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Get Help

Topics:

e Get Help in the Applications
e Learn About Accessibility

e Get Support

e Get Training

e Join Our Community

*  Share Your Feedback

- Before You Begin

1.1 Get Help in the Applications

Use help icons to access help in the application.

Note that not all pages have help icons. You can also access the Oracle Help Center to find
guides and videos.

1.1.1 Additional Resources

e Community: Use Oracle Cloud Customer Connect to get information from experts at
Oracle, the partner community, and other users.

» Training: Take courses on Oracle Cloud from Oracle University.

1.2 Learn About Accessibility

For information about Oracle's commitment to accessibility, visit the Oracle Accessibility
Program. Videos included in this guide are provided as a media alternative for text-based
topics, and are also available in this guide.

1.3 Get Support

You can get support at My Oracle Support.

For accessibility support, visit Oracle Accessibility Learning and Support.

1.4 Get Training

Increase your knowledge of Oracle Cloud by taking courses at Oracle University.
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https://www.oracle.com/corporate/accessibility/
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Join Our Community

1.5 Join Our Community

Use Cloud Customer Connect to get information from industry experts at Oracle and in
the partner community. You can join forums to connect with other customers, post
guestions, and watch events.

1.6 Share Your Feedback

We welcome your feedback about Oracle Applications user assistance. If you need
clarification, find an error, or just want to tell us what you found helpful, we would like
to hear from you.

You can email your feedback to My Oracle Support.

Thanks for helping us improve our user assistance!

1.7 Before You Begin

See the following Documents:
¢ See What's New

e Getting Started with Funds Transfer Pricing Cloud Service
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Add-on Rate Rules

Add-on Rate Rules allow you to specify Methodologies to calculate Add-on Rates and
Breakage Charges for the relevant products in your portfolio.

The Standard Transfer Pricing Process references the Methodologies contained in the Add-
on Rate Rule.

2.1 Overview of Add-on Rate Rules

Add-on Rate Rules allow users to define Add-on Rates that are assigned incrementally on
top of base Funds Transfer Pricing Rate to Account for a variety of miscellaneous risks such
as Liquidity Risk or Basis Risk, or to supplement Strategic Decision-Making with Pricing
Incentives, Breakage Charges, or other types of Add-On Rates.

Within the Standard Transfer Pricing Process, users can select an appropriate Add-on Rate
Rule to calculate Add-on Rates or Breakage Charges.

Add-on Rates can be a Fixed Rate, a Fixed Amount, or a Formula Based Rate. Breakage
Charges can be a Fixed Percentage, a Fixed Amount or can also be calculated on an
Economic Loss Basis. The Add-On Rates are calculated and output separately from the base
Funds Transfer Pricing Rate, so they can be easily identified and reported. Additionally, Add-
on Rate Rules allow you to apply event-based logic with Conditional Assumptions that are
applied or varied only if a specific condition is satisfied.

2.2 Navigating the Summary Screen

ORACLE

When you first navigate to the Add-on Rate Rules Summary Screen, the rules stored within
your current default Folder are presented in a Summary Table. The Add-on Rate Rules
Summary Screen displays the Search Pane and Add-on Rate Rule Summary Table.

Figure 2-1 Add-on Rate Rules Summary Page

Add-On Raten Pules

The title bar of the Summary Page provides several actions for the user. They are:

 Add: Click Add icon to create a new Add-on Rate Rule.

* Multiple Delete: Select one or more rules in the table and then click the Delete icon at
the top right of the Summary Page to delete more than one Rule at the same time.
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Navigating the Summary Screen

Refresh: Click Refresh to refresh the Summary Page.
Help: Click the Help icon to view the Add-on Rate Rules Help Page.

2.2.1 Search Pane

There are two Search options provided to search the Add-on Rate Rules on the
Summary Page.

To search the Add-on Rate Rules, perform the following steps:

1.

Click the Search icon on the Search Pane to collapse (display) the Criteria
Window.

Figure 2-2 Search Window

Add-On Rates Rules

Enter the Add-on Rate Rule Name or Description and click Search to display the
Rule that match the criteria.

Click Cancel to remove the filter criteria on the Search Window and refresh the
Window.

Click Search after entering the search criteria. The search results are displayed in
a table containing all the Add-on Rate Rules that meet the search criteria.

The other method to search an Add-on Rate Rule is using the Field Search
option. The Field Search is an inline wildcard Ul search that allows you to enter
value partially or fully and the rows that match the entered string in any of its
column is fetched in the Summary table.

2.2.2 Add-on Rate Rules Summary

The Add-on Rate Rules Pane presents a table containing all Add-on Rate Rules that
meet your search criteria.

ORACLE

The Add-on Rate Rules Summary Page displays the following columns.

Name: Displays name of the rule.
Creation Date: Displays the date and time when user created the rule.
Created By: Displays the Name of the user who created the rule.

