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The Exacubive Commities

Firancial Market Associatien aof Pzkistan
0 Country Treasury, MBP,

1* Flaor, MBP H.0 Burding,

i1, Chundrgar Raad,

Karachi,

Cear Sirs

wnth the rapidly changing foreign sxchanoe market, there 5 a need to have a CODE
OF CONDUCT to ensure prudent handiing of forsign meehangs business by the banks,

We have condenced the hasa document of ACl (AssouaMon of Combasite
Intarnatonal) which is a giobal association of forsign exchange dealers and FMA,
Fakistan rs abz0 assooated ta them.

Sume additians and modifications have been made in this CODE OF CONDLETT with
e perrmssian of ACL The anclpsed code sncludes a few nteynational dervakive
products, which, aithough, ane nor avatable [ asently in Pakistan but may be introduced
i future as the market |5 axpected 10 grow and develgp with time.,

Appendad to the CODE OF CONDULT are given some warnings and pieces of
vractical advice 5o that the market actwhes could be made mansparent and any
maipractice on part af any treasury could be kriown bo the Central bank a5 well a5 1o the
wther marker particlpants in afvance.

'We haue already directed the Authonzed Dealers vide qur FE Clrcular Mo, 2 of 1959
to implement mode of conduct fr forsgn exchange dealings. The enclosed Code will not
cnly Qive Lntfarmety to the market conventons Dut will alsa make cur markst compablble
to the international ctandasds,

State Bank is glad to pass an the respon ibliity 1 your asscaastion of prinking, and
distnbuting this CODE OF CONDUCT to the Authortzed Ceaters for anward d_lsu_mbuum to
their tresury staff (members of your 3ssociakion} and branches iwvolved i inger-pank
BCTVIRY.

You are therefore advisad 1o distribute-this OODE OF CONDUCT under advice to s
to ali the banks, urder your covanng letter, mantioning thereln that this CODE is o be
implemented by them at tha bahest of the State Sank,

F any fubwre development in the market requires any manr;pe;fmodiﬁcadms In the
CODE OF CONDUCT, the same may b carrled out by you under intimation to SBP.

Encl;- A5 above Youra fai ut‘P '

{Syed Ishiiaq MI}
Divector .
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May 06, 1999

The Treasurer,

All Commercial Banks,
All Investment Banks,
All Brokers.

Dear 8ir,

Re: Code of Conduct of the Treasuries of Commercial/
Investment Banks, Brokers etc.

Financial Markets Association of Pakistan is pleased to enclose a copy
of "CODE OF CONDUCT" for Treasury Operations in the country. it
is approved by the State Bank of Pakistan. it has to be meticulously
followed and implemented by the institution operating in the Forex and
Manay Market. _

We hope that it will strengthen the market and will help it grow.
Kindly acknowledge recsipt,

AN

Yours sincerely,

{ NAEEMUDDIN }
President

. MEHKARI)
Secretary

cl. As above.



CODE OF CONDUCT

CODE OF CONDUCT

Responsibility for Dealing Activities

Control of the activities ol all personnet engaged in dealing (bhoth deslers and support
staff) in both banking and brokerage firms is the responsibility of the management of
such vrgunizations. Management should clearly set out, in writing, the authorizations and
responsibilities within which dealing {and support staff) should operate. Lhuse might
include:

a) Ceneral dealing policy including reporting praccdurcs.

k) Persons anthorized to deal.

¢) Instruments to be dealt in.

d) Limits on open positions, mismatch positions, counterpartics, stop-loss limits, limit
for each deaier ete.

¢) Confirmation and settlement procedures.

f) Relationships with brokers/banks.

g} Other relevant guidance as considered appropriate.

Dealing at non-current rates

Deals at non-market rates should generally be avoided. Where, however, the use of non-
current market rates may be necessary {as in the swaps market ot in certain transactions
with corporate clients), they should only be entered into with the prior express petmissicn
of senior management, who shouid ensure that proper controls are in place for the
monitoring and reporting of such transactions. Cash flow implications should be taken
into account in the pricing. Spat rates should be fixed immediately within the current
spread, to reflect current rates at the time the transaction was done.

Dealing after-hours/from premises other than bank
Dealing after normal local hours, particularty from premises other than banks dealing
rooms, should not be done

Pasition Parking

Management should not allow the parking of deals or positions with counterparty and
with the understanding to repatriate these dealing position at a given moment and at
historical rates.

Stop-loss arders

The terms under which such orders are accepted should be explicitly identified atnd/
agreed hetween the parties concerned and be within any management criteria on such
orders. Any dealer handling such an order must have adequate lines of communication
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CODE OF CONDUCT

with the counterparty [or use in the evenl ol an exireme price/rate movement or other
unusval situation.

Dealing for personal account )
Employees should not be allowed to trade for their own account in any ol the instruments
covered by this Code.

Taping

The use of recording equipment in the offices of banks and brokers is strongly
recommended. All conversations undertaken hy dealers and brokers should bé recorded
together with hack office telephane lines used by those responsible for confirming deals
ar passing payment or other instructions. Back op should be kept for at least sixty days. It
shouid be ensured that all the disputes are resolved before the back up is discarded.

