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Deal Trade Capture

Description

The deal capture function signals the beginning of the FX processing flow. Deals may be transacted directly aver a recorded phone line, through a broker, over Reuters 2000, or though an electronic
matching system (e.g., EBS, Reuters 2000-2, Minex). When deals are transacted through brokers, the niame of the counterparty is not revealed until after the deal is executed, therefare the deal is
executed subject to credit approval. As lng as praper credit lines are available for the counterparty, the deal is finalized. If not, then the broker wil try to find a suitable counterparty to st between the
original counterparty and the bank. This practice is known as *switching.”

[ Tradle information also flaws through to the operations Systern, where itis posted to sub-ledger accounts, and the general ledger is updated as trades are processed. Operations ensures that
appropriate settlement instructions have been captured so the required confirmation message may be issued. For interbank, institutional, and corporate counterparties with Standing Settlernent
Instructions (SSis) on fle, the deal is immediately moved to the confirmation process. Hawever, if no SSIs exist, operations abtains setiement instructions from the counterparty or confirms the
setiement instructions received by sales & trading. A SWIFT canfirmation message is generated for counterparties who use the SWIFT interbank network, for all others a mail, fax, or tele canfirnation
is generated (see section an trade confirmation).

Settlement instructions must be abtained for all spot trades. Because forwards are not settled until sometime in the future, operations may contact the counterparty at a later date for settlement
instructions. However, the deal’s financial details are best confirmed on trade date:

Inaccurate or untimely trade capture can have implications for P&L and risk management for a bank. If a hank does not capture the correct transaction, then its positions and reported credit exposure will
be incorrect. Ensuring that the carrect settlement instructions, used for paying money to the counterparty, are in place is also an important part of the trade capture process.

Best Practices|

Timely Trade Entry [All rades, intemal and extemal, should be entered immediately and be accessible for both sales & trading and
operations processing as soon as they are executed. Itis crucial that all rades are entered an a timely basis so
that all systems and processes are provided with timely, updated information. No matter how sophisticated the
systern, if users do not put the information in the systemn, put it in the system incorrectly, or delay entering the
information into the system, then the systems can be superfluous. The interrelated systerns and processes that
cauld he affected by deal entry include: » credit, « intra-day P&L, » raer positions; « confirmation pracessing; «
setiement, and » general Ledger. Assurming the counterparty also follows the best practice of sending
confirmations, operational controls exist to catch " out-trade” or "no deal” situations. However, the deal may not be
detected until several hours or days after the trade was executed. The P&L impact of managing incorrect
pasitians can be large, especially in rapidly changing market condtions. A hank's ability to manage risk may be
adversely affected by not having accurate transaction updates

Straight-Through Processing of Transactions Where sales & trading and operations Use separate systers, electranic feeds should actomaticaly feed al deals,
adjustments, and cancellations from one syster to the other. Ideally the transaction data should also be carried
straight-thraugh for posting to the general ledger, updating credit information, generating money transfer
instructions, and feeding nostro reconciliation systems. In order to ensure timely processing by operations and to
eliminate the potential errors that can occur if the trades are reentered into the operations systems, straight-
through processing should exist between sales & trading and the operations systemns. Such a link should mave
deals, adjustments, and cancellations to the operations system as soon as they are finalized by sales & trading
This transaction data if also passed straight-thraugh to other systems in the institution wil further eliminate
patential errors that can occur when information in manually keyed into systems. This practice also improves the
fimeliness of the data

Trading and Operational Practices Should Be Agreed Upon [Trading and operational practices should be established with all counterparties. Most barks reach an
understanding with all counterparties s to the type of business they will be transacting and how they should be
interacting with each other. They should include key operational practices such as providing timely confirmation or
affirmatian, use of SSis, and timely natfication. The understanding shauld clearly establish confirmation and
setiement procedures for each counterparty and delineate both the bank's and client's abligations in the process
flow

Review of Third-Party Payments Extra diigence and review of payment instructions shauld be in place for all third-party payments. In thirc-party
hayments, a counterparty requests that the payment of currency be made to a party other than itself. Since the
valicity of the "other party” is nat knawn to your bank, extreme care should be taken in verifying these instructions.
Bank management should be aware of the risks invalved with these transactions and should have a clear policy
for traders concerming the appropriateness of hanoring such requests. In addition, management may wart to
institute additianal controls based on an evaluation of the business being canducted

by a given institution
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|A confirmation is the recard of the terms of a transactian that should be sent out by each party generally on tradle date and before the settlement of the transaction. The canfiration process should be
independent of the trading raom and should be performed entirely by operations. Confirmation data include the following: the parties to the foreign exchange transaction and the offices thraugh which they]
are acting; the hraker (it applicable); the transaction date; the value date; the amourts of the currencies being bought and sold, and by which party, the exchange rate; and setiiement instructions. The
pracess varies greatly depending on type of counterparty, method of deal execution ar brokerage, and on the level of automation and saphistication available