Last Modification Date: Displays the Date and Time at which an Add-on Rate
Rule was last modified.

Last Modified By: Displays the name of the user who last modified an Add-on
Rate Rule.

Access Type: Displays the access type of the rule - Read/Write or Read Only
property of an Add-on Rate Rules. Only the creator of a Rule may change its
Access Type.

Folder: Displays the folder name where the Rule is stored.
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* Action: Displays the list of actions that can be performed on the Rule.

The Action column on the Add-on Rate Rules Summary page offers the following actions
that allow you to perform different functions. The following actions are available for the Add-
on Rate Rules.

* View: Click View in the Action column and select View to view the contents of an Add-on
Rate Rules in Read/Write format.

- Edit: Click Edit in the Action column to edit the contents of an Add-on Rate Rules.
» Delete: Click Delete in the Action column to delete an existing Add-on Rate Rule.

You may select or deselect all the Add-on Rate Rules in the Summary Table by clicking the
check-box in the upper left-hand corner of the Summary Table directly to the left of the Name
Column header.

2.3 Create Add-on Rate Rule

ORACLE

You create an Add-on Rate Rule to define Add-on Rate Methodologies for your products.
To create the Add-on Rate Rule, follow these steps:

1. From the LHS menu, select Assumption Specification, and then select Add-on Rate
Rule.

Figure 2-3 Add-on Rate Rule - Definition Mode

Adjustment Rule

save SaveAs Cancel (D)

v Adjustment Rule
PS5 - Consolidated Add on Rate Rule

Description | Defniton Description
PS Consolidated Add on Rate Rule

Folder  SEG2 - Asxes Type O ReadOnly @ Read/Write

v Product Hierarchy Selection

Folder Product Hierarchy

SEG2 - PS - Loan Hierarchy -

v Currency Selection

Currency
"1NY | Us Dollar -

v Adjustment Type Selection

Adjustment Type

Folder Transfer Pricing Rule

SEG2 - PS - Consalidated TP Rule

2. Select the Add-on Rate Type from the Add-on Rate Type Selection Section.
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Defining Add-on Rate Methods

Figure 2-4 Add-on Rate Type Selection

Adjustment Type Selection

Adjustment Type
8 Basis Risk Costs

O Breakage Charges
O Liquidity Premium
B Other Add-Ons

0O Pricing incentives

e

3. Conditional Assumptions - The Conditional Assumption feature allows you to
segregate your product portfolio based on common characteristics, such as Term
to Maturity, Origination Date, and Repricing Frequency, and assign specific Add-on
Rate Methodologies to each of the groupings.

Figure 2-5 Conditional Assumption

o Conditonal ASsummptions

‘Satactes Proguzt ‘Satected Cummmey

UstaGross Fimr g, Fanurcty Fler oy

Foder o n; Finers 5
Conmmon Crous oy Cardien Crowp Lint
At
\J
«# Note:

If an instrument record does not meet any of the conditions, then the rule
logic reverts to the Standard Assumption that is directly assigned to the
Product/Currency combination.

2.4 Defining Add-on Rate Methods

The definition of Add-on Rate Methods is part of the Create or Edit Add-on Rate Rule.

When you click Save in the Create Add-on Rule Process, the rule is saved and the
Add-on Rate Rule Summary Page is displayed. However, Add-on Rate Assumptions
have not yet been defined for any of your products at this point. You would start
defining your Add-on Assumptions for Product-Currency combinations before clicking
Save.To define an Add-on Method, follow these steps:

1. Navigate to the Add-On rate Assumption Browser Page.

ORACLE"
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Figure 2-6 Add-on Rate Rule Assumption Browser

 Asterreption Beseier

Adsengiion Browse

Select an appropriate Add-On Rate Type: Liquidity Rate, Basis Risk Costs, Pricing
Incentives, Other Add-On Rates, or Breakage Charge by opening the Add-On Rate Type
Selector Window. You can enable one or more Add-on Rate Types within a single Add-on
Rate Rule and apply more than one Add-on Rate to a single product.

# Note:

The Product Hierarchy refreshes when you change your Add-on Rate Type
selection, but note that all selections made within the Rule are saved. For
example, when Liquidity Rate is selected, the Hierarchy displays the status of
Liquidity Rate mappings within the Hierarchy. If you change your Add-on Rate
Type selection to Basis Risk Cost, the Hierarchy will refresh and you will see
the status of all Basis Risk Cost mappings, and so on.

Select a Product Hierarchy. Based on the selected Hierarchy, the application displays a
list of all the products (for which you can define Assumptions).

Specify a Currency from list of active currencies.

Select the check-box for one or more products for which you want to define Add-on Rate
Method details.

Select an Add-on Rate Method and enter the appropriate parameters.