Entertainment, gifts and gambling
Neither management nor employees should oller inducements o conduct business, or
solicit them [rom the personnel of other institutions.

No gambling at all should be allowed with other market participants,

Abused Substances {including drugs and alcohol}
Managemenl should eke all reasonable steps to educate themseives and their staff aheount
possible signs and effecls of the use of drugs and other abused substances.

Confidentiality

Dealers and brokers share equal respensibility for maintaining confidentiality of their
transactions. They should not disclose or discuss any information relating to deals
transacted or in the process of being arranged except to or with the countcrparties
involved. They should not divulge any information to a third party without explicit
permission {rom the parties involved.

Care should be taken over the use of open loudspeakers to ensure that no breaches of
confidentiality oceur.

Individual dealers or brokers should not visit cach other’s dealing rooms except with the
express permission of the management of both parties. Dealers should not deal from
within a broker’s olfice nor should brokers arrange deais from outside their own offices.
A dealer should not place an vrder with a broker to find out the name of a counterparty in
order to make direct contact W conclude the deal.

Dealing procedures

Roth dealers and brokers should state clearly at the outset, prior to 4 fransaction being
executed, any gualifving condirions to which it will be subject. These include: where a
price is quoled subject to the nceessary credit approval; finding a counterparty for
matching deals, or the ability to cxceute an associated transaction. For instance, a dealer
may quote a rate, which is firm subject to the execution of a hedging transaction, Tf a
dealers ability t¢ conclude a wansaction 13 constrained by other factors, for example,
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CODE OF CONDUCT

opening hours in other centres, this should he made knewn to brokers and potential
counterparties at an early stage and hefore names are exchanged.

Firmness of quotation

Al market participants, whether acting as principal, agent or broker, have a duty to make
abeolutely clear whether the prices they are quoting are firm or merely indicative. Prices
quoted by hrokers should be taken to be firm i1 marketable amounts unless atherwise
qualified,

A dealer quoting a firm price {or rate), cither through a broker or directly to a potential
counlerparty, is comunitted to deal al that price (or rate) in marketable amonnt provided
the counterparty’s name 15 acceptable.

When dealing in fast moving markets (like spot fojex or curtency options) a dealer has to
assume that a price given to a broker is gaod only for a short length of time - typically a
matter of seconds. However, this practice would offer room for misunderstandings about
how guickly a price is decmed 1o lapse if adopred when dealing in generally less heetic
markets, lor example forward forcign cxchange or deposit markets or when marker
conditions are relatively quict. Since dealers have prime responsibility for prices put to a
broker, the onus 1s on deaters in such cireumstances to satisfy themselves that their prices
have been taken oll unless a lime limit is placed by the dealer on his imerest at the outsct
{e.g. firm for one minute only). Otherwise, the dealer should fecl bound to deal with an
acceptable name at the quoted rate in a markelable amount, '

For their part, brokers should make every effort to assisl dealers by checking with them
from time to tine whether thelr interest ar a particular price or rate is sill current. What
conslitutes a marketable amount vanes from market to market, bul will generally be
familiar te those operating in that market. A broker, if quoting vn the basis of small
amounis or particular names, should gualify the quotation accordingly. Where dealers are
propusing to deal in unfamiliar markets through a hroker, it is recommended that they
first usk brokers whal amounts arc sufficient to validate normal guolations. I their
interest is in a smaller amount, this should be specified by the dealer when initially
requesting or offering a price w Lhe broker.

o the swap marker, considerabie use is made of indicanve interest quotations. When
arranging 4 swap an uncendirional firm rate will only be given where a principal deals
directly with a elicnt or when such a principal has reecived the name of a client Irom a
hroker. A principal who quotes a rate or spread as firn subject to credit is bound to deal
at the quoted rute or spread if the name is consislent with a category of counlerpartly
previously idenlified for this purpose. The only exception is where the particular name
cannot he done, for example, if the principal has reached its credit limit for thal name,
which case the principal will correctly reject the transaction. It is not an acceptable
practice for a principal to tevise a rate which was firm subjeet o credit once the name of
lhe counterparty has heen disclosed.
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CODE OF CONDUCT

Brokers and prncipals should worl together to establish a range of institutions for whom
Lhe principals rale is fimm subject to credit.

Concluding a deal

Nealers should regard themselves as bound to a deal once the prive and any olher key
commercial terms have been agreed, However, holding brokers unrcasonably 1o a price is
viewed as unprofessional and should be discouraged by management.

where prices quoted are qualilied as being indicalive or subject to negotiation of
commereial terms, dealers should normally treat themselves as bound to a deal af the
point where the terms have heen agreed withowr qualification. Verhal agreements are
considered binding, the subsequent confirmarion is regarded as evidence of the deal, but
- should not override terms agreed verbally. The practice of making a transaction subject to
documentation is not regarded as good practice.In order to minimize the likelihood of
dispures arising once docwmentation is prepared, parties shovld make every effort to
apree all material points quickly during the verbal negotiation of terms and should apree
anv remaining details as scon as possible thereafter.

