers Authorization functions

Product Managers Product definition and authorization

End of day operators Processing during end of day/ beginning of day
Financial Controller / Product Managers | Generation of reports

1.1.2 Organization

This manual is organized into the following chapters:

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

Chapter 2 An Overview of the Foreign Exchange Module is a snapshot of the
features that the module provides.

Chapter 3 Maintaining Data Specific to the FX Module explains maintaining
information required to begin operations with the FX module.

Chapter 4 Defining Attributes Specific to FX Products describes the procedure to
define attributes specific to FX products.

Chapter 5 Beginning of Day Operation explains the maintenance functions that
need to be performed before operations with the module begin for the
day.

Chapter 6 Contract Processing describes the processing of Foreign Exchange
deals.

Chapter 7 Continuous Linked Settlements (CLS) describes the maintenances
and processing details for CLS deals.
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Chapter 8 Annexure 1: Workflow for CLS Deal Settlement provides the possible
media and messages that may be used in the settlement of CLS
deals.

Chapter 9 FX Advices and Messages explains the advices and messages that
you can generate in the FX module.

Chapter 10 Annexure A - Accounting Entries and Advices gives an event-wise list
of model accounting entries for the FX module

Chapter 11 Glossary provides the list the important terms and its definition.

Chapter 12 Reports provides a list of reports that can be generated in this module
and also explains their contents.

1.1.3 Related documents

e The Core Services User Manual

e The Procedures User Manual

1.1.4 Glossary of Icons

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

Icons Function
] New

e Copy
= Save
}{',‘_'_ Delete

El Unlock
| J Print
(&7 Close
(5 Re-open
*?' Reverse
"1_5:__] Template
&3 Roll-over
_:J Hold

Authorize
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o Liquidate

=5 Exit
Sign-off
(7] Help

E Add
|E] Delete

Refer the Procedures User Manual for further details about the icons.

2.An Overview of the Foreign Exchange Module
2.1 Introduction

Foreign Exchange (FX) transactions involve one party purchasing a quantity of one currency in exchange
for paying a quantity of another.

When goods are traded across boundaries, the selling and the buying firms prefer to receive/pay
consideration in a currency of their choice. Firms as well as governments borrow foreign currency
internationally. When they trade or borrow, multiple currencies come into play. There has to be a
market that enables participants to buy and sell currencies in such a way that they can convert the
outflow and inflow into the currency of their choice. Such currency trading takes place in an FX market.

The main participants of the FX Markets are central banks, commercial banks, corporate players,
speculators (such as investment banks, hedge funds etc) and to a small extent retail customers.

Banks have dealing rooms where FX transactions are done by dealers. The deals may be struck either
telephonically or through sophisticated dealing systems such as Reuters Kondor +. Smaller banks may
also book FX transactions through brokers.

Once a deal is struck, a deal slip is generated which contains basic details of the deal. These deal slips
are then passed on to the treasury back office for processing, accounting, settlement and messaging.

The FX module of Oracle FLEXCUBE is a back office system for the treasury. Using this module, you can
upload the forex deals entered into in the dealing room on to Oracle FLEXCUBE for further processing,
messaging and accounting. You can also enrich the deals with information relating to settlements,
brokerage, tax on brokerage, etc. The upload facility that Oracle FLEXCUBE offers eliminates
discrepancies that could creep into the deal information between the dealing room and the back office
system.

Further, not only can you download deals stored in Oracle FLEXCUBE to other systems, you can transfer
information on Nostro balances etc., to the dealing room system that you use. Oracle FLEXCUBE allows
amendment in all fields in a FX contract, including counterparty and currencies.
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2.1.1 Setting up the System

Before you can process FX deals in Oracle FLEXCUBE, you need to maintain certain data that will be used
commonly by many deals. For example, you have to specify the forward and discount rates for
currencies, the default settlement instructions for a customer, etc. Such data is maintained in easily
accessible static data tables. In the following tables you can maintain the data that is required to process
foreign exchange deals:

e Forward Rates Maintenance table (forward rates for a currency to be used for Rebate
method of revaluation).

e Discount Rates Maintenance table (the discount rates for a currency to be used for NPV
method of revaluation).

e Netting Agreements table (where you can specify if you would like to net the foreign
exchange deals, which are to be settled on the same day with a specific customer).

e ‘Customer Information Maintenance’ screen (to maintain the clean and total risk for a
customer).

2.1.2 Organizing Foreign Exchange Deals

In Oracle FLEXCUBE, you can classify the different foreign exchange deals that you enter into as
‘products’. For example, if your bank enters into spot deals in GBP against USD, you can classify this deal
type as a product. When defining a product, you can define the generic attributes of the deal type, such
as:

e The type of GLs that would be involved (Asset, Liability, Contingent Asset, Contingent
Liability, etc.).

e The GLs (under the GL Type) to which you would like to post the accounting entries.

e The advices that you would like to generate for the benefit of the counterparty.

e If you would like to revalue deals and, if so, the method of revaluation.

e If you would like to process brokerage, etc.

All deals in GBP-USD, for example, will acquire the generic attributes defined for the GBP-USD product.
However, you can allow modification of certain attributes during deal processing.

By creating products, you not only save time, you can easily:

e Retrieve information relating to deals of a particular type (say spot deals in GBP-USD).
e Retrieve information relating to a particular deal
e Track deals for MIS purposes

2.1.3 Specifying the Brokerage

In Oracle FLEXCUBE, you can maintain a list of all the brokers with whom you deal with in the Broker
Master Maintenance table. In this table, for each broker, you can specify brokerage details such as the
broker’s name and address; a unique code for the broker; the brokerage payable currency; whether you
would like to book brokerage in advance or in arrears, etc.

When creating an FX product, you can opt to allow brokerage on deals involving it. When processing a
deal (involving a product for which brokerage is allowed), you can specify the broker involved. The
brokerage details, defined for the broker involved in the deal, will automatically default to the deal. You
can change the default brokerage values.
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2.1.4 Defining Tax

Just as you can maintain brokerage details, you can define tax details in Oracle FLEXCUBE. Tax is
calculated according to the ‘Tax Rules’ that you maintain. A tax rule is built with the logic required to
calculate tax. You can define the logic of tax rules to suit your requirement. For each tax rule, you can
define the following:

e The tax currency

e The minimum tax amount

e The maximum tax amount

e The floor amount

e The floor charge

e The ceiling amount

e If you would like to apply a rate or a flat amount
e The basis amount, and so on

Upto six tax rules can constitute a tax scheme. When a tax scheme is linked to a product, tax will be
calculated for deals involving the product according to the tax scheme. Oracle FLEXCUBE’s flexible
architecture allows you to waive the tax that is applied by default on a deal.

2.1.5 Tracking Limits

As part of the customer information maintenance in Oracle FLEXCUBE, you can define liability details for
all your customers. You can define a hierarchy for tracking exposure — a customer company, its parent
company, etc. For an FX deal, you can track clean and aggregate risks.

2.1.6 Settling FX Contracts

The seamless interface with the Settlements module of Oracle FLEXCUBE allows you to settle the foreign
exchange deals (processed in Oracle FLEXCUBE) through a funds transfer.

The Settlement Instructions for a foreign exchange deal can be captured through four different screens
(please refer the chapter on ‘Settlements’). Through these four screens, you can capture the following
information:

e Account details (details about the accounts that have to be either debited or credited in
your branch),
e Party details (details about the various parties involved in the deal).

e Information required to be sent as part of messaging.

2.1.7 Retrieving Information Relating to FX deals

During the day, or at the end of the day, you may want to retrieve information relating to foreign
exchange deals. This information can be generated in the form of reports.