< Note:

The Add-on Rate Methods available depends on the Selected Add-on Rate
Type. Depending on the Add-on Rate Type and Add-on Rate Method
combinations selected, certain required and optional parameter fields are
displayed. You can update these fields as required.

Click Apply. If only one product was selected, the Assumption Browser Page is
displayed. If more than one product was selected on the Assumption Browser Page, then
each subsequent product in the select list will appear in the Selected Product drop-down
list and each item should be defined appropriately. After completing the Assumption
Details for each selected product, the Assumption Browser Page is displayed. At this
point you can:

a. Continue defining Assumptions for additional Product-Currency combinations for the
selected Add-on Rate Type, by repeating the above procedure.
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b. Select a new Add-on Rate Type and continue defining Assumption Details for

the required set of products.

c. Complete the process by clicking Save. The new assumptions are saved and
the Add-on Rate Rule Summary Page is displayed.

Oracle Funds Transfer Pricing Cloud Service provides you with the option to copy, in
total or selectively, the Product Assumptions contained within the Add-on Rates Rule,
Transfer Pricing, and Prepayment Rules from one currency to another currency or a
set of currencies or from one product to another product or set of products.

Table 2-1 Fields and Descriptions for Add-on Rate Method Specification

Screen

Term

Definition

Reference Term

Interest Rate Code

Assignment Date

The associated term is used for the Add-on

Rate assignment. You can select one of the

following types of reference terms:

e Original Term (the contractual term to the
maturity of the account)

*  Repricing Frequency (the frequency at
which the account reprices)

e Remaining Term (the number of months
until the account matures).

Used for the Rate Lookup for the Formula
Based Rate, and in the Breakage Charge -
Economic Loss Method when discounting
Cash Flows.

Allows you to choose the date for which the
Yield Curve values are to be sourced. Choices
available are:

e As-of-Date

e Last Repricing Date

e TP Effective Date

e Origination Date

e Commitment Start Date

e Adjustment Effective Date
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Table 2-1 (Cont.) Fields and Descriptions for Add-on Rate Method Specification

Screen

Term

Definition

Lookup Method

Term

Multiplier

Rate

Amount

Formula

Rate Floor and Rate Cap

ORACLE

The method used to derive an Add-on Rate for
different reference Term Values.

e Specify Range as the Lookup Method if
you want the application to apply the rates
defined in the Add-on Rate Rule to a
range of Reference Term values, using the
terms defined in the Rule to specify the
lower end of the range. Note that for
values less than the lowest term point, the
application uses the value associated with
the lowest point.

*  Specify Interpolation as the Lookup
Method if you want the application to
interpolate Add-on Rate Values for
applicable Reference Terms falling
between node points specified in the Add-
on Rate Rule, using straight-line
interpolation between the term points.

Deals that are outside of range or ranges will

not be populated with any values.

In conjunction with the Multiplier, this field
allows you to specify the value for the
Reference Term for a given Lookup Tier.

The unit of time applied to the Term. The

choices are:
. Days
. Months
. Years

The Add-on Rate to be applied to instruments
where the Reference Term is the product of
the Term and Multiplier defined for the row.
The rate should be in percentage form, for
example, 1.25 percent should be input as 1.25.

The Add-on Amount to be applied to
instruments where Reference Term is the
product of Term and Multiplier defined for the
row.

The mathematical formula used in the Formula
Based Rate Method to determine the Add-on
Rate: (Term Point Rate * Coefficient) + Rate
Spread.

The minimum and maximum rate. If the
calculated value is less than the Floor or more
than the Cap, then these rates will be applied.
These boundaries are applicable only to
Formula Based Method and Use the TP
Method from TP Rule add-on rate Method
types. These are optional inputs. Ensure that
the Rate Floor value is always less than or
equal to the Rate Cap Value.
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Table 2-1 (Cont.) Fields and Descriptions for Add-on Rate Method Specification
Screen

]
Term Definition

Term Point In conjunction with the Multiplier (Day, Month,
or Year), it is used in the Formula Based Rate
Method when looking up the rate for the
designated Interest Rate Code.

Coefficient Coefficient by which the Term Point Rate
should be multiplied.
Rate Spread The spread added to the Interest Rate read

from the selected Interest Rate Code. Rate
Spread is used in the Formula Based Rate and
Breakage Charge - Economic Loss Add-on
Rate Methods. For the Formula Based Rate
Method, the spread is added to the result of
the Term Point Rate * Coefficient. Enter the
Rate Spread in percentage form, for example,
1.25 percent should be input as 1.25.

Minimum Charge Used in the Fixed Percentage and Economic
Loss Add-on Rate Methods for Breakage
Charges. If the calculated Break Funding
Amount is less than the Minimum Charge, then
the Minimum Charge overrides the calculated
amount and is written to the Break Funding
Amount column.