Wherc brokers are involved, 8 1s thetr responsibility to cosure the principal providing the
price Or rale 13 made aware immediately i has been deall upon, As a gencral mile, a deal
should only be regarded as having been done where the brokers vontact is positively
acknowledged by the dealer. A broker should never assume a Jeal 15 done withaut some -
torm of verbal acknowledgement from the dealer. Where a broker puts a specific
praposition to a dealer for a price (e.g. speciiving an amounl and a name for which the
quote is required). the dealer can reasonably expecl Lo be told alinost immediately by the
hraker whether the price has heen hit or nol.

Passing of names by brokers

Brokers should not divulge the games of principals prematurely, and certainly not until
salisfied thal both sides display a serions intention to transact. Principals and brokers
should, al ull times, real the desaiks of transactions as abselutely confidential 1o the
parties mnyvolved,

Rank dealers should, wherever possible, pive brokers prior indication ot counterpartics
with whom, for whatever reason, they would be unwilling to do business (referring s
necessary to particular markels or instruments). At the same time, brokers should take
full acconnt of the best interests and any precise nstructions of the client. In some
instruments, dealers may also wish to give brokers guidance on the extent of their price
differentiation across broad caegories of counterpartics.

In all ransactions, brokers should aim to achieve a mutual and immediate exchange of
names, However, this will ot always be possible. There will be times when one
principal’s name proves unacceprable o another; and the broker will quite p!tt}ptf?r]}'
decline to divulge by whom it was refused. This may sametimes result in the principat
whuse uame has been rejected, feeling that the broker may in fact bave quoted a plice or
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CODE OF CONDUCT

rale which 1t could not in et substantinte. In such cases, a newtral bady may be formed
to establish with the reluctant counterparty (kal it did have business to do at the quoted
price and the reasons why the name was turned down, 50 that the agancved party can be
assured the original gquote was valid withoutl, ol course, revealing the proposed
counferparty’s name.

i the deposit markets, it 15 accepted that principals dealing through a broker have the
risht 10 turn down a name wishing to take deposits: this could therefore require pre-
disclusure of the name before closing the deal. Onee a lender (ar huyer} has asked the key
question Who pays? or Whose paper 1s it?, it is considered commitred to do business ar
the price quoied with that name or with an altemative acceprable name 1f offered
immediately. The name of a lender {or buyer in respect of Certificates of Deposit) shall
be disclosed only after the barrowers (or issuers) name has been accepted by the lender
{or buver}. The proposed borrower may decline the lenders name a) when, in the vase of
short date deposits, he (the borrower) is not prepafted to repay the deposil pnor Lo advice
of receipt ol the [unds [rom his correspondent bank or b) when he has no lending line tor
the placer of the funds and does not wish to be embarrassed hy being unable
reciprocate. Additionally, in the case of instriuments like CDs, where the seller may not
ls the same entity as the issuer, the broker shall first disclose the issuer’s pame to the
potential buyer. Once a buver has asked Whose paper is 117, the buyer is considered
committed to deal ar the price quoted. Once the buycr asks Who sells?, it is considered
comemitted to deal with that particular seller in question (or an alternative acceptable
name 30 lonp as this name is immediately shown to the buyer by the broker). The name
of the buver shall be disclosed only after the sellers nume has been aceepted by the huyer.
The seller bhas the right to refuse the particular buyer so long as it is prepared to accept, at
that time, sums up Lo the same amount and at the same price from an altemarive
acceptable name immediately showa to it by the broker.

Name substitution or switching by brokers

In spot exchanpe, brokers typically do not reveal the names of counterparties unul the
amounl and cxchange rate are agreed upon. [L is Lherefore possible that, after these delails
are agreed, the name of one counterparty may prove unacceptable to the other duc 1o the
unavailability of a credit line, In these circumstances, it is accepted markel practice that
brokers will allcmpt to substitute a third name W stand between the twu onginal
counterparties to clear the transaction. Because the two offsctting transactions will ulilize
credit and hecause they are often exccuted at an exchange raw that is offmarket due 10 the
ume it takes to arrange name substitution, such actviles should be identilied as
switching transactions and they should be monitored and controlled. If requested by a
hroker to clear a transaction through pame switching, a dealer must ensure thal such
activilies have the prior approval of senior management, thal he or she has the authority
to switch mames and that any such transactions are executed within poficy guidelines.
Finally, a dealer must not seek nor accept favours from the broker for switching numes.

Payments / Settlement instructions
Instructions should be passed as quickly as possible to facilitate prompt settlement. The
use of standardized payment insiructions between counterparties who trade regularly with
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CODE OF CONDUCT

cach other 15 recommended as their use can make a significant contribution Lo reducing
buth the meidence and size of differences arising from the mistaken setiement of fimds.
Whelher dealing direct or through a broker, principals should cpsure that alterations ta
original payment instructions, including the paving agent where this has been specificalty
requested. should be immediately notficd to the eounterparty. and where a broker hay
heen used and at least one of the principals 1y in anolher country. to the broker also. Lhis
notification should be supported by written, ielex or similar confirmation of the new
nstructions, receipt of which should by acknowledged by the counterparty concerned.
Failure to infarm the broker of a change in instruclions could clearly place the liability
tor any ensuing diffeicnce with the principal.