For each trade, a confirmation is issued by the bank, and the counterparty either issues its own confirmation or affirms the hank's confirmation. However, the methad for communicating confirmations
\aries depending on the type of counterparty and method of setdement. A bank typically communicates with interbank counterparties through the SWIFT netwark or via a bilateral neting service. A bank
issues SWIFT confirmations an trade date after deal informatian flows fram the sales & trading system to the operations systern. SWIFT confirmations are typically received an trade date; their receipt is
nated in the operations system. Escalation pracedures are initiated after an apprapriate ime period when SWIFT confirmations are not received. Some institutions now use bilateral netting systems to
facilitate confirmation and net setilement. Since these systems must, by their very nature, ensure both hanks record the same deal information, they are used for the confirmation process

Some counterparties are now using electronic deal confirmation systems provided by external services. These systems require hoth parties to send their deal information to the central canfirmation
system which then notifies hoth parties af a match or of a problem in case the deal information does not match. Escalation procedures generally exist to address any problems. Some counterparties are
naw using electraric deal canfirmation systems provided by extemal services. These systems require both parties to send their deal information to the central confirmation systern which then notifies
lbath parties of a match o of & problern in case the deal information does not match. Escalation procedures generally exist to address any problems

Best Practices|

[Timely Confirmation/Affirmation [A bank should make every effort to send confirmations within one to three hours after deals are executed to all
caunterparties Prompt canfirmations are integral to the arderly functioning of the marketplace to minimize risk and
prevent fraud. Inefficient confirmation issuance and receipt make it ifficult to detect errors that may lead to
prablems in PRL reconciliation and in statement of position value. Confirmations should be not only timely but also
accurate. Many occurrences of inaccurate confirmatians resultfrom the communication mediums used

Confirm All Netted Transactions [Allransactions, even those that will be netted, should be confirmed individually. Netting trades for setdement s an
mportant aperational function because it allows a bark ta reduce settlement risk and operational cost. However, it
is sill necessary to confirm all transactions individually.  netted trades are not confirmed individually, trades may
e mistakenly added or remaved from the net agreement, which will e dificult to detect on settlement day.
Incorrect netting willdistort credit and settlement risk, it may also cause losses to a bank if it must pay grass
amounts instead of netted amounts or if it has to cover overdrafts resutting from incorrect settlement.

Confirm All Internal Transactions nternal transactions should be subject to the same procedures as those in place for external clients. ntemal
caunterparties should confirm or affimm transactions as if they transacted a deal with external counterparties.
When canfirnations are not properly issued and affirmed, trade details are not verified and greater probabilty of
errors results. A bank should recognize that deals done with internal counterparties are not immune to errors.
Lack of confirmations will prevent the timely recognition of trade errors, thereby increasing the risk of settlerment
mistakes or incorrect funding. Owing ta these concems, a bank should issue confirmations and shauld abide by
the standard confirmation process for allinternal clients to preserve contrals and risk management pracedures

[Timely Resalutian of Confirmation Exceptions [Any exception detected in the confirmation process should be resalved on the day itis discovered. Errors that are
Inat rectified immediately will cause continual discrepancies. Also, a bank's exposure to a certain counterparty and
currency may increase as time goes by and a dispute is

unresoived. Thus, if expected confirmations are not received or unexpected confirmations are received, they
should be investigated and resolved immediately. Any ather inconsistencies in canfirnations should also be
resalved within the sarme time frame

Escalation Procedures/Non-confirming Counterparties Escalation procedures should be established to resolve any unconfirmed or disputed deals. A bank should
institute other techniques to protect

themselves against counterparties who do not confirm transactions. Periodic reports containing the
countemarties which do not confirm or affirm and transactions which have not been confirmed or affirmed should
e issued to sales & trading and to senior management