A report is information retrieved mostly in a printed format. However, you can direct a report to one of
the following destinations:

e The printer
e The screen (as a display)
e A spool file (stored as a spool file to be printed later)
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The reports that you have spooled can be printed, or viewed, through the ‘Reports Browser’ screen. The
following are the reports that you can generate in the foreign exchange module.

e FX Contract Event History View report

e FX Currency Analysis report

e FX Maturity Analysis report

e FX Tenor-wise Currency Position report

e Unconfirmed FX Contracts report

e FX Contract Daily Movement report

e FX Contracts to Rollover report

e Discount Rate report

e FX Product Combination report

e FX Contract Overrides report

e FX Brokerage details report

e FX Rollover due report

e FX Exception report - Automatic Processing

e FX Straight Line contracts Spot Revaluation report

e FX Straight Line contracts Accrual report

e FX Rebate and NPV Revaluation report

e Netting Agreements report

e FX Netting report by Netting Date and Customer (FX to FT)
e FX Netting report by Netting Date and Customer (FT to FX)
e FX Netting report by Maturity Date and Customer (FX to FT)
e FX Netting report by Maturity Date and Customer (FT to FX)
e FT details for an FX contract report

e FX details for a FT contract (FT to FX) report

3. Maintaining Data Specific to the FX Module
3.1 Introduction

Before you begin foreign exchange operations in Oracle FLEXCUBE, you must maintain certain basic
information in the system. For example, you must maintain

e Forward rates
e Discounting rates
e Spot rates for different currencies

This data is essential for processing the foreign exchange deals that you enter into in the course of the
day.

Data of this sort is referred to as ‘Static Data' because it remains constant over a period of time.

3.1.1 Static Data
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Static data which is maintained in Oracle FLEXCUBE can either be common to several modules or specific
to a module. For example, data relating to exchange rates is common to modules like Foreign Exchange
and Funds Transfer. Static Data that is commonly accessed by several modules is maintained in the Core
Services module.

Data that is specific to a module is maintained in the module itself. For example, data relating to forward
and discount rates and netting details are specific to the Foreign Exchange module. It is therefore
maintained in the Foreign Exchange module.

3.1.1.1 Static Data specific to the FX module

You can maintain static data specific to the FX module in three different tables. They are

o Forward Rate Maintenance table
o Discounting Rate Maintenance table

When invoked from the Application Browser these tables will be displayed as screens. The procedure to
invoke and maintain these tables is explained below.

3.2 Maintaining Branch Parameters

Branch Parameters refer to some generic processing guidelines that you wish to apply to all foreign
exchange contracts entered into, by a particular branch of your bank. You can define these guidelines in
the ‘Foreign Exchange Branch Parameters Maintenance’ screen available in the Application Browser.

You can invoke the ‘Foreign Exchange Branch Parameters Maintenance’ screen by typing ‘FXDBRMNT’
in the field at the top right corner of the Application tool bar and clicking on the adjoining arrow button.

& — )
2l Foreign Exchange Branch Parameters Maintenance -- Web Page Dialog r._”EI |F§|
]
Branch Code *
Description
Process Til System Date Rewvaluation &t Product
ezt Warking Dy -1 Izer Reference Mumber in
Revaluation Reversal Account Revalustion Messages
Deal Level
Continuous Linked Settlements Preferences Option Period Details
Continuouz Linked Settlement Defautt Option Days
Participant tinimurn Cption Days
Settiement Member
Dezcription
T- Copy
Auta Confirm Continuous
Linked Settiements Deals
E
Figlctz
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You can capture the following details relating to Foreign Exchange Branch Parameters Maintenance.

Branch Code
Select the code of the branch for which you are setting up the parameters.

Branch Description
The description of the selected branch code is displayed here.

3.2.1.1 Setting Revaluation Parameters

If a scheduled revaluation date for a foreign exchange contract falls on a holiday, the process of
revaluation can be shifted according to either of two options that you specify:

System Date
Selecting this option will cause the revaluation process to be triggered as part of the BOD process on the

next working day after the holiday.

Next Working Day — 1
If you select this option, the revaluation process is triggered as part of the EOD batch process on the

working day immediately previous to the holiday on which the revaluation schedule falls.

Example

A foreign exchange forward contract has a revaluation schedule falling on 13" September, 2003, which is a
Saturday and a holiday for your branch. 14™ September (Sunday) is also a holiday. If you select the ‘Reval
Till System Date’ option, the contract is revalued as part of the BOD process on 15" September, 2003. If
you select the ‘Reval Till Next Working Day — 1’ option, contract revaluation is triggered as part of the EOD
process on 12 September.

3.2.1.2 Setting Parameters for Reversal of Revaluation Entries

Revaluation entries can be reversed in either of two ways, according to your specification:

Account Revaluation
If you select this option, revaluation entries passed during the EOD process are reversed as part of the

account revaluation process on the next working day. You must ensure that the account revaluation
process is run before running the contract revaluation process.

Deal Level
If you opt for deal level revaluation reversal, a BOD process reverses the contract revaluation entries

posted the previous day. Revaluation entries are posted and reversed at the level of individual contracts.

You must run the revaluation reversal batch before running the contract revaluation process. Running
the account revaluation process is not necessary in this case.

Note the following:

e If you try to run the deal level revaluation reversal batch in spite of having opted for
Account Revaluation as part of FX Branch Parameters definition, an error message will
be displayed.

e If you have opted for deal level revaluation reversal while defining FX Branch
Parameters, revaluation reversal is triggered once before liquidation of a contract. This
reverses any existing entries in Exchange P&L GLs, as also forward premium/discount
accruals.
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Revaluation at Product
Check this box to enable the passing of a consolidated revaluation entry at the product level for all

forward FX contracts under that product.

User Reference Number in Messages
If this option is checked then the user reference number will be used instead of the contract reference

number in the following messages:

e MT103: Field 20
e MT202 : Field 20

o Field 21 (In case of a cover, field 21 will be field 20 of the related
o MT103)

e MT300: Field 20

o : Field 21

e MT304: Field 20

o . Field 21

3.2.1.3 Specifying Option Period Details

You can capture the option period ‘From Date’ and ‘To Date’ for an FX contract.

Default Option Days
Specify the default option days. It should be greater than zero.

Minimum Option Days
Specify the minimum option days. It should be greater than zero.

For more information on maintaining provisioning to capture option period details for FX contracts
refer chapter ‘Contract Processing’ under Foreign Exchange User Manual.

3.2.2 Specifying UDF Values

You can associate values to all the User Defined fields created and attached to the ‘Foreign Exchange
Branch Parameters’ screen. You can view the list of User Defined fields associated to this screen by
clicking ‘Fields’ button on the ‘Foreign Exchange Branch Parameters’ screen.
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3 User Defined Fields -- Web Page Dialog
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You can enter the value for the UDFs listed here in the ‘Value’ column.

For more details on how to create user Defined fields, refer chapter ‘Creating custom fields in
Oracle FLEXCUBE’ in the User Defined Fields User Manual under Modularity.

3.3 Maintaining Forward Rates

When you revalue a forward FX contract, using the rebate (NPV) method of revaluation, you will use an
exchange rate (for the currencies involved) referred to as a ‘Forward rate’. The forward rate for a
currency (for a specific period) is based on the spot rate and the prevailing interest rate.

The forward exchange rates for a currency are maintained in the ‘Forward Rate Input’ screen.

You can invoke the ‘Forward Rate Input’ screen by typing ‘CYDFWRAT in the field at the top right corner
of the Application tool bar and clicking on the adjoining arrow button.