Confirmation Procedures

Verbal Deal Checks

Many dealers now request regular verbal or telek deal checks irom brokers (or from
othor banks with whom they regulurly deal by elephone} prior to the exchange and
checking of a written or clectronically dispalched confirmation. Their use can be an
important means of helping W reduce the number and size of differences, particularly
whoen dealiog throwgh brokers or lor deals involving foreign counterparties. The practice
ol inlra-duy deal checks is strongly recommended by the Commitiee for Professionalism,
It is lor each Hrm o agree with their brokers (or counterpames) whether or nat i wishics
0 be provided with this service, and f <o, how many such checks a day it requires. [y
single check is thought to be sufficient, this should be undertaken towards or at the cal ot
the trading day. As a matter of comiman sense, the broker (or counterpaty ) shacld always
chrain acknowledgement from a dealer on completion of the cheek that all the deals Lae
been agreed or thar my idenntied discrepancies are resolved as a matter of wrucney: lack
of response should not be construed as acknowledaement.

Confirmations fweitten or electronic)

Confirmations (whether niatled, telexed or sent by other ciectronte mcans) provide am
opportututy tor dealing cerors to be wdentificd and rectfied with the mmimum ot delias
and possible cost.

The ssue and checking of conilrmanons 1s a back oitice responsibelity wiich should b
carried oul independently lrom those who midate deals. Confirmations must be sent aut
as quickly as possible (preferably by clectronie means) after a deal has been done and
should be addressed Lo the back office or scttlement department of the counterpany bank,
The formal and content ol o coulirmution will vary according to the instrument dealt in
and reference should be made 1o any gpplivable Lerns and Conditions pubiished m order
to agcertain the correct contenl and formal Jior ey particular instrument. As o nunimum.
however, all contirmations should inciude the ivllowing inlormation:

{a) Date of rransaction

(b By which means effected (Broker. phone. wlos, dwaling system ete )
(e} Mame and Location of Counlerpurty

() Rate, Amount and Currency
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CODE GF CONDUCT

{¢)  type and Side of Deal
{f) Value DNate, Maturity Date and all other relevant dates (e.g. Exercise Date, etc.)
(g)  All other important, relevant information

Upan receipt, all confirmations must immediately be thoroughly checked and appropriate
action taken te rectify any differences. If the counterparty’s confirmation is considercd
incorrect, the counterparty must immediately be informed (preferably i writing by
electronic meahs). A new confirmation {or written agreement to a correction) must be
requested from and provided by the bank whose original confirmation was incorrect.

Any bank failing to receive a confirmation must query the matter with the back oflice {or
the management) of the counterparty. Where transactions are arranged through a broker,
the broker should send a conflirmation to each counterparty.

Fraud .

Attemipts at fraud oceur quite frequently and ‘many are meticulously planned. Great
vigilance is required by all staff, particularly so when calls are received on an ordinary
telephone line. It is strongly recommended that the details of all telephone deals which do
not include pre-agreed standard settlemnent instructions, should be conlirmed by telex or
similar means by the recipient seeking an answer- back (o ensure the deal is genuine.
Funds should not be paid in favour ol'a third parly.

Money laundering

All banks-are reminded of the need to know their customer and to take all necessary
gteps to satisfy themselves that their ftansactions are not used to facilitate moncy
laundering. Only semior manapement should decide whether to undertake business with
institutions dealing on behalf of clicnts od a discretionary management basis.

New Bank Holiday

In the event a country or state declares a new national bank heoliday or any other
occurrence which would prevent settlement of banking transactions on a specific date in
the future, the following procedures should be adopted for adjusting the value date on
outstanding foreign exchanye transactions maturing on that date:

g) The new value date will be the first common business day (for both currencies of the
contract) following the original value date except where a hank holiday is declared on
the last business day of a month, in which case the new value date will he the first
common business day (Tor both currencies) prior to month end (ultimea).

b) Value datcs will not be split.

c) There will be no adjustment of the cxchange rate on outstanding eantracts.

Market terminology

Management should -ensure that individual brokers and dealers are aware of their
responsibility to act professionally at all times, and as part of ibis, 1o usc clear
urambiguous tarminalogy.
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CODE OF CONDUCT

The use of clear language is in the interests of all concerned. Management should cnsure
internal procedures (including retraining if necessary) exist and are tmonitored to alert
individuval dealers and brokers whe act in different markets (or move from one market to
~another} to any differences in terminology between markets, and to the possibility that
any particular term could be misinterpreted. The use of generally accepted concise
terminology is undoubtedly helpful. A schedule of Market Terminology and Definitions
15 attached to this Code of Conduct,
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CODE QF CONDUCET

APPENDIX

SOME WARNINGS

In its foreign exchange dealing activities, a bank faces two broad risks that could result in
losses:

a) Unfavorable movements in market prices caused by unanticipated changes in
interest rates, exchange rates and/or volatility; and,

b) The failure (bankruptcy) of counterparties before their dealing commitments
are settled.

When dealing activities are conducted with the full knowledge and authority of the
general management of the bank concerned, these risks typically are controlled by limits.
However, if they arc conducted without the [ull knowledge ol general management or
beyond their authority, these nisks may not be controlied and the potential for loss could
be magnified.