Original Term Select to apply Original Term to both Fixed
and Adjustable Rate Instruments.
Standard Term Standard Term is the traditional approach used

in Funds Transfer Pricing, which is the Original
Term for Fixed-Rate Instruments and Repricing
Terms for Adjustable-Rate Instruments.

Repricing Frequency Repricing Frequency is the frequency of rate
change of a product.
Remaining Term The Remaining Term is the number of months

remaining until the instrument matures.

2.4.1 Availability of Add-on Rate Methods

ORACLE

The list of Add-on Methods depends on the Add-on Rate type that you select: Add-on
Rate Types are (Liquidity Add-on, Basis Risk Costs, Pricing Incentives, and Other
Add-on), or Breakage Charges. The following table describes the Add-on Methods
available for each of the Add-on Types.

Add-on Method Add-on Type: Add-On Rates Add-on Type: Breakage
(Liquidity Add-on, Basis Charges
Risk Costs, Pricing
Incentives, and Other Add-

on)
Do Not Calculate Yes Yes
Fixed-Rate Yes
Fixed Amount Yes Yes
Formula Based Rate Yes
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Add-on Method Add-on Type: Add-On Rates Add-on Type: Breakage
(Liquidity Add-on, Basis Charges
Risk Costs, Pricing
Incentives, and Other Add-

on)
Use TP Method from Selected Yes
TP Rule
Economic Loss Yes
Fixed Percentage Yes
¢ Note:

If you select Do Not Calculate as the calculation method, no Add-on Assumptions
will be assigned to the particular Product-Currency combination. This is a
particularly useful option when using Node-Level Assumptions because it allows
you to exclude a particular Child from inheriting a Parent's assumption.

2.4.1.1 Add-on Rate Method Parameters

ORACLE

To define an Add-on Calculation Method, you must specify one or more parameters,
depending on the method. The parameter fields may display a default value, which you can
override.

The following tables describes the parameters associated with the Add-on Methods for
different Add-on Types.

Table 2-2 Parameters Applicable to the Add-on Rate Methods for the Add-on Rate
Types

Add-on Referen Lookup Term Multipli Rate Amount Assign Interest Formul
Rate ce Term Method er ment Rate a
Method Date Code

Do Not
Calculat
e

Fixed- Yes Yes Yes Yes Yes
Rate

Fixed Yes Yes Yes Yes Yes
Amount

Formula Yes Yes Yes Yes Yes Yes Yes
Based
Rate

Use TP Yes
Method

from

Selected

TP Rule
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< Note:

The Add-on Rate Types include Liquidity rate, Basis Risk Costs, Pricing
Incentives, Other Add-on rate and Breakage Charge.

Table 2-3 Parameters Applicable to the Add-on Rate Methods for
the Breakage Charge Calculations

|
Add-on Break Break Interest Rate Minimum
Rate Funding Funding Rate Code Spread Charge
Method Amount Rate

Do Not
Calculate

Fixed Yes

Amount

Economic Yes Yes Yes
Loss

Fixed Yes Yes
Percentag

e

2.5 Defining Assumptions with the Default Currency

ORACLE

For cases where you have the same Assumption (Method and IRC) which is
applicable to all currencies or multiple currencies, you can define Rules for the
combination of Product and "Default Currency".

To define Assumptions for the Default Currency, select a Product from the hierarchy
and “Default Currency” from the Currency list and proceed with the Assumption
Definition as described above. When processing data, the Transfer Pricing engine will
first look for an Assumption that exactly matches the Product/Currency of the
Instrument Record. If not found, the engine will then look for the combination of the
Product and the Default Currency. This is a useful option to utilize during setup when
the same product exists across multiple currencies and shares the same Add-on Rate
Assumption and Interest Rate Code.

Figure 2-7 Add-on Rule Definition with Default Currency

Avvumgrion Reosaar
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Default Currency setup example: If you have two instrument records of the same Product,
each with a different currency, for example, 1 is 'USD' and the other is 'AUD’, you have two
configuration choices. You can either:

Define the Assumptions individually for each Product-Currency combination using direct
input or copy across.

You can create one Assumption for the combination of Product and Default Currency.
When you use “Default Currency”, the Transfer Pricing Engine applies this assumption to
all currencies (unless a direct assumption is available for the product + currency being
processed). In the case where users have many individual currencies that utilize the
same Add-on Rate Method and reference IRC Rates, this is a useful option because you
only have to define the Assumption each time and it applies to many different Product-
Currency combinations.