[ALtomation of the Confirmation Matching Process Electronic confirmation matching and tracking systems should be adopted as standard operating pracedures,
|Autocanfirmations (ar electronic canfirmations) are the most reliable method of confirming transactions. They
decrease market risk and trade errors, minimize setdement and

campensation payments, and decrease operatianal and overhead costs. Autoconfirmations allow a bank to
increase the volume of transactians canfired in a timely manner, manual canfirations do not create operatians
that are as efficient. The confirmatian process shauld he further controlled by establishing an automated

confirmation tracking and follow-Up System.
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Netting

[Payment neting is the practice of combining al rates between two Counterparties and calculating a Single net payment in each currency (s process s sometimes referred to as bilateral payrment
netiing' as it takes place between two counterparties). For exarmple, if a bank does twenty-five trades in dollarfyen with the same counterparty all of which settle on the same day, it makes only one or twol
netied payment instead of twerty-five. The estahlishment of payments netting between counterparties is useful in reducing settlerment risk, operational risk, and operational cost

For payment netting, neted payments are calculated for transactions done in the same currencies with equal value dates. The bank and counterparty continue to confirm all deals on a daily basis either
directly or through a system that helps support bilateral payment netting. These systems allow a hiank to view netted amounts of trades on a screen. A summary of netted amounts by currencies and
value date appears; subsequent screens identify individual netted trades. The trades that matched and confirmed are shawn. Any disputes are investigated and resoived hetween bank and counterparty

operations units

Operations generally confirms netted amounts on the day before settlement date in addition ta confirming the transaction itself on trade date

| The perational process of payment netting should be supported by a legal agreement. This agreement may be a simple one-page agreement that only supparts payrment netting, or it may be included in
a Master Agreement incorporating close-out netting of any unsettled contracts at the time of default

Best Practices|

Master Netting Agreements

‘A valid Master Agreement should be signed with each counterparty. The Master Agreement should contain
payment netting and " close-out” netting clauses to protect against counterparty default. Netting agreements allow
2 bank to decrease credit exposures, to increase business with existing counterparties, and to decrease the need
for credit support of counterparty obligations. These benefits arise hecause a bark using payment netting settles 3
boulk amount of tradles with only one payment instead of setting each trade individually with mutiple payments.
Consequently, payment netting decreases aperational risks to the bank in addition to reducing settlement credit
risk. The estahlishment of ane master agreement provides risk reduction in the event of counterparty default. The
agreement should clearly define the terms under which neting occurs, the method of calculating exposure, and
the process by which the agreement will be inifiated. A master agreement ensures the counterparty remains
responsible for all existing contracts and not just those it chooses to endorse. Master netting agreerments can also|
provide language that supports the best practice of payment netting

On-line Payment Netting Systerns

[The use of an on-ine payment netting system is encouraged to calculate net payments in each currency. On-line
lhank software for calculation of netted payments should be used to ensure proper calculations. Correct
calculations of netted payments are important to preserve client relationships and to establish effective operations
FaLlty netting calculations also create an inaccurate assessment of a bank's credi risk with the counterparty.
Because of these risks, a hank should invest in on-line software to calculate netted payments. A bank wil be able
lto effectively commuricate netted payment amournts.

[Timely Cutoffs for Netting

[A bank shauld adopt the latest cutoff possible for confirming netied trades. Credit systern functions should be in
place to accurately reflect the effect of netting. To include al transactions done between two counterparties and to
Ihave the maximum risk reductian, the net payment amounts should be confirmed at the latest possible time. This
measure will allow trades dane for setiement on the trade date to be included in the net amount. As netting
occurs and other trades are done with the counterparty, credit systems should be updated. Credit systems should]
Ibe adapted to account for legally enfarceable netting agreements and should reflect changes in line usage
anpropriately. This allows sales & trading to appropriately deal with counterparties hased an available credit and to
gauge risk associated with each deal. Deals that miss the netting cut-off should be settled gross and reflected as
such for credit purposes

Cansistent Operational and Documentation Palicies

Management should ensure that credit and docurmentation policies are consistent with operating practices. Credit
systemns should not reflect payment netting benefits unless documentation exists to support netting and
settlernent with counterparties occurs on a net payment basis. To this end, operations management should strive
to establish policies which are aligned with operational goals and follow documented procedures. Management
should be sure that operational procedures ensure netting is carried out hetween a bank and designated
counterarties. Operations should ensure netted trades are reflected in trade capture systems and credit systems
S0 that netting is successfully executed
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Settlement