It is the responsibility of market participants not only to ensure that they are dealing with
the knowledge and authority of their own general management but also to wam their
management of irregularities in dealing to prevent unwarranted losses to their own
institutions and to counterparties. The purpose of this section is to provide to market
. participants a guideline for identifying unauthorized dealing or dealing irregularities that
might be occurming in counterparty institutions. Tt is presumed that dealers recegnize
when unauthorized dealing occurs in their own institutions and that procedures are in
place for them to inform their management.

Characteristics of dealing that indicate unauthorized transactions are as follows:

a) A sudden increase in volume to levels considered too large in relation to the size of
the bank or branch concerned. This could be a questionable waming since the total
volume Of business that a bank can place in the market depends on 1tg reputation,
standing, and credit-worthiness and it is practically impossible 1o ascertain the basis
of operations of a bank of undoubted standing.

b) An unusual increase in the turnover in a bank’s clearing/nostro accounts with central
bank/correspondent banks, particularly 1f overdralls were (o oceur frequently. As the
turnover on clearing accounts aggregates the counter value of any number of deals,
which by themselves might not arcuse the Suspxuun of the counlerparties to those
deals, this could be a useful waming.
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CODE OF CONDUCT

c)

d)

f)

A change in the normal pattern of dealing.

QOpen positions need not be taken only for forward delivery, but can be taken by
buying or selling spot currency, which is then swapped from day to day, er lfor short
periads, Such nperatlnm will lead lo an increased presence in the market and
normally, a consequent increase in tumover on clearing accounts,

Risk of losses alse occurs when a bank runs a forward book. Although there is no net
open position as tatal purchases match total sales, there is a risk on the unmatched
[orward matwities; ' '

failure 10 reccive confirmations of deals;
no satisfactory response to requests for verification of outstanding contracts.

a willingness or desire to deal at & pnu: whlch is deliberately pitched -:;-ut*;:de the
market level,

It is recommended that anyone noticing any of the above sitnations should refer the
mattler to his management for discreet action to be Laken.
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LCODE OF CONDUCT

MARKET TERMINOLOGY AND DEFINITIONS

Set out below are the commonly used expressions and their generally accepted meaning;
use of them will do much to reduce misunderstandings and frustration.
In all cases, the currency/currencies being dealt in should be clearly specified.

I. FOREIGN EXCHANGE AND CURRENCY DEPOSITS

*Spot
The purchase {or sale} of a currency for seitlement two business days from transaction
date (with certain exceptions).

Cross rate
Means the exchange rate for one non S Dollar currency against another non US Dollar

CUITETICY.

*Forward
All deals over bwo business days (rom transaction date for periods of one month onward

lixed at the time of dealing. (All deals for a broken number of days up to the month date
are known as shorts or short dutes). When the maturity falls on a non-trading day, it takes
place on the following business day. When the deal is arranged on a day for which spot
delivery accurs on the last business day of the month, it matures on the last business day

of the appropriale month in the future.

When dealers are (rading for, say, 3 months forward, the maturity date will betaken as 3
months from the spot settlement date. [f this matunity dale falls on a non business day in
the centre of one of the currencies concerned, the II]EI'lll'i'E}' date will he on the next
business day unless that day is in the following month, in which case it will be the last
business day of the month concerned prior to the Bank Holiday or weekend.

Forex Transactions
FX Transactions means any transaction between two parties for the purchase by one party
of an agreed amouqt in cne Currency against the sale by it 1o the other of an agreed

amount in another currcncy both such amovnts being deliverable on the agreed value
date.

Spot value date for forex transactions
Spot value dates should be set taking into constderation only two working days of the two

currencies involved. However, there are specific examples of exceptions e.g. USD/CAD
and {ISD/HKD. It is important when dealing into unfamiliar markets that valuc dates are
identified. If spot transactions should be concluded with other value dates it must be

agreed by both parties.

* In ['akistan, as FMA has resolved, spot would mean setllement on next working day. Value date (or
forward Tansactions would also be compinted accordingly, Although with SBP spot tansaction will be for
value today and value date fur forward dezls with SBP would alse be caleslated accurdingly.
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Swap
The simultaneous purchase and sale of identical amounts of # currency for different value
dates.

Qurright
The purchase or sale of a currency lor delivery on any date other than spot(not being a
swap transaclion).

Forward/forward
A forward sale {purchase) against a ferward purchase (sale).

Puar
Price is the same on both sides of the swap.

Premium
The margin by which the forward exchange rate is more expenswe (dearer) than the near
date.

Discaunt
The margin by which the forward exchange rate is less oxpensive {cheaper) than the near
date.

Value today
Same day value,

Fealue tomorrow
Value the aext working or business day. -

Broken date;: Odd date
A value datc which ig not a regular furward date.

hvern Egh.r - Today/Tomoerrow
Deposit or swap transaction for seitlement on transaction date to or against the next
business day after transaction date.

Tomorrow/nexi: Tom/next '
Deposit or swap transaction for settlement on the next busincss day against the second

business day after transaction date.

Spot/Next ‘ _
Deposit or swap transaction for settlement on the second business day against the third
husiness day after transaction date.

OrAGE (11401



CODE OF CONDUCT

Ead/End
Dreposit or swap ransaction fur settlement on the last business day of a month against the
last husiness day of a future month.