2.5.1 Add-on Rate Calculation Methods

You can use any of the following methods in an Add-on Rule when the selected Add-on Rate
Type is Liquidity Premium, Basis Risk Cost, Pricing Incentive, or Other Add-on Rate:

Add-on Rate Rule - Fixed-Rate

Add-on Rate Rule - Fixed Amount

Add-on Rate Rule - Formula Based Rate

Add-on Rate Rule - Use TP Method from selected TP Rule

Alternatively, you can use any of the following methods in an Add-on Rate Rule when the
selected Add-on Rate Type is Breakage Charge:

Economic Loss
Fixed Amount

Fixed Percentage

2.5.1.1 Add-on Rate Rule - Fixed Rate

ORACLE

Figure 2-8 Add-on Rate Rule Details

[ — = Vi M g

L]

The Fixed Rate Method allows the user to associate a rate with specific terms or term ranges.
Reference Term selections include the following:

2-11



Chapter 2
Defining Assumptions with the Default Currency

Repricing Frequency: The fixed rate is matched to the specified Reprice
Frequency of the instrument. If the instrument is a Fixed Rate and, therefore, does
not have a Reprice Frequency, the fixed rate lookup happens based on the
Original Term of the instrument.

Original Term: The calculation assigns the fixed rate based on the Original Term
on the instrument.

Remaining Term: The calculation assigns the Fixed Rate based on the
Remaining Term of the instrument.

The Remaining Term value represents the Remaining Term of the contract and is
expressed in Days.

Remaining Term = Maturity Date — As-of-Date

Duration (read from the TP_DURATION column): The calculation assigns the
Fixed Rate based on the Duration of the instrument, specified in the
TP_DURATION column.

Average Life (read from the TP_AVERAGE_LIFE column): The calculation
assigns the Fixed Rate based on the Average Life of the instrument, specified in
the TP_AVG_LIFE column.

You can create your Reference Term ranges and assign a particular Add-on Rate to all
instruments with a Reference Term falling within the specified range.

Holiday Calendar: Select if a Holiday Calendar is applicable for calculating the
charges/credits.

Rolling Convention: Select the appropriate Business Day Rolling Convention if a
Holiday Calendar is selected.

Interest Calculation logic: Select the appropriate option to indicate how the
Interest Payment should be adjusted when a Holiday Date is encountered.

¢ Note:

All Add-on Rates should be input as Annual Rates.

2.5.2 Add-on Rate Rule - Fixed Amount

The Fixed Amount Add-on Rate Method allows the user to associate an amount with
specific terms or term ranges. Reference term selections include the following:

ORACLE

Repricing Frequency: The calculation retrieves the amount for the term point
equaling the Reprice Frequency of the instrument. If the instrument is a Fixed Rate
and, therefore, does not have a Reprice Frequency, the calculation retrieves the
amount associated with the Term Point equaling the Original Term on the
instrument.

Original Term: The calculation retrieves the amount for the Term Point equaling
the Original Term on the instrument.

Remaining Term: The calculation retrieves the amount for the Term Point
corresponding to the Remaining Term of the instrument. The Remaining Term
value represents the Remaining Term of the contract and is expressed in days.
Remaining Term = Maturity Date — As-of-Date.
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Duration (read from the TP_DURATION column): The calculation retrieves the amount
for the Term Point corresponding to the Duration of the instrument, specified in the
TP_DURATION column.

Average Life (read from the TP_AVERAGE_LIFE column): The calculation retrieves
the amount for the Term Point corresponding to the Average Life of the instrument,
specified in the TP_AVG_LIFE column.

You can create your Reference Term ranges and assign a particular Add-on Amount to all
instruments with a Reference Term falling within the specified range.

Holiday Calendar: Select if a Holiday Calendar is applicable for calculating the charges/
credits.

Rolling Convention: Select the appropriate Business Day Rolling Convention if a Holiday
Calendar is selected.

Interest Calculation logic: Select the appropriate option to indicate how the Interest
Payment should be adjusted when a Holiday Date is encountered.

2.5.3 Add-on Rate Rule - Formula Based Rate

The Formula Based Rate Add-on Rate Method allows the user to determine the add-on rate
based on a lookup from the selected Yield Curve, plus a spread amount, and then the
resulting rate can be associated with specific Terms or Term Ranges. Reference term
selections include:

ORACLE

Repricing Frequency: The calculation retrieves the rate based on defined formula for
the term point equaling the reprice frequency of the instrument. If the instrument is a fixed
rate and, therefore, does not have a reprice frequency, the calculation retrieves the rate
based on defined formula, associated with the term point equaling the original term on
the instrument.

Original Term: The calculation retrieves the rate based on defined formula for the term
point equaling the original term on the instrument.

Figure 2-9 Add-on Rule Details - Formula Based Rate (Reference Term)

Remaining Term: The calculation retrieves the rate based on defined formula for the
term point corresponding to the remaining term of the instrument. The remaining term
value represents the remaining term of the contract and is expressed in days.
Remaining Term = Maturity Date — As-of-Date
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* Duration (read from the TP_DURATION column): The calculation retrieves the
rate based on defined formula for the term point corresponding to the Duration of
the instrument, specified in the TP_DURATION column.