Fields

Input By

Authorized By

/J Forward Rate Input -- Web Page Dialog 2=l
I
Currencyl ® Currency? ®
Base Date Spot Rate
FORWARD RATE DETAILS +|=|E
™ Periad* Paints  Final Rate =

Modification Mumber
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3.3.1 Maintaining forward rates for currency pairs

When the ‘Forward Rates Maintenance’ screen is displayed, select ‘New’ from the Actions menu in the
Application tool bar or click new icon.

In this screen, you can:
e Define forward rates for a new currency pair, or
e Define forward rates for an existing currency pair but for a different base date.

Currency pair
In this screen, you must first indicate the currency pair for which you are maintaining the forward rate.

In the Currency 1 field you can invoke a list of the currencies that are maintained in your bank. Double
click on a currency to choose it. This would be the first currency of the pair. In the Currency 2 field,
choose the other currency that constitutes the pair.

The forward rates that you specify subsequently would apply to this currency pair.

Base Date
The forward rates which you maintain subsequently will apply to all forward FX contracts from the base

date.
The current system date will be displayed in this field.

Spot rate
The spot rate for the day — for the currency pair — is displayed in this field. The forward rate would be

computed using the spot rate displayed in this field.

To compute the forward rate, the premium or discount points for the currency pair (specified
subsequently) would be added to or deducted from the spot rate displayed.

Period Code
You can maintain forward rates for specific tenors (in days). These tenors are referred to as ‘Periods’.
Example
The following are examples of tenors:
« 30days
« 60 days

e 90 days etc.

For each currency pair, you can maintain forward rates for different periods. In the Period Code column,
you can enter the period codes for which you want to define forward rates.

Points
The forward rates for a currency pair should be maintained in the form of premium or discount points
vis-a-vis the spot rate for the currency pair.

In the ‘Points’ column, you must specify the forward rate for the period that you specified in the
previous column (for the currency pair).

Example

The local currency at Royal Services Bank Ltd. is EURO (EUR). The bank deals with Great Britain Pound
(GBP), US Dollars (USD) and Australian Dollars (AUD). The Spot Rate between USD and EUR is 1.3 where
1 USD = 1.3 EUR. Against this Spot Rate, the forward rates should be as follows:
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Period Exchange Rate

10 days +0.01
30 days +0.02
90 days +0.05

To maintain these rates, you should do the following:

o Enter USD as the CCY.
o Enter a Base Date.
«  Enter the Spot Rate between EUR and USD as 1.3.

« Inthe Period and Exchange Rate columns, enter the information exactly as in the Table. For all
contracts with a Maturity Date that is later than the Base Date, the exchange rate variance
specified by you will be picked up for revaluation for contracts revalued under the Rebate method.

The variance you specify will be applied on the Spot Rate to arrive at the Forward Rate, depending on
the quotation method for the currency. The following table summarizes the method of application:

Direct quotation Indirect quotation

Premium | Add to the Spot Rate Subtract from the Spot Rate

Discount | Subtract from the Spot Rate | Add to the Spot Rate

3.4 Maintaining Discounting Rates

Discount rates are the interest rates (for a currency) that you use to compute the Net Present Value
(NPV) of an outstanding FX contract.

The discounting rate for a Currency and Rate Type is maintained in the ‘FX Discounting Rate
Maintenance’ screen. These discounting rates will be used when contracts in different currencies are
revalued using the NPV method of Revaluation.

You can maintain discounting rates for a currency for different tenors in the ‘Discount Rates Input’
screen. You can invoke the ‘Discount Rates Input’ screen by typing ‘FXDDIRAT’ in the field at the top
right corner of the Application tool bar and clicking on the adjoining arrow button.
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/J Discount Rates Input -- Web Page Dialog 2=l
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The discount rates that you maintain are for a Currency and Rate Type combination. After you select this
combination, you can proceed to set up tenors and the rates applicable to each tenor.

Currency
Select the Currency from the option list available.

Base Date
The discounting rates that you maintain subsequently will apply to FX contracts from the base date that
is displayed here.

The current system date will be displayed in this field. You can change the default value. However, you
can only enter a date that is the same as or later than the current system date.

Rate Type
The discount rates that you maintain are for a Currency-Rate Type combination. Select the rate type for
which you are defining discounts.

Period Code
You can maintain discounting rates for the Currency — Rate Type combination for specific tenors (in
days). These tenors are referred to as ‘Periods’ in Oracle FLEXCUBE.

A Period commences on the Base Date applicable to the Currency and Rate Code that you selected and
ends on the date that is displayed in the Actual Date field.

For contracts involving currencies, for which you have not maintained discount rates, the rates of the
discount currency specified in the Bank Parameters will be used.

You must specify the discounting rate for a period before you enter the next period.
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Discounting rate
The discounting rates for different periods for a Currency and Rate Type should be maintained in the
form of discount points (a percentage). The rate that you enter against each period will apply to
contracts whose transaction date is between the Base Date and the Actual Date.

In the ‘Discounting Rates’ column, you must specify the discounting rate for the period code that you
specified in the previous column (for a currency).

Actual Date
The system displays the actual date on which the period that you specified ends.

Example

You specified the Base Date as 01-Jan-09 in the Base Date field. You want to maintain discounting rates for
AUD for the following periods:

e« 10days
e 200 days etc.

In the Actual Date column, you will see the following dates displayed for the corresponding periods. Against
10 the actual date would read 11-Jan-09 (that is ten days from 01-Jan-09). Against 200 the actual date
would read 20-Jul-09 (that is 200 days from 01-Jan-09).

3.4.1 Specifying UDF Values
You can associate values to all the User Defined fields created and attached to the ‘Discounting Rate

Maintenance’ screen. You can view the list of User Defined fields associated to this screen by clicking
‘Fields’ button in the ‘Discounting Rate Maintenance’ screen.

: User Defined Fields -- Web Page Dialog
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You can enter the value for the UDFs listed here in the ‘Value’ column.
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For more details on how to create user Defined fields, refer chapter ‘Creating custom fields in
Oracle FLEXCUBE’ in the User Defined Fields User Manual under Modularity.

3.4.2 Querying Discount Rates

While processing a contract that involves discount rates, you can query the discount rates applicable to

a Currency and Rate Type combination for a specific period using the ‘Discount Rates Query’ screen. You
can invoke the ‘Discount Rates Query’ screen by typing ‘FXDQIRAT’ in the field at the top right corner of
the Application tool bar and clicking on the adjoining arrow button.

/J Discount Rates Query -- Web Page Dialog 2=l
|
Exchange Rate
Rate Type * EH Currency * EH
Tenor
Darys
{+ Dates
= Tenor
Start Date * B
End Diate * B
GQUERY

Dizcourt Rate

Rate Type
You can query the discount rate for a Currency and Rate Type combination. Here you need to select the

Rate Type for which you are querying discount rates.

Currency
Select the currency for which you are querying the discount rates.

You can query discount rates for a Currency-Rate Type combination based on either of these:

e Adate range
e Tenor

3.4.2.1 Querying Based on Dates

Start Date
Select the start date for which you want to query discounted rates.

End Date
Select the end date for which you want to query discounted rates.

3.4.3 Querying Based on Tenor

Tenor
Select this option if you want to query rates for a specific tenor.

Days
Specify the number of days for which you want details. If you indicate 10 in this field, the query will
calculate the discount rates for the Currency - Rate Type combination ten days from the query date.
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To execute the query, click ‘Query’ button. The discount rate for the Currency-Rate Type combination
and period that you queried is displayed in the Discount Rate field.

Discount Rate
The discount rate for the currency- rate combination is displayed here.

4. Defining Attributes specific to FX Products
4.1 Introduction

Broadly speaking, to meet your requirements, you will enter into two types of foreign exchange deals.
They are:

e Spot deals
e Forward deals
Spot deals

When a foreign exchange deal is settled within spot days (usually two days) of entering into the deal, it
is referred to as a Spot Deal.