Sefler = Buyer

Lender - Borrawer Spot, Outright, FRA Depuostt Swaps
Seller- I sell at, [ lend at. Tsell and ...

of currency I give at, T give at, buy

or Lender- | offer at, [ offer ar

Buyer- I'buy at, T borrow at, [ buy and

of currency [ bid at. [ 1ake at. sell

of Borrower [ take at T bid at I pay at

{Ipea position

Nifference herween total spot and forward purchases and sales in a currency on which an
exchange risk is run.

Lune

Excess of purchases over sales.

Bhurt

[-xcess af sales over purchases,

Syuare

Purchases and sales are equal.

Firer

1y Refers to w curreney which is appreciating or has appreciated in value.
2y Aterm rarely used in direct interbank dealing but which, when used,
mdicales that the user is prepared to deal in either

4) A normal market amount or
by In an amount/for a perind of time specified by him ar the time of making the
price or as previously arranged.

At voar risk, your visk, risk
{Quorted rates are subject ta change at the ask of the receiver.

For indicavion (only) - For information foniy)
Quotations which are not fum, and intended as an indication of unwillingness or inability
o deal.

Linder reference
A deal cannot be [inahised without reterence to the bank which placed the order, whose
name should noet be mentioned until reference has heen made to that bank.

Mine
The dealer takes the offer which has been quoted by his counterpdrty. Tt has to be
qualilied by the amount.
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Yours
Opposite to mine, The dealer gives at the bid which has been quoted by his counterparty.
It has 1o be qualified by the amount.

Point/Pip
The last decimal place of a quotation.

Basis point
(ne hundredih of 1 per cent, used in intcrest rate related instruments.

Mic
One mullion.

Yard
One thousand nuliion (1,000,000,000),

Spread
Dillerence between the buying and selling rates of a foreign exchange guotation or
between the bormowing and lending rates in deposit.

Margin

This expression is used in loans 1w determine the rate of interest charped to the horrower
over and above the basic ate of interest which is fixed at the commencement of each
rollover peniod (normally every three ur six months).

Call deposit
Interest hearing depasit, which is repayable on demand.

Natice deposit/Notice money :
An interest hearing deposit with the period of notice required to be specified at the
outset. e.g. 48 hours. 7 dayvs.

Ovrders (Limit order, Stop loss, etc.)
Firm order given by a dealer to a counterparty Lo execute a transacilon under certain
specified conditions.

Limif order
As an order given at a certam price.

Stap loss order

Becomes an order at best after a certain rate has been reached or passed or dealt
depending upon the specified conditions -previously agreed between the two parties
involved.

These orders create a potential for loss or lability which ¢an be substantial if they are
mishandled or there is a misunderstanding about the terms and conditions for their
‘execution and confirmation.
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Payment Fnsiractions
- Account: means settlement by debit or credit of the account one counterparty runs in
his book in the name of the other counterparty.

Clearing: means settlement through the local clearing system of the country of the
currency concerned.
- Puy to my account with bank XY,

- Standing instructions: settlement to be as previously agrced belween the two parties
(2.4, netting).

- Direct can mean different things in different centres. It should therefore be avoided
unfess there is a specific understanding between the two parties concerned.

A

L'se of furnds
In case of error the setrlement for use of funds should be fixed in the most co-operative
way avniding undue enrichment.

. FOREIGCN CURRENCY QOPTIONS

_ulf foption)

Thys tevm refers to the right to purchase a specified amount of a specificd currency at a
specified price (strike price) within a spacified number of days. The scller has the
obligation to perform.

Pt (uption)

This term refers w the righl 1o sell a specified amount of a specified currency at a
speciticd pricc within a specified number of days. The buyer has the obligation to
perfarm.

Preaim .
The purchase price of the option as agreed upen by the parties and payable by the buyer
to the seller value spot.

At the Money
An optiun 1s gl the money when the price of the vnderlving instrument is very close to or
equal to the oplions strike price.

Expiration date
The date on which the exercise right of the buyer of an aption to notify the scller of his
intention to exercise his right shall 1apse,

FExpiration tinme
The latest time on the expiration date on which the seller will accept a notice of cxcroise
{in Curope it is usually 3 p.m. London time).
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Furopean style aption
An option which can only be exercised on the options expiration date. (They are Lthe most
usual option).

American style option
An option which may be exercised on any business day up to and mcludmg the expiration

day.

Notice of exercise
'I'clex, telephonic or facsimile transmission providing assurance of notification which

shall be irrevocably given by the buyer prior to or al the expiration time of the exercise of
an option.

Exercise

To make use of the right {to do something) whi ch is possessed by a party to an Uptmn
contract, e.g. the right to buy, Upon receipt of notification of intention to exercise the
right, the selter of the option is obligated to the buyer on the terms already agreed.

The writer of an option shall not usc failure of receipt of notice of exercise as an
opportunity for undue enrichment,

Price quotation far a currency eption

Fither in the form of a premium, e.g. a percentage of either currency or as one currency
in terms of the other. Or in the form of volatility, which, combined with the spot rate,
interest factors of the currency pair, the days to expiry of the option and the strike price,
i5 used to compute the premium.