* Average Life (read from the TP_AVERAGE_LIFE column): The calculation
retrieves the rate based on defined formula for the term point corresponding to the
Average Life of the instrument, specified in the TP_AVG_LIFE column.

You can create your Reference Term ranges and assign a particular Formula Based
Rate to all instruments with a Reference Term falling within the specified range.

With this method, you also specify the Interest Rate Code and define an Assignment
Date for the Rate Lookup. The Interest Rate Code can be any IRC defined within Rate
Management, but will commonly be a Hybrid IRC defined as a Spread Curve (for
example, Curve A — Curve B).

Figure 2-10 Add-on Rule Details - Formula Based Rate (Assignment Date)

 Define Adpsatment Pule
Selected Product HodeOr i Term
Adjurstrment Method Formula Based Rate - O Output Audit Detad
~ Foernula Based Rate
Refererae Term Repricing Frequency i Aszigranent Date 3
Owiginal Team
Imterest Rate Code Lockup Method ® Range () interpolation
Repricing Frequency
Halidiy Calender Remanning Term
Duraticn
Roling Cormention Bewrage Life Interest .|I:u'|:‘|‘::

Assignment Date selections include:
* As-of-Date

e Last Repricing Date

*  Origination Date

* TP Effective Date

* Adjustment Effective Date

¢ Commitment Start Date

Each term range additionally allows users to input a Rate Cap and a Rate Floor. These
boundaries will only apply to the 'Formula Based Method' and 'Use TP Method from
TP Rule' based add-On Rates. These are optional inputs. This input limits the Max or
Min rate regardless of the rate passed by the Formula/TP Rule. Sometimes, there may
be major external events that cause a short-term spike in rates and certain accounts
may be negatively impacted as a result. Applying a rate cap (or floor) allows business
users to limit these spikes.
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< Note:

Term range considers one month equal to 30.416667 days and 1 year = 365 days,
therefore, 12 Months would marginally be more than one year by 0.000004 days.

The formula definition is comprised of the following components.

Term Point: This allows you to associate a specific term point from the IRC to each Term
Range.

Coefficient: This allows you to define a multiplier that is applied to the selected rate.

Rate Spread: This allows you to define an incremental rate spread to be included on top
of the IRC Rate.

Figure 2-11 Add-On rate Rule Definition Formula

Adjustment Rule Definition Formula

Interest Rate

Code Term
~ Assumptions
Ti Paint Multipli
Brm Y . ultiplier Months ~
Coefficient 15 Rate Spread 151

Apply Cancel

The resulting formula for add-on rate: (Term Point Rate * Coefficient) + Spread

< Note:

For increased precision, you can reduce the Term Ranges to smaller term
increments allowing you to associate specific IRC rate tenors with specific terms.

Holiday Calendar: Select if a Holiday Calendar is applicable for calculating the charges/
credits.

Rolling Convention: Select the appropriate business day rolling convention if a Holiday
Calendar is selected

Interest Calculation Logic: Select the appropriate option to indicate how the interest
payment should be adjusted when a Holiday Date is encountered.

2-15



Chapter 2
Defining Assumptions with the Default Currency

2.5.4 Add-on Rate Rule - Use TP Method from Selected TP Rule

ORACLE

The Use TP Method from Selected TP Rule selection allows the user to calculate the
add-on rate based on any TP Method available in the selected Transfer Pricing Rule.

Figure 2-12 Add-on Rate Rule — Use TP Method (Transfer Pricing Rule
Selection)

~ AdUSETEN Type SEeCTRoN

Adpastment Dot ) memmnkons @) Ponghoemens () O ABOw

Folger Teanstes Pricing Auke | .
CELT - P Coariobdatid TR Pule -

Users can attach any Transfer Pricing Rule on the Add-on Rate Rule Summary Page
separately for each type of add-on rate. The TP Methods mapped to product hierarchy
members in the TP Rule will be read during the add-on rate calculation process and
applied during the calculation of the Add-on Rate(s). Outputs will be written to the
respective Add-on Rate column, for example, Basis Risk Cost Rate, Liquidity Premium
Rate, Pricing Incentive Rate, or Other Add-on Rate.

e Term: The following Term Types are available:

— Standard Term: Add-on rate would be calculated as per the repricing period
for adjustable-rate instruments and use the original term (maturity date -
origination date) for fixed-rate instruments.

— Original Term: Add-on Rates would be calculated as per the original term like
a fixed-rate instrument.

Figure 2-13 Add-On rate Method - Use TP Method (Term Selection)

% Dehine Adprstment Rule
Selected Product Losn%200 ) Term Original Term -
Original Term
Adpustment Method UseTP Method From Selected TP Ruls -
Standard
~ Parameters
Rate Cap FRIYRG Rate Floor i)

If the underlying TP method is (Cash Flow: Average Life or Cash Flow: Duration) and
output average life or duration is selected.