While spot deals settle on the spot date,
e Cash deals settle on the same day
e Tomorrow, or TOMs, settle on the next working day

Forward deals
A foreign exchange deal that is settled beyond the spot days (of entering the deal) is referred to as a
forward deal.

In this chapter, we shall discuss the manner in which you can define attributes specific to a Foreign
Exchange (FX) deal as a product.

You can create FX products using the ‘Foreign Exchange Product Definition’ screen. You can invoke the
‘Foreign Exchange Product Definition’ screen by typing ‘FXDPRMNT’ in the field at the top right corner of
the Application tool bar and clicking on the adjoining arrow button.

In this screen, you can enter basic information relating to a deposits product such as the Product Code,
the Description, etc.
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/J Foreign Exchange Product Definition -- Web Page Dialog
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For any product you create in Oracle FLEXCUBE, you can define generic attributes, such as branch,
currency, and customer restrictions, interest details, tax details, etc., by clicking on the appropriate icon
in the horizontal array of icons in this screen. For a foreign exchange product, in addition to these
generic attributes, you can specifically define other attributes. These attributes are discussed in detail in

this chapter.

You can define the attributes specific to a deposits product in the ‘Foreign Exchange Product Definition
Main’ screen and the ‘Foreign Exchange Product Preferences’ screen. In these screens, you can specify

the product type and set the product preferences respectively.

For further information on the generic attributes that you can define for a product, please refer the
following Oracle FLEXCUBE User Manuals:

Code

Products

Interest

Charges and Fees
Tax

User Defined Fields
Settlements

Specify the code of the FX product.

Description
Enter a small description for the product.
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Type
The first attribute that you define for a product is its type. You can broadly classify products into two

types in the Foreign Exchange module of Oracle FLEXCUBE - Spot and Forward.

Example

You want to create a product for GBP/USD spot (buy) deals called BuyGBP. When you define the product
you would indicate that the product type of this product is Spot.

Under each product type you can create any number of products.

Slogan
Enter a slogan for the product.

Group
Select the group to which the product belongs.

Start Date
Select the date from which the product is effective.

End Date
Select the date till which the product can be used.

Remarks
Enter any additional remarks about the product.

4.2 Indicating Preferences for a product

Preferences are the attributes or terms defined for a product that can be changed for a deal involving
the product. By default, an FX deal acquires the attributes defined for the product to which it belongs.
However, the attributes that are defined as the product’s “preferences” can be changed for a deal. To
invoke the ‘Preferences’ screen click ‘Preferences’ button.
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You can define the preferences for a product in the ‘FX Product Preferences’ screen. The following are
the preferences that you can define for a product.

Code
The product for which you are maintaining preferences is defaulted here.

Description
The description of the product is displayed here.

4.2.1 Specifying Preferences for Forward Contracts

Option Date Allowed
For a product, you can indicate whether an Option Date can be specified for forward deals during deal

processing. If you specify an option date, then you can change the contract value date to any date
between the option date and the original value date, This means that the contract may be liquidated
anytime between the option date and the value date of the contract.

To allow an option date, check this box.

However, if you have allowed an option date for a product, you need not necessarily enter an option
date during deal processing.

Max Tenor (In Months)
When you create a product, you can specify the maximum tenor for forward deals involving the product.

You cannot enter a deal with a tenor that exceeds that specified for the related product. However, you
can enter an FX deal with a tenor that is less than that specified for the product.
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To specify the maximum allowed tenor for a product, enter an absolute value (in months) in the ‘Max
Tenor’ field.

Example

You are creating a product for Forward deals coded ‘FXFW’. You define the maximum tenor for the product
as six months.

Now, an FX input clerk cannot enter a deal, involving ‘FXFW’, with a tenor that exceeds six months. The
clerk cannot enter the following deal involving ‘FXFW' where the:

e Value Date: 7-March-09 and the
o  Settlement Date: 8-September-09

4.2.1.1 Indicating the Contract Details to be Rekeyed

All contracts entered in the system should be ratified or ‘authorized’ by a user with the requisite rights.
This is a security feature.

When creating a product, you can indicate if the authorizer of contracts involving the product needs to
rekey important contract details. This is to ensure that the contract is not mechanically authorized. If
you opt for rekey of details click on the button against ‘Yes’ under Rekey required field.

Rekey Required
Select ‘Yes’ if you want to rekey the details, else select ‘No’.

4.2.1.2 Selecting Fields for Rekey

Counterparty
Check this box if you want the counterparty details to be rekeyed.

Deal Currency
Check this box if you want the deal currency details to be rekeyed.

Deal Amount
Check this box if you want the deal amount details to be rekeyed.

Value Date
Check this box if you want the Value date details to be rekeyed.

Exchange Rate
Check this box if you want the exchange rate details to be rekeyed.

You can specify any or all of the above details for rekey.

Under Rekey Fields you can indicate which of the details that you would like the authorizer to rekey.
Click on the box adjacent to each contract detail to indicate that it should be rekeyed.

4.2.1.3 Allowing an Exchange Rate Variance (percentage)

The standard exchange rate for the currencies involved in a deal will be picked up, by default, from the
currency table during deal processing.

You can change the standard rate that defaults to a deal during deal processing. If the exchange rate is
different from the standard rate specified in the currency table, it is referred to as an ‘exchange rate
variance’.

For a special customer, or in special cases, you can allow an exchange rate (a special rate) that is
different from the Standard rate maintained in the currency table.
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Normal Exchange Rate Variance
In the exchange rate variance field, specify the minimum percentage difference of the special rate from
the Standard rate. In other words, you can specify the Minimum Exchange Rate Variance for a product.

Maximum Exchange Rate Variance
In the exchange rate variance field, specify the maximum percentage difference of the special rate from

the Standard rate. In other words, you can specify the Maximum Exchange Rate Variance for a product.

STOP . . . . . . .
. The implications of defining an exchange rate variance are discussed below:

e The system will not seek an override if the Exchange Rate Variance is lower than the
Minimum (or Normal) Exchange Rate Variance that you have specified in the Normal
Exchange Rate Variance field.

e If the Exchange Rate Variance is between the Minimum (in other words, Normal) and the
Maximum Exchange Rate Variance that you have defined, the system will display an
override message.

e The system will not store a deal if the Exchange Rate Variance is more than the
Maximum Exchange Rate Variance defined for the product.

Input Mode
Specify the mode through which product can be used to book contracts. The options available are:

e Input Only - Product can be used only from front end Oracle FLEXCUBE
e Upload Only: Product can be used during upload of FX contract only

e Input and Upload: Product can be used both in case of Manual input through Oracle
FLEXCUBE as well as through upload

Tenor Type
Select the tenor for calculation of risk weighted amount. It can be either ‘Fixed’ or ‘Rolling’.

The tenor of FX contract will be arrived as follows:

e Fixed: Bought value date — booking date
¢ Rolling: Bought value date — Branch date

Method
If you have opted to revalue the foreign currency liability for a product, you must also specify the

revaluation method by which the profit or loss is to be calculated. You can revalue the profit or loss in
three different ways. They are:

e NPV (Net Present Value)
e Rebate

e Straight Line

e Discounted Straight Line

For discounted products, you can also choose the revalue profit or loss through the ‘Discounted Straight
Line’ method.

Each of these methods is explained below with an example.

Rebate (Non-NPV) method

This method of revaluation is also referred to as the ‘Marking To’ method.

You enter the following forward deal (INR is the local currency)
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Trade Date: 1.1.08

Maturity Date: 15.2.08

Bought: USD 100,000

Sold: INR 4,500,000

Deal Rate: USD 1 = INR 45.00
Spot Rate: USD 1 = INR 46.00

If the revaluation frequency is monthly, then on 31.01.2008, the contract will be revalued with the prevailing
forward rate for the unexpired period of the contract.