Setilernent is the exchange of payments hetween counterparties on value date. The settlement of foreign exchange transactions can involve the use of various secure international and domestic
payment systern networks. Settlement occurs and payments are exchanged after the trade is done, on the value date of the transaction. For counterparties that are not settled on a net basis, payment
instructions are sent to nostro banks for all the amaunts they owe, as well as expected receipts, one day before settlernent. Systemns generate predictions of expected movements in nostro accounts to
Ihelp manage liquidity and to help reconcile actual cash movements against the nostro accounts.

|All payments are exchanged through the nostro accounts. These accounts are denominated in the currency of the country where they are located. A money transfer is intiated by both banks to pay the
opposing counterparty and a funds movernent occurs between two banks through the Iocal payment system. A bank may use more than one nostro bank abroad for the payrment or receipt of a currency.
I To avoid overdraft charges a hank ensures the flow of funds does not leave ane account in overdraft while another has excessive balances. The money transfer is complete when both counterparties
have heen paid the appropriate amounts.

Settlernent errars are typically quite costly; failure to make delivery of payment generates unnecessary expense to a bank because it has to pay compensation to its counterparty. Settlement errors may
cause a bank's cash position to be different than expected

Settlement Risk, the risk that a bank makes its payment but does not receive the payment it expects, can cause a large loss. This risk arises in FX trading because payment and receipt of payment often
o not occur simultaneously. A properly managed settlernent function reduces this risk. Settlement Risk is measured s the full amount of the currency purchased and is considered t risk from the time
2 payment instruction for the currency sold becomes irevocable untilthe time the final receipt of the currency purchased is confirmed. Sources of this risk include internal procedures, intra-market
payment pattems, finality rules of lacal payments systems and operating hours of the local payments systems when a counterparty defaults. Settlement risk may have significant ramifications and is
cartralled through the continuous manitoring of the hank's nostro balances and thraugh the establishment of counterparty limits. A maximunm settlement risk limit is usually established for each
counterparty

Best Practices|

On-line Real-time Nostro Balance Projections Nostro balance projections should be made on a real ime basis and should incorporate the latest trades,
cancellations, and amendments. A bank is exposed to risk when managing nostra funding if their expected cash
pasitians vary greatly from actual cash positians. If mare cash is needed than the balance in an accaunt, the bank
hwill incur overdraft costs to fund the positions. Continual overdraft balances will generate expenses to the bank
and may cause operational difficulties in trying to determine why errors occurred

Electronic Messages for Expected Receipts [A bank should send their nostro barks an electronic message that communicates its expected receipts, provided
the nostro biank can process and add value with this information. With the receipt of an electranic message
advising of expected receipts, nostro banks can identify payments that are directed to an incarrect account early
i the pracess. This allows nostro barks to correct payment errors on a timely basis and to aid in the formulation
of escalation procedures. This process can help a bark ta receive the exact funds they expect and to eliminate
unmatched or unreceived payments

Renorting Payrment Faillres to Credit (Operations should enstre credit reporting appropriately Updates settlement exposLre resuling from projected
(cash flow movements and should inclucle any failed receipts from previous transactions. To properly manage its
credit risks, a bank needs to monitor settlement exposure to each of its counterparties. Settlerent exposure
exists for a foreign exchange transaction from the time that the payment instruction issued by the bank is no
longer unilaterally revocable by the nostro bank to the time that the bank knows it has received the counter-
currency from the counterparty. Therefore, credit officers need to know the projected settiement amounts with
each counterparty. In addition, any nonreceipts should be inclued in current exposure amounts reported to the
credit officers as they indicate an increased exposure to the counterparty until the amount has been paid, and may
indicate a mare serious problem at the counterparty.

Knowiedge of the Settlernent Process and Setiement |All seior managers shauld abtain a high level understanding of the setfement process. Additionally, both credit
Exposure and risk managers should be cognizant of the impact of their intermal procedures on settlement exposure
Settlement risk may be reduced if those invalved in the process better understand the ramifications of ts possible
failure. Senior management, sales & trading, operations, risk management, and credit management should
understand the pracess and be aware of the timing of key events in the process -- when payment instructions are
recarded, when they become irrevocable, and when confirmatian of caunterparty payrent s received with finalty.
Knowledge of these iterns allaws the duration and value of foreign exchange settlement expasure to be better
quantified. Both credit and risk managers should develop accurate methods to quantiy settlement risk. A bank's
actual exposure when setting a fareign exchange trade equals the full amount of the currency purchased and
st from the time a payment instruction for the currency sold can no longer be canceled unilaterally until the
currency purchased is received with finaliy.
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[The recanciliation accurs at the end of the trade settlement pracess to ensure a trade has setiled properly and that all expected cash flows have occurred. A bank should begin reconciliation as soan as
it receives notification from their nostro bank that payments are received. If possible, reconciliation should be performed before the close of the currency's payment system enabling the bank to detect
any problems in cash settlenent and resalve them an settiement date. Typically hawever, a bank daes not receive notification from its nastro anks until one day after settlement, which doesnt allow
lthern to carrect any payment errors on settlernent date.