Atable FSI_O_FTP_ADJ_TP_VALUES has been introduced to store average life or
duration values for each of the Add-on Rate types. Each value will be tagged to a
particular Add-on Rate type based on the following Code Values:

* Liquidity Rate (1)
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» Basis Risk Cost (2)

*  Pricing Incentive (3)

e Other Add-on Rate (4)

The same account can have multiple average life/duration values stored against each

particular Add-on Rate type; as values are not overwritten and can be uniquely identified
using Batch Run ID.

Add-on Rate using cash flow TP methods will generate cash flows and be stored in the
FTP_O_CASH_FLOW_OUTPUT table, irrespective of whether TP Average Life or TP
Duration is updated in the instrument record or not.

Additionally, a Delete Batch procedure is introduced — This purge batch has been provided to
delete records in FSI_O_FTP_ADJ_TP_VALUES as per selected from and to “As-of-Date”.

# Note:

Add-on Rates are always processed row by row rather than in bulk, so care should
be taken when selecting a TP Method for use in calculating an Add-on Rate.
Specifically, bulk methods should be tested to ensure results and performance are
as expected.

2.5.4.1 Setting up Purge Batch for the FSI_ O _FTP_ADJ TP _VALUES Table

To delete records containing average life/duration for Add-on Rate Calculations from the

FSI_O FTP ADJ TP VALUES

table.

For more information on Creating a Batch, see the Batch and Scheduler Services User
Guide.

2.6 Define the Breakage Charge Economic Loss Method

The Breakage Charge option has the following methods:

e Do Not Calculate: No Add-on Assumptions will be assigned to the particular product-
currency combination.

e Fixed Amount: Allows users to directly input the amount of the breakage charge.

e Economic Loss: Used to compute the cost to the organization (economic loss) incurred
after terminating the account (asset/funding liability).

» Fixed Percentage: Allows you to input a percentage that is multiplied by the Breakage
Amount to determine the Breakage Charge.

Defining the Economic Loss Breakage Charge Assumption requires the following additional
steps:
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Figure 2-14 Add-on Rule Definition Mode — Breakage Charge (Economic Loss)
Calculations

~ Defioe Adpatment Rule

Selected Product Asset ¥ Term

Adparstmont Method Ezonomic Loas - O Outpart Ausdit Detal

*  Ecomomic Loss

Imtevest Rate Code P% - 208 Curve - A S 14
Mtinirmsm Charge OO0 TE Carsh Flow Inbenest 20l i TE Bate 7
Type
Exclude Acorued [ Inberest Onby (m]
Invieresi
Hulicliry Caendes Hene L Ralling Conmeention Urisdjusted i

Interest Caloulation (O Shift Dases Only

Lingic
e ® Recalosate Payment

1. Select the Interest Rate Code and Rate Spread to use for discounting the
remaining term Cash Flows.

2. Select the minimum charge amount. Default to -99999 if you want to calculate both
gains and losses.

3. Select the TP Cash Flow Interest Type. This interest rate will be used to generate
Interest Cash Flows.

Figure 2-15 Add-on Rule Definition Mode — TP Cash Flow Interest Type

~ A Type
B i TP Fa
Adpsstrwnt Type Sebection Allin TP Rate

Bursis Rink Cost Rate

Ligguachity Presmivm Rate
v Defing Adpstmen Ruls

Other Adpusiment Rate
Selected Product Aset - Term
Other Adpritment Rate Alterrate Dutput
Adjustment Method | Econcenic Loss - Priceng Incentive Rate

Remairéng Term Transfer Rate

Rernairing Term Trarséer Rate Alernate Cutput
~  Economic Loss

Transder Rase
Eerest Fate Code > Hite
Transfer Rate Ahernate Output
Minimum Change g P TP Cash Flow Intenest =
Type
Exclude Accrwed [ Interest Oaly [
Interest
Holiday Calender Mg .4 Rolling Cormvwention Unsdjusted -

Intevest Calculation ) Shift Dates Only

Lagk
® Recaloulate Payment
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4. Select the option to Exclude Accrued Interest if applicable.
5. Select the Interest Only option to discount only the Interest Cash Flows.

6. Select a Holiday Calendar if you want to adjust Cash Flows for Holidays and Weekends.
The default selection for Holiday Calendar is None. If this option is selected, then Holiday
Calendar will not be applied to cash flow dates. If you wish to apply Holiday Calendar
Add-on, then select the appropriate Calendar.