Assume that the 14 Days Forward rate maintained in the Forward rates screen is 46.
Then the revaluation profit = (Forward Rate - Deal Rate)* Deal Amount
(46 - 45) * 100000 = 100000
The following entries would be passed on 31.1.08
Dr Fwd Adj a/c INR 100,000
Cr. Exchange P/L INR 100,000
Rebate + NPV method

To revalue foreign exchange contracts using the Rebate (NPV method), you should maintain the Forward
rates and the Discount rates for currencies. The method is similar to the Rebate method, only the
profit/loss arrived at, will be discounted using the discount rates maintained for the main leg of the
transaction.

Example

When the contract used in the first example is revalued, using the Rebate + NPV method, the following
would be the account entries and balances:

Accounting Entries on 1.1.08

Dr. Fwd Bought USD (Contingent Asset) USD 100,000 INR 4,500,000
Cr Fwd Sold INR (Contingent Liab) INR 4,500,000
Accounting Entries on 31.1.08

Forward Rate for 14 days USD 1 = INR 46.00

Interest rate for 15 days 10%

Profit = (100,000 * 46) - (100,000 *45) = INR 100,000
INR 100,000 is the profit that will be realized on 15.2.08. Hence the Net present value of the profit will be:
100,000/(1+(10/100)) = 90,909.10

The accounting entries will be as follows:

Dr Fwd Adj GL INR 90,909.10

Cr Exchange P/L INR 90,909.10

Account Balances

Exchange P/L INR 90,909.10 Cr
Fwd Adj a/c INR 90,909.10 Dr
Fwd Bought a/c USD 100,000 INR 4,500,000 Dr
Fwd Sold a/c INR 4,500,000 Cr

Straight Line method

In this method, the spot rate on the date of revaluation is used for calculating the revaluation profit/loss.
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You enter the following forward deal (INR is the local currency)
Trade Date: 1.1.09

Maturity Date: 15.2.09

Bought: USD 100,000

Sold: INR 5,000,000

Deal Rate: USD 1 = INR 50.00

Spot Rate: USD 1 = INR 51.00

Profit = (Bought amt. * Spot rate) - (Bought amt. * Deal rate)
That is,

Profit = (100000 * 51) - (100000 * 50) = INR 100,000

Now, the Period (for which the contract needs to be revalued) = 45 days (Jan 31 days + Feb 14 days)

When you revalue the contract using the Straight Line revaluation method, the profit (INR 100,000) would be
accrued over 45 days. The following would be the Accounting Entries and Balances:

Accounting Entries on 1.1.09
Dr. Forward Bought USD (Contingent Asset) USD 100,000

Cr. Forward Sold INR (Contingent Liability)

Account Balances as on 1.1.09

USD Nostro NIL
INR Nostro NIL
USD Fwd Bought USD 100,000 INR 5,000,000
INR Fwd Sold INR 5,000,000

Accounting Entries on 31.1.09

Spot Rate is USD 1 = INR 52.00

Dr. USD Nostro 2 INR 200,000

Cr. Exchange P/LINR 200,000

Current accrual - 31 days = (100,000 * 31) / 45 = INR 68,889
Future Accrual - 14 days = (100,000 * 14) / 45 = INR 31,111

Dr. Exchange P/L INR 100,000
Cr. P/L Interest & Exchange a/c INR 68,889
Cr. INR 31,111

Account Balances as on 31.1.09

Exchange P/L INR 100,000 Cr
P/L Interest & Exchange a/c INR 68,889 Cr
uUsD INR 168,889 Dr

Accounting Entries on 15.2.09

Reversal of contingent entries

Dr Fwd Sold INR INR 5,000,000

Cr Fwd Bought USD 100,000 INR 5,000,000

Settlement Entries

Dr USD Nostro USD 100,000 INR 5,000,000

Cr INR Nostro INR 5,000,000
4-8

INR 5,000,000
INR 5,000,000
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Account Balances on 15.2.09

USD Nostro USD 100,000 INR 5,000,000 Dr
INR Nostro INR 5,000,000 Cr
Int &Exch P/L a/c INR 68,889 Cr
usbD INR 168,889 Dr
Exchange P/L INR 100,000 Cr
Accounting Entries

Revaluation

Rate: USD 1 = INR 53.00

Cr INR 168,889

Dr Exchange P/L INR 168,889

Dr USD Nostro INR 300,000

Cr Exchange P/L INR 300,000

Accrual

Dr Exchange P/L INR 31,111

Cr Int &Exch P/L INR 31,111

Account Balances as on 28.2.09

USD Nostro 1 USD 100,000 INR 5,300,000 Dr

INR Nostro 1 INR 5,000,000 Cr

Exch P/L INR 200,000 Cr

Int & Exchange P/L INR 100,000 Cr

NET GAIN INR 300,000 PROFIT

Straight Line Method for discounted products
For discounted products, you can only apply the discounted Straight Line Method for revaluation.

When you initiate a forward deal, the actual deal amount is considered to be inclusive of the discount
(notional interest) component that you assume to receive and pay over the tenor of the deal. Therefore,
at the time of booking the deal, you will specify the Discount Amount that you would receive and pay on
maturity for the bought and sold legs of the deal. On the Booking date, Oracle FLEXCUBE will pass
contingent entries for the discounted deal amounts (Deal Amount — Discount Amount) for each leg of
the contract.

4.2.1.4 Non-Deliverable Forward Details

Specify the following details.

NDF Indicator
Check this field to indicate whether the product is NDF product or not. By default this field is unchecked.

For forward product type, if the NDF indicator is checked, then the product is for NDF Forward Contract.
For spot product type, if the NDF indicator is checked then the product is for NDF Fixing Contract.

Default NDF Currency
Specify the Default NDF Currency from the option list. This field is activated when the NDF indicator is

checked. The option list for this field will be list of all BOT and SOLD currency allowed for the branch.
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NDF Basis
Specify the NDF Basis from the option list. This field is enabled if the NDF indicator is checked. NDF basis

is used to generate the NDF advices for the NDF Forward contract.

4.2.1.5 Specifying Revaluation details for FX Spot and Forward Contracts

Revaluation is the process of stating your foreign currency assets and liabilities in terms of the current
exchange rates. Revaluation of your foreign exchange assets and liabilities can result in either a profit or
a loss for your bank. This is because, the equivalent of the foreign currency assets and liabilities in the
local currency would be recorded in the books at rates other than the current exchange rates and
converting the assets and liabilities to the current/revaluation rate would result in a change in the local
currency equivalent amounts. This change can be a profit or a loss.

3 Foreign Exchange Product - Preferences -- Web Page Dialog ﬂ
|
Code *
Description
Preferences | Additional
Auto Liquidation Allovwed F Yes Splt Yalue Dates Allowed F Yes
= Mo = Mo
Brokerage Allowed F Yes Extenzion Allowed F Yes
" Mo " Mo
Crozs Currency Deals Sllovwed F Yes Local & Currency Holiday Check { Yes
£ Mo % Mo
Rollover tllowed (& Yes
Mo Revalustion {7 Yes
% Mo
Frequency { Daily
= Morithly
El

Specify the following details.

Revaluation
To allow revaluation of deals involving a product, choose ‘Yes’ by clicking on the button against it. You

can disallow revaluation by clicking on the button against ‘No’.