Reconciliation begins with the predictian of cash movernents. The hank's operations identify those tradles that are for value the next business day. Operations aggregate all payments for that value date
taking into account netted payments and determine what the expected cash movement wil be for each of its nostro accounts

This allows the bank to accurately fund its nostro accaunts. The main objective of the Nostro Recanciliation function is to ensure that expected cash movements agree with the actual cash movements
of currency at the nostra bank, This invalves a comparisan of expected cash movements and actual cash movernents both paid out and received in by the nostra bank. If the reconciliation indicates a
difference from expected amourts there are six possible reasons. A hank, 1. expects to receive funds and does not; 2. expects to receive funds and receives the wrong amourt; 3. receives funds and
did not expect to receive therm; 4. expects to pay funds and does not; 5. expects to pay funds and pays the wrong amount; or B. pays funds and did not expect them to be paid

If any differences exist the bank must follow-up with the nostra bank andfar the counterparty to resolve the discrepancy. The cause for the difference right be that wrang setiement or trade information
Iwas captured, or that the nostra bank made an error. Most of these errars can be avaided i the confirmation process is followed without exception. If the discrepancy was caused by an error at the bank,
[then the bank must arrange to pay the counterparty with good value or to pay the counterparty compensation. Likewise, if the error occurred at the counterparty or at the nostro bark, then the bank
should expect to receive good value or compensation

If the nostro recancilition is not performed, or is performed incorrectly, then the balances at the nostro bank wil be different from what the traders helieve they are funding, with the result that the bank
hwill be paying overdraft costs on any short balances or receiving less than market rates on any lang balances. In some currencies, the central barks have penalties for carrying short balances in addiion
to the overdraft charges due. Failure to notify counterparts of problems in a timely manner may lead then to dismiss claims that are over a certain age, causing the hank to absarb the averdraft costs

Best Practices|

[Timely Nostra Account Reconciliation Full reconciliation shauld be completed as early as possible. A bank should attermpt to establish capabilties that
allow for intra-day processing of nostra confirmations of receipts, thereby allowing the reconciliation process to
Ibegin hefore the end of the day, but in no instance should the reconciliation be done later than the day following
setiement date. The saoner recanciliations are performed, the sooner a hank knows ts true nostro balances so it
can take apprapriate actions to ensure that its accounts are properly funded. In addition, nonreceipt of funds may
indicate credit problems at a counterparty. The sooner this information is known, the sooner a bark can prevent
further payments being made to that counterparty.

[ALtomated Nostro Recanciliations [A bank should be capable of receiving autarmated feeds of nostra activity Staternents and implement automated
nastro reconciliation systems. A hank should establish faciliies for automatically downloading the setiement
information they receive from nostra hanks as well as their own expected setiement data. A bank should establish|
an electronic reconciliation system to compare these twao streams of data (confirmed payments and receipts from|
the nostro hiank against the expected cash movernents from the operations Systern) to allow for the timely
identification o differences. Escalation procedures should be in place to deal with any unreconciled trades andior
unsettled trades. These procedures should be initiated when settlement andfor nostro reconciliations are not
successful

[dentification of Nonreceipt of Payments Management should establish procedures for detecting nonreceipts of payments and for natifying appropriate
parties of these occurrences. Escalation procedures should be in place for dealing with caunterparties who fail to
make payments. A bank shauld attempt to identity, as early in the process as possible, any expected payments
that are not received. They should be prioritized by counterparty credit ratings, payment amount and currency, or
oy an internaly generated counterparty watch list. Al failed receipts should be subject to established follow-up
procedures. A bank should also report nonreceipts to credit management and to sales & trading, particularly for
any recurring failures with one particular counterparty. Management may wish to consider a limited dealing
relationship with counterparties wha have a history of setiiement problems and continue to fail on their payments
to the bank. Payment of interest and penalties should be prompt