7. Select the appropriate Rolling Convention. When Holiday Calendar has been selected in
the preceding field, this drop-down list becomes active and contains 4 values:

* Following Business Day
* Modified following Business Day
*  Previous Business Day
* Modified previous Business Day
8. Select the appropriate Interest Calculation Logic from the following:
e Shift Dates Only
* Recalculate Payment

9. Select Apply.

2.6.1 Breakage Charges

A Breakage Charge represents the cost of breaking a contractual obligation. In Bank Finance
this means the early prepayment of a loan by a customer or the early withdrawal of deposit
funds by a customer. “Early” in this sense means before the contractual maturity date.

The gain or loss to the Bank from such early prepayments and withdrawals is the opportunity
cost of not being able to replace the spread earned on the asset or deposit being lost. For
example, the early withdrawal of funds from a 2-year Term Deposit exposes the bank to the
risk of replacing that funding in a higher rate environment and thereby reducing the Net
Interest Margin earned before the withdrawal. With Matched-Term Transfer Pricing, this risk is
split between the Line Unit and Treasury. The Line Unit holds the risk of deteriorating credit
spread, but Treasury holds the funding risk (the risk that the funding spread between the
Bank's assets and liabilities will narrow).

The following Breakage Charge methods are available including:

e Economic Loss
¢ Fixed Amount

» Fixed Percentage

2.6.1.1 Breakage Charge — Economic LosS

ORACLE

The Economic Loss Breakage Charge Method sets out to compute the cost to the
organization (economic loss) incurred for terminating the funding liability (also known as the
shadow liability). The calculation assumes the funding liability has the exact attributes of the
funded/terminated instrument.

The rate of the funding liability is equal to the Transfer Rate. Economic Loss is computed as
follows:

For Assets:
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Economic Loss =BV - MV

For Liabilities:

Economic Loss = MV- BV

Where:

MV: Market Value of the funding Liability
BV: Book Value of the broken instrument

The following is a simplified example of the Economic Loss calculation for a standard
Term Deposit:

Book Value: $1,000.00

Original Term: 24 Months

Break after: 12 Months

Original TP Rate: 2.40% (based on straight term method)

Table 5: Reference Rates

Effective Date iMm 12 M 24 M
At Origination 2.00 2.40 1.75
At Month 12 2.00 2.40 1.75

Table 6: Cash Flows of remaining Funding after Break Event

Original
TP COF Total
Month Principal @ 2.40% CF Orig TP
13 $2.00 $2.00
14 $2.00 $2.00
15 $2.00 $2.00
16 $2.00 $2.00
17 $2.00 $2.00
18 $2.00 $2.00
19 $2.00 $2.00
20 $2.00 $2.00
21 $2.00 $2.00
22 $2.00 $2.00
23 $2.00 $2.00
24 $1,000.00 $2.00 $1,002.00
Market Value at Month 1,003.957
12
Book value -1,000.00
Breakage charge 3.957

2-20



Chapter 2
Define the Breakage Charge Economic Loss Method

2.6.1.2 Breakage Charge - Fixed Amount

The Fixed Amount method allows users to directly input the amount of the Breakage Charge.

Figure 2-16 Add-On Rate Rule Details - Add-On rate Method as Fixed Amount

¥ Deline Adpstment Rule

Selected Product Assat -

Adjustment Method Fraed dumopns - O Ot Ausdic Detail

*  Flued Amount

Break Funding

Armand B

This method would be used in cases where the Cash Flows and the Economic Loss Method
are not appropriate for determining the Breakage Cost.

The only input required for this method is the Breakage Charge Amount.

2.6.1.3 Breakage Charge - Fixed Percentage

An alternative to the Fixed Amount Method, the Fixed Percentage approach allows you to

input a percentage that is multiplied by the breakage amount to determine the Breakage
Charge.

Figure 2-17 Add-on rate Rule Details — Add-On Rate Method as Fixed Percentage

v Dipfine Adjustreent Rule

Selected Product Asset w Term

Adpustrment Methaod Fiooed Percentage - O Qusput Awdit Detail

*  Fimed Percentage

Break Funding Rate 1% Bimimum Charge

Calculation:
Breakage Charge = Break Amount x (Charge % / 100)

If the resulting amount is greater than the specified minimum charge, the calculated amount
is output. Otherwise, the minimum charge will be output.
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2.6.1.4 Prerequisites for calculating Breakage Charges

The following prerequisites to be met for calculating breakage charges:

1. Break Event Records should be populated in the
FSI_D_BREAK_FUNDING_CHARGES table. This can be done directly through a
manual data loading process or can be automated using an FTP Break
Identification Process.

2. An Add-on rate Rule should be defined with Breakage Charge assumptions
created for all of the relevant Product / Currency combinations.

3. A Standard TP Process should be defined with the following: (see Standard
Transfer Pricing Process Documentation).

» The Break Funding Charges Table selected on the Product Selection Block.
« Add-on rate calculations must be selected on the Calculation Elements Block.

* An add-on rate Rule containing the required Breakage Charge Assumptions
must be selected.
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