Frequency
If you allow revaluation of your foreign currency liabilities for a product, all deals involving the product

will be revalued regularly. You can opt to revalue deals related to a product:

e Daily
e Monthly

If you want to revalue deals on a daily basis click on the button against ‘Daily’ in the Frequency field. If
you want to revalue deals on a monthly basis, choose ‘Monthly’ by clicking on the button against it.
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Spot contracts can only be revalued on a daily basis — you will not be allowed to choose revaluation
frequency as ‘Monthly’.

When you run the End of Day processes in your bank, deals involving products specified for daily
revaluation will be revalued. In case of products specified for monthly revaluation the deals involving
the products will be revalued during the End of Month processes. Typically, the End of Day operator
would perform the revaluation process.

On Booking an FX deal:
If it is an LCY-FCY deal, the discounted amount of the LCY leg is taken as the LCY Equivalent of contract.

For an FCY-FCY deal, the local currency equivalent of the discounted amount of the non-deal currency
(calculated at the prevailing exchange rate) is taken as the LCY equivalent of the contract.

Contingent booking entries are passed for the discounted amounts.

On Revaluation:
The interest in both the currencies is accrued separately on a daily basis, starting from the spot date till

the maturity date of the contract. The local currency equivalent of the FCY accrual entries is calculated
at prevailing rates. Also the previous FCY accrual entries are revalued when you run the account
revaluation batch function as part of the EOD operations.

Contract level revaluation of the Discounted Amounts (Contingent Amounts) is done starting from the
booking date till maturity of the contract.

These revaluations may result in a profit or a loss for your bank on the contract.
The revaluation entries are passed depending on the frequency you specify.

On the maturity date, the contingent entries are reversed; settlement entries are passed into the nostro
accounts for the full deal amounts and the interest receivable and the interest payable are booked into
the FX gain/loss GLs.

The method is explained using the example below:

Example

Let us assume a buy deal where you are buying 50,000 GBP (deal currency) against the sale of 51,000
USD (non-deal currency) two months from now. The deal is booked on 1t January 2009.

You enter the forward interests (discounts) as per the prevailing currency interest rate (currency interest
rates are also captured for reference, for the both legs) and the deal amount as:

e 2000 for GBP (Interest receivable on bought currency, 2 months hence), and
» 1000 for USD (Interest payable on sell currency, 2 months from now)

Therefore, the discounted deal amounts are:

«  GBP: (50000 — 2000) = 48,000
e« USD: (51,000 — 1000)= 50,000

Accrual and revaluation are scheduled on the following dates for the spot rate prevalent on that day:
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Schedule Dates Spot rates for GBP to Spot rates for USD to Euro
Euro conversion conversion

31st Jan 2009 (31 days) | 1.02 1.01

28th Feb 2009 (28 days) | 1.04 1.02

On the Booking Date (1%t January), the system will pass the following contingent entries:

Dr — Cont. Discounted bought amount ------- - GBP 48,000

(Though the LCY Equiv. = 48,048, it will be passed as 50,100, the LCY equivalent of the non-deal currency)
Cr - Cont. Discounted sell amount  ------- - USD 50,000 (LCY Equiv. = 50,100)

(Assuming that the spot rate is 1.001 between EUR-GBP and 1.002 between EUR-USD).

Since we are processing a buy deal, the LCY equivalent of this contract is the LCY equivalent of the sold leg
(non-deal currency) i.e. 51,000 * 1.002 = EUR 51,102

Similarly, LCY equivalent of the discounted amount is 50,000* 1.002 = EUR 50,100.

The forward interests of 2000 on GBP and 1000 on USD are accrued at the end of each month, on the
schedule dates.

During revaluation, the LCY equivalent of the discounted deal amounts as of the booking date is converted
to the current/new rate and the difference is booked as gain/loss.

Gain/Loss for GBP:

Date Amount after revaluations | Gain/Loss
31stJan | 48,000 * 1.02 = 48,960 48,960 — 48,000 = 960
28th Feb | 48,000 * 1.04 = 49,920 49,920 — 48,960 = 960

Total Gain/Loss = 960 + 960 = 1920 EUR
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Gain/Loss for USD:

Date Amount after revaluations | Gain/Loss
31st Jan | 50,000 * 1.01 = 50,500 50,500 — 50,000 = 500
28th Feb | 50,000 * 1.02= 51,000 51,000 — 50,500 = 500

Total Gain/Loss = 500 + 500 = 1000 EUR

Accrual entries for 31st January

For GBP:
Dr | Interest receivable bought 1050.85 | LCY Equiv.=1050.85* 1.02 =
currency 1071.87
Cr | Interest Income 1050.85 | (At the spot rate of 1.02)

The interest of 2000 GBP is obtained for a period of 59 days (31 days of Jan and 28 days of Feb) and is
distributed between the schedules depending on the number of days in each schedule. For instance, interest
for the first schedule (31 days) = (2000 * 31)/59 = 1050.85

Interest for all other schedules is calculated in a similar manner.
For USD:

Dr | Interest Expense 525.42 | LCY Equiv.= 525.42 * 1.01 = 530.68

Cr | Interest Payable on sold currency | 525.42 | (At the spot rate of 1.01)

Revaluation entries for 31t January

Booking the gain on GBP (receivable) on the discounted deal amount (48,000):

Dr | Discounted bought amount | 960 EUR

Cr | Revaluation gain (unrealized) | 960 EUR

Booking the gain on USD (payable) on the discounted deal amount (50,000):

Dr | Revaluation gain (unrealized) | 500 EUR

Cr | Discounted sold amount 500 EUR

On the settlement date (28th February), the following entries are passed:

Reversal of the contingent entries passed on the booking date:
Cr- Cont. Discounted bought amount --------- - GBP 48,000 (LCY equiv = EUR 50,100)
Dr - Cont. Discounted sold amount-------- —->USD 50,000 (LCY equiv = EUR 50,100)

The LCY value of both the legs is same as the LCY equivalent of the discounted amount of the non-deal
currency as calculated during booking at the rates prevalent on the booking day.

Accrual entries for the interest amount on 28" Feb:
For GBP:
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Dr | Interest receivable bought currency | 949.15 | LCY Equiv.=949.15 * 1.04 = 987.12

Cr | Interest Income 949.15 | (At the spot rate of 1.04)
For USD:
Dr | Interest Expense 474.58 | LCY Equiv.=474.58 * 1.02 = 484.07

Cr | Interest Payable on sold currency | 474.58 | (At the spot rate of 1.02)

Reversal of accruals (converted to LCY equiv. at the spot rate of 28th Feb):

For GBP:
Dr | Gain/Loss GL 2000 2080 EUR (LCY equiv. of 2000 GBP at the
GBP spot rate of 1.04)
Cr | Interest receivable bought 2000 2080 EUR
currency GBP
For USD:
Dr | Interest payable sold 1000 1020 EUR (LCY equiv. of 1000 USD at the
currency UsD spot rate of 1.02)
Cr | Gain/Loss GL 1000 1020
usD

NOSTRO Entries:

Settlement entries are passed for the actual deal amounts.

Dr | Settlement bought (GBP Nostro) | 50,000 | EUR 51,102.00

Cr | Settlement sold (USD Nostro) 51,000 | EUR 51,102.00

LCY Equivalent of this contract is the LCY equivalent as calculated during booking for the non-deal
currency.

Oracle FLEXCUBE performs the revaluation of the accrued interest and reversal of the unrealized
revaluation on a daily basis during account revaluation batch function.
Revaluation of the accrued interest:
Until 28" Feb, the interest accrued is 2000 GBP (1050.85 + 949.15).
The sum of the LCY equiv. of the interest amount accrued as of 28" Feb =
2058.99 (1071.87 + 987.12)
This is based on the rates prevalent on 315t Jan (1.02) and 28" Feb (1.04), resp.