Delta

Also known as the hedge ratic, this term relers to the ratio of change in the option
premium compared with change in the price of the cuzrency amount in question. when all
other ¢canditions are fixed.

Volatility

The price variability of the underlying instrument of an option confract, and defined as
the standard deviation in the logarithm ol the price of the underlying instrument
cupressed at an annual rate. Expected volatility is a variable used in pricing options,

Implied Volatility
‘The degree of wolatility »implied« by the market price of an option.

Intrinsic Value
The ameunt by which an option is in the money.

- Time Vilue
‘That portion of an options value that equals option current price minus the intrinsic value,
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Stradidle
This tenn refers o a combination of call option with put option with the same tvpe
(puticull). same Lime period and same exercise price, whereby the seller is simultaneous|y
a buyer,

Strangle

This refers 10 a combination of call option and put option with same type and same time
perind. but in which the exercise prices arc different and put and call are both out of the
money by the same amount.

ML INTEREST RATE DERIVATIVE PRODUCTS

1. Forward Rate Agreement (FRA)

An TRA is an agreement between rwo parties who wish to protect themselves against a
luturé movemenr in intecest rates. The partues invalved agree on an interest rate for a
specific perind of time from a specified future settlement date based on an agreed.
principal amount, but no exchange of principal takes place.

The Buyer
I the party to the FRA wishing to protect itself against a futuwre rise in the relevant
Interest rate.

The Seller _

ls the party to the FRA wishing to protect itself against a future fall in the relevan
Inkerest rate.

Il the settlement rate is higher than the agreed rate, the buyer will receive the difference
lrom the seller or vice versa.

2, Swaps .

AD INCICst rate swap i3 a contract between wo participanls or counterparlies, in which
Interest payments are made based on the notlonal principal amount, which itselt is never
paid or received. The [ixed-rate payment in the swap (oflen called the [ixed-rale coupon)
is made by the lixed-ralepayer to the floating-rate payer. Similarly, the floating-rate
payment in the swap is made by the floating-rate payer (or variable-rate payer) to Lhe
fixgd-rate paver. Both fixed and floating interest are calculated [rom the swaps effective
date, The trade date is the date on which the counterparties commit Lo the swap.

A Fixed-Rate Payer:
Pays fixed in the swap.

Receiving floating in the swap
Has established the price sensitivities of a longer-term fixed rate liability and a’ floating-
rate assct.

A Floating-Rate Payer.
Pays floating in the gwap.
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SOME PRACTICAL ADVICE

INTERNATIONAL MARKET
Typical dealing system/telex conversation
(but net to be followed).
DEM 10~
# 20-30
_ 10 vours
4 0K BIBI

This conversarion is supposed 1o mean that the calling bank asked for a
quodation in USDDEM for 10 million dollars and then sold 10 million at 20,

Bath parties are convinced that thE} knov-, the big figure, the value dale and
the payment instructions.

Althongh this a wsual practice in the marker but dealers are strongly advised to be
more specific in quoting and concluding a deal. Some cxamples are suggested below.
Im any case 1t is absolulely necessary to confinm cach deal with all

derails in full before the end of the conversation.

1. SPOT DEAL

SPOT USDYDER*

#1.7470 - 75

[BUY S

%5 MIO AGREED

# VAL 28 NQV, 97

AT0 CONFIRM AT 1.7475 1 SELL 5 MIC USD

#MY DEM TO BANK A FRANKFURT
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MY USD TGO RANK BN.Y.
MNote*: A number after the currency expresses the amount of the first currency

in Million, e.p. spot USD/DEM 2. Alwernatively you nmust add the currency atler
the nwnber, e.g. spot USDYDEM for 3.50EM.

2. SWAP DEATS

A.) SWAP USD/DEM 3 M (- SWAP USTVDEM FOR 3 MONTHS).
436 - 40

AT 36 TBUY AND SELL 15 MIO USD*

4 AGREED, RATES ARF 1.7475 AND 17511

% VAL 26 FEB. 91 AND 28 MAY 91

410 CONFIRM AT — 36 1 SELL AND BUY 15 MIO USD
4 MY DEM TO BANK. B FRANKFURT

4 MY USD TO BANK C N.Y.

MY USD 10 BANK X N.Y,

MY DEM TO BANK Y FRANKFURT

Note*: II'dealing swap with the other currency (here DEM), a dealer will use
MIO DEM and 1 sell and buy 15 Mio DEM.

The hank which has quoted the price should immediarcly fix the spot rate
within the current spread.

3. DEPOSIT DEALS
DLEPOXEU 1, 2, 3 MTHS
40178 - 174/ 93/16 - 95/16 93/8 - 1/8

I'TAKE 10 AT 5/16 FOR 2 MTHS
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# 10 MIG AGREED

FVALUE 28 FEB. 91 AND 30 APRIL. 91

FTOCONFIRM AT 953/16 1 GIVE 10 MIO XTiT!