Operational Standards for Nostro Accaunt Users [A bank should require all ather users of its nostro accounts to comply with the same operational standards as
foreign exchange users. The fareign exchange department of a bank may he the primary user of nostro accounts
However, ather business groups (1. fixed income, commodities, emerging markets, derivatives, etc.) may also
e users. Clear procedures should be established outining how each account s funded (i.e. whether individual or
roup funding exists). Consistent standards should be in place descriing the necessary operating pracedures

that all users should follow. Withaut clear rules for sharing in place, the bank runs the risk of overdraft problems.
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Accounting

[The accounting function ensures FX transactians are properly recorded to the balance sheet and income staternent. Iftransaction informatian is not recarded carrectly, it could damage a bank's
reputation by resulting in material restaternents of financial accounts.

|Accaunting entries are first boaked fallowing the initiatian of a trade. At this point, details of the deal are posted to contingent accaunts (typically in a syster used by operations). At the end of each trade
day, all sub-ledger accounts flow through to the general ledger. In some hanks, the sales & trading systern compiles all f this data and develaps a PAL figure for business dane that day. Operations
Iater verifies this figure's validity. Other banks calculate two PEL figures independently, ane is done by sales & trading, and one is calculated by the aperatians system. Both PRL figures are verified by an
independent party. On the next morming, the PAL of the priar day's business is verified by the financial management function and analyzed by serior management.

the general ledger and the daily P&L. Once the position is closed-out, realized gains and losses are calculated and reported. All subsidiary ledger accounts (including all brokerage accounts and
suspense accounts) are reconciled to the general ledger on a daily basis. Additianall, on a marthly basis (usually at month-end) an independent check is done to ensure that all subsystems accaunts
recancile to the general ledger accounts. Al discrepancies are investigated as soon as possible to ensure the bank's baoks and records reflect accurate information. In addiion, all discrepancies that
have an impact on how the bark reports gains or losses are reported to serior management,

Cash flow moverments that take place on settlement date are alsa posted to the general ledger in accordance with accepted accounting procedures. The receipt and payment of expected cash flows at
setiement are calculated in a hank's operations system. There are times when cash flows must be changed because of trade capture errars, which require changes to a sub-ledger accaunt
|Accaunting entries are madified so the general ledger accurately reflects business activities, the change flows to the operations systern where appropriate cash flow adjustrents are made

Best Practices|

Daily General Ledger Reconciliation Systematic reconciliaions of the general ledger to the operations systerm and of sales & trading systems to the
operations systems should be dane daily. Timely reconciliations wil allow for prompt detection of errars in the
general ledger ar sub-ledgers and shauld minimize accounting problems. This reconciliation wil ensure the
general ledger presents an accurate picture of an institution's market position. When problems are detected, they
should be resalved as soon as possible. Serior management should be notfied of accounting discrepancies to
review and update control procedures as needed

Daily Position and P&L Reconciliation Daily P&L and position recanciliations should take place between the sales & trading, and operations systers.
Position reconciliations allow a bank to ensure that all managed positions are the same as those being settied by
operations. This control is imperative when al deal entries and adjustments are not passed electronically between
sales & trading, and operations. When straight-through processing is in place, the reconciliation ensures that all
deals were successfully processed from sales & trading to operations, along with all amendments. Because a
discrepancy in PRL between sales & trading and aperations can indicate a difference in positians or market
parameters (ie., rates or prices) al differences should be thoroughly investigated. Banks that maintain a single
system for tradle capture data should ensure the data source is

Daily Position Valuatian Position valuations should be verified by an independent party, any marking to market procedures used for valuing
financial instruments should be commuricated to trading managerment. P&L is an integral part of the daily contral
pracess; thus, itis important for the calculation to be correct. The appropriate end of day rates and prices that are
used to create the position valuations should be periodically checked to an independent source. Either operations
or the financial group should check that the rates and prices used by sales & trading for end of day valuation are
close to the market rates and that prices can be abtained by independent sources (i.., from market rates
screens, other dealers, andior braker quotatians). In addiion, at least once a manth, the results of the models
should be checked to other dealers andfor brokers to ensure that the valuations produced by the bank's madels
are consistent with other dealers. lliquid markets present additional risk to a bank; iliquid instruments are not
frequently tracled, making them difficult to price. Often, it s hard for a bank to obtain market quates, thereby
[preventing timely and consistent pasition monitoring. P&L may he distorted and risk may not be properly managed

Straight-Through Processing of Rates and Prices Rates and prices should be fed electronically from source systems. The valuation of positions requires many
different rates and prices, sometimes collected from different saurces. Ta eliminate the errors associated with
callecting and re-keying the required rates and prices, a hank should establish electranic links from the systems
that source the rates and price information to the position valuation systems.
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