If 2000 GBP is converted into LCY for the rate prevailing on 28™ Feb, the interest would work out to = 2000 *
1.04 = 2080.

Therefore, the revaluation gain on the accrued interest for bought currency
= 2080 - 2058.99 = 21.01
Likewise, for USD, the interest accrued is 1000 (525.42 +474.58)
The sum of the LCY equiv. of the interest amount accrued as of 28th Feb = 1014.75 (530.68 +484.07)
This is based on the rates prevalent on 315t Jan (1.01) and 28" Feb (1.02), respectively.
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If you convert 1000 USD in terms of the rate prevalent on the settlement date (28" Feb), the interest would
work out to = 1000 * 1.02 = 1020

Therefore, the revaluation loss on the accrued interest for sold currency
=1020-1014.75=5.25

The revaluation entries passed would be as follows:

Dr | Interest receivable bought currency | 21.01

Cr | Revaluation gain (unrealized) 21.01

Dr | Revaluation gain (unrealized) | 5.25

Cr | Interest payable sold currency | 5.25

Therefore, you will earn a profit of 21.01 on the bought currency, GBP and incur a loss of 5.25 on the sold
currency as per the revaluation of the previous accruals.

The profit/loss may fluctuate during each revaluation. The status is reflected on a daily basis. On
liquidation day revaluation, the P&L is reflected as per the rate on that day. On liquidation everything is
realized implicitly because the accrual reversal from unrealized to realized is done at the prevailing rates.

Reversal of the unrealized revaluation (the sum of the revaluation gain for both the schedule dates)
on the maturity date:

For GBP:

Dr | Unrealized revaluation gain | 1920

Cr | Discounted bought amount 1920

For USD:

Dr | Discounted sold amount | 1000

Cr | Unrealized revaluation gain | 1000

This is also done as part of the account level revaluation.

In Oracle FLEXCUBE, the account level revaluation, run as part of the End of Day operations, takes care of
the Nostro revaluation, reversal of the unrealized revaluation and revaluation of interest/discount accrued.

You can indicate the method of revaluation by clicking on the button against the respective methods.

Revaluation method for Spot Contracts
None of the above-mentioned revaluation methods are available for Spot FX contracts. The revaluation

of Spot FX contracts simply involves marking them to market, as shown in the following example.

Example

You have bought 1,000 USD against INR in a Spot deal at a rate of 45 INR / USD. INR is the local currency
of your branch.

USD / INR exchange rate changes to 46 in the evening. The following accounting entries are passed as part
of EOD revaluation:

Revaluation Profit = (46-45) *(1000) = 1,000 INR.

4-15 ORACLE



Accounting Role Amount Tag | Debit / Credit Indicator | Amount (INR)

Unrealized Fwd P&L | REVPROFIT | Debit 1,000

Exchange Profit REVPROFIT | Credit 1,000

If INR appreciated against the USD and the USD / INR exchange rate became 44, then the accounting
entries passed are:

Revaluation Loss = (45-44) * (1000) = 1,000 INR

Accounting Role Amount Tag | Debit / Credit Indicator | Amount (INR)

Unrealized Fwd P&L | REVLOSS Credit 1,000

Exchange Loss REVLOSS Debit 1,000

4.2.1.6 Deal level reversal of Revaluation Entries

If you have opted for deal level revaluation reversal while defining FX Branch Parameters, you have to
run the deal level revaluation reversal batch process before the EOD contract revaluation process is
triggered. This batch process performs reversal of revaluation entries at the level of individual contracts.

See the chapter — Maintaining Data Specific to the FX Module — in this User Manual for more
details on maintaining FX Branch Parameters for deal level revaluation reversal.

Refer to the chapter — Beginning of Day Operations — for details of running the deal level
_ revaluation reversal batch process.
If you try to run the deal level revaluation reversal batch in spite of having opted for Account
Revaluation as part of FX Branch Parameters definition, an error message is displayed.

The deal level revaluation reversal batch process involves the following:

For spot / forward contracts with NPV / Rebate revaluation
Revaluation entries posted into the Exchange P&L GL are reversed. If the processing date for the

revaluation reversal batch process is the first day of a new financial year, the entries posted into the
Previous Year Adjustment GL (maintained in the Chart of Accounts) are reversed. This is because, while
closing the books of accounts for the previous year, the balances in the Exchange P&L GLs would have
been transferred to the Previous Year Adjustment GL.

For details on maintaining Previous Year Adjustment GL, refer to the General Ledger (Chart of
Accounts) User manual.

For forward contracts with Straight Line revaluation
Revaluation entries posted into the Exchange P&L GL are reversed, along with Forward Premium /

Discount accruals. Current Premium / Discount accruals are not reversed. If the processing date for the
revaluation reversal batch process is the first day of a new financial year, the entries posted into the
Previous Year Adjustment GL (maintained in the Chart of Accounts) are reversed, instead of reversing
the entries in the Exchange P&L GL.

For forward contracts with discounted straight line revaluation
No revaluation reversal takes place.
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Example

Sample accounting entries booked at the time of EOD revaluation of a forward foreign exchange contract
with straight line method of revaluation are given below:

Accounting Role/ | Amount Tag Debit / Credit Amount
GL Indicator
Unrealized Fwd REVPROFIT (Revaluation Profit) Debit 100
P&L
Exchange Profit REVPROFIT (Revaluation Profit) Credit 100
Unrealized Fwd UNAMORTINC (Unamortized Income | Credit 20
P&L — Discount)
Exchange Profit UNAMORTINC (Unamortized Income | Debit 20

— Discount)

Sample accounting entries posted during the deal level revaluation reversal of the contract (event: RRVL) at
next working day’s BOD are given below:

Accounting Role/ | Amount Tag Debit / Credit Amount
GL Indicator
Unrealized Fwd REVPROFIT (Revaluation Profit) Credit 100
P&L
Exchange Profit REVPROFIT (Revaluation Profit) Debit 100
Unrealized Fwd UNAMORTINC (Unamortized Income | Debit 20
P&L —Discount)
Exchange Profit UNAMORTINC (Unamortized Income | Credit 20

— Discount)

If the next working day is the first day of a new financial year, sample entries posted for the event RRVL are

as follows:

Accounting Role | Amount Tag Debit / Credit Amount

/ GL Indicator

Unrealized Fwd REVPROFIT_PY (Revaluation Profit — Credit 100

P&L Previous Year)

Previous Yr. Adj. REVPROFIT_PY (Revaluation Profit — Debit 100

GL Previous Year)

Unrealized Fwd UNAMORTINC_PY (Unamortized Debit 20

P&L Income — Previous Year)

Exchange Profit UNAMORTINC_PY (Unamortized Credit 20
Income — Previous Year)
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Refer to ‘Appendix A - Accounting Entries and Advices’ for the FX module’ for descriptions of
_ Accounting Roles and Amount Tags and for generic event-wise accounting entries.
If you have opted for deal level revaluation reversal while defining FX Branch Parameters,
revaluation reversal is triggered once before liquidation of a contract. This reverses any existing entries
in Exchange P&L GL's, as also forward premium/discount accruals.

Brokerage Allowed
You may opt to allow or disallow brokers while creating a product. If you allow brokers for a product,

you can enter into deals that may or may not involve brokers. If you disallow brokers, you cannot enter
deals involving brokers, for the product.

To allow brokers, choose ’Yes’ by clicking on the button against it. To disallow brokers choose ‘No’ by
clicking on the button against it.

When a deal involving a broker is processed, the brokerage applicable to the broker will be picked up
from the Brokerage Rules table.