£ MY XELU BANQUE B LUXEMDBOURCO

MY XEL BANQUE A PH.RiS-

:\Gtéc: Fla gcposit quotation is usually u bidfoffered rale  frum lc.rw 1w high ez,
0178 - 1/4)

Some centres quote 1 the yeverse tonm offered/bid (from high to low c.g. 91/4
- 1/8). '

3 FRA DEAL (OF 28 JANUARY 1991 )

FRA USD 3 AG S

27.65- 70

(AT 7031 BUY 25

# 25 MIO AGREED

# TO CONFIRM AT 7,70 1SELL 23 MIO USD 30 APRIT. 91 AG. 30 JUTY 91,
1 FRABBA 26 APRIL 91

§ MY USD TG BANK A WY,

MY UISD TOBANK X NY.

FRARRBA are standard terms agreed by the British Bankers Association for
mterhank rrading of FRAS.

The normal Contract Periods for FRA quotations, unless otherwise speeified,
are based on the conventional value dates applicable to cach subsequent.

* - month for the currency concerned in the interbank deposil markel on the day
of negotiation. '

Any FRA havinp a Contract Period either (a) with a duration difterent from the

rPAGE 12310



CODE OF CONDUCT

normal Contract Period as described above or (by with a Contract Period
cxcesding | year, will be constracd as a Broken Date FRA.

5. CURRINCY QFTION

PUIT TISDYCALL DEM (STRIKT ) 1,3200 EXP APRIL ISP VAL 17TH N 20
MIC [,TSID (IN VOLY ABOTUT 38 BDELTA

F11° AT 115

115 1 BUY 20 MIG UsD # QK 5POT 13350 # T 5LE 1,5 % OF UST AMT
SDELTA 38 % |

 AGRTED. PREMIUM 300.000 USD VAL FER 17TH

HENGE T BUIY UISD 7.600.000 AT 15350 VAL FEB 17TH. MY USD 10 BANK A
MNY. ' '

# OK ON THE PREMIUM MY USD TOBANE X N Y.
4 AND ON THE HEDGE MY DEM TO BANK Z FFT.
This 1 a true conversanon between two dealors:

an cxample not to follow

TO . DEPOSITS 09428M7 2104921242

# IIL FRIENDS

# 6 AND 12 MONTIIS CTIT PS

SEY FOR KEEPING HAD A PROBLEM MOM PLS
79719

3/-5716

# CAN CFFER U YOU UP TO 50 MIQ IN 6§ MONTHS

TIIATS OK FRNDS 23/ 4-25 /10 UBS ZURICII PLS
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# 'HKS FRIFNDS FOR ME PSE €8 2ZURICH BACK
OK TKS ANYTHING IN 3 M DEM

# SORRY NTG THERE FRIEND

RECIPROCILY 727077

2 IF U WONT QUOTE TWILL CANCEL PREVIOUIS DEAL

# MOM -

# REALLY SDRRY BUT NTG IN DEM FOR THE MOM SO NOTH. DONE IN CHF
FRRNLYS '

CONSIIDER THIS RELATIONS AS FINISHED BIRIH

# INTERRUFPT #

#ENDH
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L OCAL MARKET

Repo / Reverse Repo
Repo / R Repo is a scll - buy / buy — sell agreement whereby the borrower
flender  sell/buy the GoF (Governmet of Pakistan) securities at an agreed
price which may be par for STFB’s (Short Term Federal Bonds) / FIB's
{Federal Investment Bonds) or a derived price for T-Bills and buy/sell at

calculaled price on the maturity daté of the ransaction based on the mugk-up
rate and the number ol days.

READY USD/PKR

The purchase / salc of a cwrreney for settlement on the transaction date L.¢. same
day value dale,

1. READY DEALS

READY USD/PKR IN 5

# 44.2650-- 00

* URS

i OK I BUY USD SMIO AT 44.2650, MY USD TO XY, NY , YOUR PKR
{ :
TG SBP. :

*  ALL AGREED, BIFN
2. 3IMONTHS FORWARD O/ RITE USD /PKR

# HI FRNDS
# USD /PKR 3MNIH O/RIN 3
* 50155

# YRS
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{ Siutr:; Bank of F_'akistar;

* OK. IBOT USD 5 MIOQ AT 4550 VAL 16/3/98
* MY USD TO AB, NY YRRS. TOSBP
# ALL AGREETD

# TIINKS FOR THE DEAL BIFN

3. SWAP DEALS:
*SWAP USD/PKR IMNTH
#2324
® 5 AT 24
#OK., I BUY SELL USD 5 MIC ., 26/11 , 26/12/97,
% RATES ARE 44.26 AND 44.50 MY USD XYZ, NY . SEP BOTH WAYS

# WHERE FOR UR USD?

* MY USD 10O B BANK, Y.

* ALL REST FINE THKS FOR THE DEAL BIFN

4 . REPCQ
# HI HI THERE FRNDS
# AR BANK HERE

#HOWS UR 3MNTH REPO PLS
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+ 12,00 - 25
4 AT 25T TAKE PKR 300 MIO
+ AGRETID , T LEND PKR 300MIQ UNDER REPO AT 12.25
* DATIS 26/11 AG26/2/98
* PRICES 100 AG 103.0877
¥ SECUR PLS
# STFB 7/11/97
# SETTLEMRNT (/A AND 'SGLA WITH SBD

A#TTIKS FOR DEAL AND BIFN

" Subsidiary General Ledger Account
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