Cross Currency Deals Allowed
If a deal involves currencies other than the local currency, it is referred to as a cross currency deal. For a

product that you are creating, you can opt to allow or disallow cross currency deals.

e If you opt to disallow cross currency deals for a product, you cannot enter a deal that
does not involve the local currency.

e If you opt to allow cross currency deals, you can enter a deal involving or not involving
the local currency.
To allow cross currency deals, choose 'Yes’ by clicking on the button against it. To disallow cross
currency deals choose ‘No’ by clicking on the button against it.

Auto Liquidation Allowed
Foreign exchange deals can be liquidated automatically or manually. In the ‘Product Preferences’ screen,

you can indicate whether the mode of liquidation of deals, involving a product, is

e Manual
e Automatic
If you specify the automatic mode of liquidation, deals involving the product will automatically be

liquidated on the Settlement Date during the Beginning of Day processing (by the Automatic Contract
Update function).

If you do not specify auto liquidation for a product, you have to give specific instructions for liquidation,
through the ‘Manual Liquidation’ screen, on the day you want to liquidate a deal.

If the Value Date of a deal is a holiday, the deal will be liquidated depending on your specifications
in the Branch Parameters table. In this table

e If you have specified that processing has to be done on the last working day (before the
holiday), for automatic events, the deal falling on the holiday will be liquidated during the
End of Day processing on the last working day before the holiday.

e If you have specified that processing has to be done only on the system date, for
automatic events, the deal falling on a holiday will be processed on the next working day
after the holiday, during Beginning of Day processing.

4-18 ORACLE



Rollover Allowed
You can specify whether foreign exchange deals, involving the product that you are defining, can be

rolled over into a new deal if it is not liquidated on its Value Date.

If you specify that rollover is allowed for the product, it will apply to all the deals involving the product.
However, at the time of processing a specific deal involving the product, you can choose not to rollover
the deal.

If you specify that rollover is not allowed for a product, you cannot rollover a deal involving the product.

When a contract is rolled over, the terms of the original contract will apply to the new contract. If you
want to change the terms of a rolled over contract you can do so during contract processing.

STOP . . . .
. The rolled over contract will retain the reference number of the original contract.

Split Value Dates Allowed
For a product, you can indicate whether the Value Date (settlement date) of the Bought and Sold legs of

FX deals, linked to the product, can be different.

If you select Yes, you can specify different value dates for the Bought and the Sold legs of the contract
during deal processing. However, deals with the same Value Date can also be entered for the product.

If you select No, the Value Date (settlement date) should be the same for both legs of the deal.

Extension Allowed
You can choose to allow extension of the Value Date of FX deals involving a product.

If you disallow the extension of value dates for a product, you cannot extend the Value Date of deals
involving the product.

Example

The Value Date of a deal is 1 April 08. You would like to extend the Value Date of the deal by two days. If
you have allowed extension of contracts for the product, you can settle the contract on 3 April 08.

Local and Currency Holiday Check

Select ‘Yes’ option if you want the system to check for both currency and local holidays of your bank, else
select ‘No’.

After you have specified all your preferences in this screen, click on ‘Yes’ button to store them in the
system. Click on ‘No’ button if you do not want to store your preferences in the system.

4.3 Product Combinations

A swap deal is usually a combination of two foreign exchange contracts. These contracts could be Spot -
Forward or Forward - Forward contracts. It involves a simultaneous buying and selling of currencies,
wherein, the currencies traded in the first deal are reversed in the next.

A swap deal would be defined in Oracle FLEXCUBE as a Product Combination - that is, involving two
different products (a particular spot or forward product and another spot or forward product).

4.3.1 Maintaining Product Combinations

A swap deal is, in effect, a combination of two foreign exchange contracts. These contracts could be

e Spot - Forward OR
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e Spot - Spot contracts

A swap deal will therefore involve two distinct products that you have created. The first leg of the deal
will involve a particular product. And the second leg of the contract will involve a different product.

Example

You have defined a product for spot deals for buying USD with INR called BuyUSD. You have created
another product for buying INR with USD called BuyINR.

You enter a swap deal in which in the first leg you buy USD and sell INR and in the next leg you buy INR
and sell USD.

If you do not maintain a product combination, you will enter a different contract for each leg of the swap deal.
For the first leg of the swap you will enter a spot deal to buy USD and sell INR. The product involved would
be BuyUSD. In the second leg of the swap, you will enter a spot deal to buy INR and sell USD. The second
leg of the swap would involve BuyINR.

4.3.2 Creating a Product Combination

Instead of entering two contracts for the different legs of the contract, (involving two products) you can
enter one using a single product. This product would be a combination of the two products.

You can define products that are a combination of two other products through the ‘Foreign Exchange
Combination Product Maintenance’ screen.

You can invoke the ‘Foreign Exchange Combination Product Maintenance’ screen by typing ‘FXDPRDCO’
in the field at the top right corner of the Application tool bar and clicking on the adjoining arrow button.

/J Foreign Exchange Combination Product Maintenance -- Web Page Dialog 2=l
-
Product Combinstion Code * Mumber of Legs 2
Description *
Start Date
End Ciate
Slogan
Leg Sequence Linked Product
Product Code 1 # ~ Single Swap Advice Reguired
Product Code 2 #
El
Fields

Ir Date Time: o an Mumber

Authorized By Date Time

You can enter the following details relating to FX Product Combination Definition

Product Combination Code
In this field, you should specify the code by which the product combination is identified in the system. If

you are defining a new product combination, enter a new code in this field. You can define a product
that is a combination of two different products.

Description
Enter a description for the product.
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Start Date
You can create a product such that it can only be used over a particular period. The starting date for this

period should be specified in this field. The system defaults to today’s date. Enter a date that is the same
as, or later than, today’s date.

End Date
You can create a product that it can only be used over a particular period. The End Date of this period is

specified in this field.

Number of Legs
This field identifies the number of contract legs that can be defined under this product combination. The

system defaults to a value of two legs. This cannot be changed.

Slogan
This is the marketing punch line for the product. The slogan that you enter here will be printed on the

mail advices that are sent to the counterparties who are involved in deals involving the product.

Product Code 1
If the product is a combination of two other products, each leg of the deal corresponds to one product

in the combination. Specify which product corresponds to which leg in the ‘Product Combination’
screen. For deals involving such a product, select the product for the first leg of the deal.

Product Code 2
Select the product for the second leg of the deal.

Single Swap Advice Required
Even if you have specified swap advices for both products in a combination, you can generate a single

swap advice by choosing this option.

4.3.3 Maintaining Product Category Details for Internal Swap Transactions

You can maintain product category details for internal swap transactions through the ‘Internal SWAP
Product Category Maintenance’ screen. An internal swap transaction is a combination of FX and MM
transactions generated for a deal between the FX desk and the MM desk. Such deals are usually done to
take advantage of prevailing market conditions.

Example:

Assume that the interest rate in the interbank market is 15% i.e. the returns on local currency (INR) lending
will be high. The Money Market desk which deals with interbank deals can either lend surplus cash in the
interbank market or if the FX desk has surplus FCY, like USD, then ask them to undertake a USD-INR
swap to generate INR (by paying the premium to the market) and lend the same to the MM desk.

If the Money Market desk chooses the second option, then the transaction will be treated as an internal
swap.

You can invoke the ‘Internal SWAP Product Category Maintenance’ screen by typing ‘FXDISPCM’ in the
field at the top right corner of the Application tool bar and clicking on the adjoining arrow button.
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/J Internal Swap Product Category Maintenance -- Web Page Dialog 2=l
|
Category * Foreign Exchange Forward *
Diescription * Interest Procuct
. Description
Foreign Exchange Spot Product *
- Money Market Borrow Product #
Description
. Description
Foreign Exchange Forward *
Product honey harket Placement Product
Description Description
El
Fields

Modification Mumber

Specify the following details.

Product Category
You need to specify the 