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Chapter 8 builds on the financial risk management concepts covered in
Chapter 7 and extends them to cover investment and debt management.

8 Investment and Debt Management

Cash positioning and forecasting the liquidity needs of an organization results in
cash surpluses and deficits that need to be invested or funded. A major function
of treasury departments is to manage the liquidity needs of the corporation. Cash
surpluses need to be invested to maximize the return on funds invested, and cash
shortfalls need to be funded through borrowing that minimizes the cost of capital.
SAP ERP has provided Investment and debt management functionality as part of
the FSCM suite of applications. Additionally, it integrates the use of derivatives to
hedge interest costs or income through the use of interest rate derivative instru-
ments that can be linked to the underlying security or debt instrument.

The menu for SECURITIES, Money Market, and DEBT MANAGEMENT functionality is
divided into corresponding sections. The menu options follow the same structure
as described in Chapter 7, as shown in Figure 8.1 below:.

=7 &3 Securities
[ ] Trading
I (] Back Office
I ] Accounting
[> (] Master Data
> (] Information System
[ [J Erwironment
= 7 Debt Management
I (] Trading
[ (] Back Office
[ [J Accounting
[ ] waster Data
[ ] Information System
I ] Toals
> [J Erwiranment
[» (7 Information System
= O Utilities
& TBT1 - Trader Authorizations
I (] Archiving

Figure 81 Securities and Debt Management Menu Path
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8 | Investment and Debt Management

84 Master Data Structure

Master data for securities follows the same structure as discussed in Chapter 7;
however, two are specific to securities: asset class, and securities account. Although
securities investment and debt management are classified as separate sections,
they both use the same product types. The transaction type is used to differentiate
whether a transaction is an investment or a debt.

844  Product Types

Product types are available for short-, medium-, and long-term maturities. There
is some overlap between product types in the money market (short-term) and
securities (medium- to long-term) instruments. The main difference between the
two, aside from the term, is that longer-term securities are set up as master data
through an asset class (to be discussed in Section 8.1.2, Global Settings for Securi-
ties). It is possible, although not typical, to use asset classes in the money market
component as well. Furthermore, money market instruments are usually set up as
standalone transactions.

Examples of product types in the money market component are shown in Figure

8.2.

FTyp |Name of product type |F'r0duct category

518 Fixed-term deposit; External Fixed-term deposit
518 Fixed-term dep: (mitrored) Fixed-term deposit
524 Deposit at notice: External Deposit at notice

528 Depositat notice: Int. (mird Deposit at notice

538 Commercial Paper: E}dernal| Commercial Paper
538 Commercial Paper: Internal Commercial Paper
S48  (Cash flow transact: Extarnal Cash flow transaction
S4B |C flowtrans.: Int. (mirr) Cash flow fransaction
554 Interest rate instrument: Ext. Interest rate instrument
55B Interest rate instrurment; Int. Interest rate instrurnent
550 Interest rate instrument; HAC Irterest rate instrurnent
B68  (Confirmed facility Facility

G688 Unconfirrmed facility Farility

801 Interest rate instrument: Ext. Interest rate instrument
802 Fixed-term deposit, External Fixed-term deposit

MA1 Interest rate instrument; Ext. Interest rate instrurnent

Figure 8.2 Money Market Product Types
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Master Data Structure

Product types 54A (CASH FLOW TRANSACT: EXTERNAL) and 55B (INTEREST RATE INSTRU-
MENT: INT.) are examples of generic product types that can be copied and custom-
ized specific to an organization's requirements.

Securities product types are shown in Figure 8.3.

PTyp [Text |Prod. Cate  [Cond.aro
018 Stocks 10 10
028 Investment cedificates 20 30
038 Subscription rights| ] 0
04H “ariable rate bonds a0 42
041  Fixed-interest bonds a0 40
041 Ferobonds 40 43
04K Unit-guoted bonds 40 41
068 iarrant bonds 60 40
078 Corvertible bonds 70 40
118 |ndex warrants 111 ]
118 Equity warrants 112 0
T1C  Currency warrants 113 0
110 Bond warrants 114 ]
168 Shareholdings 160 21
FN1  Funds - Porfolio = 365 days 20 30
FMZ2 Funds - Forffolio = 365 davs 20 30

Figure 8.3 Securities Product Types

84.2  Global Settings for Securities

Global settings for securities are shown in Figure 8.4, on the next page.

84.3 Transaction Types

Transaction types are used the same way for investment and debt management as
was explained in Chapter 7 for financial risk management. However, here, they
also serve the purpose of classifying a transaction as an investment or a debt
instrument. Both have similar characteristics except that the principal and interest
flows will be reversed depending on the transaction type. Examples of SECURITIES
TRANSACTION TYPES are shown in Figure 8.5, on the next page.
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Change View "Treasury: Additional Company Code Data": Details

Company code data

Currency sD

FixvearWariant K4 Fiscal year End [31.12.2008
Chart of Accts Caus Chart of accounts - United States

General settings

SWIFT code SAPCDE

Exchange rate settings

Riate calculat. m
Rate type (deh) ]
Rate typelcred) ,N—|

Securities settings
[]2hort sales possible
Price type for evaluation IH‘

Loans settings

Calendar lﬂ‘

Regulatory reporting settings
Reg.rep.active |_| Country variant

BAY register no Ident. no. 1D

=g

Settings for wariable interest rates

Flanned recard update |Ldeate with current interest rates E|

Figure 8.4 Global Settings for Securities

Securities: Transaction Types
PTyp [Teut [Ty [arme of Transaction
018 Stocks 100 Purchase

| |o1n stocks 200 Sale

" o1a Stocks 300 Repurchase

Figure 8.5 Transaction Types Linked to Product Type
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Master Data Structure

84.4 Securities Account

The SECURITIES account is the actual account at the brokerage firm, bank, or finan-
cial institution where the investment or debt portfolio is held. The Securities
account setup menu path is shown below.

=7 15 Securities
[ [J Trading
[* [] Back Cfiice
I (] Accounting
7 23 Master Data
T PWZT - Class
[* [J Redemption Schedules far Drawable Bands
= 2 Securities Account
@ TRS_SEC_ACC - Edit
@ FWDP - Securities Account List
T TS09 - Define Default Values
[* [J Position Indicatar
[ [J Information Systermn
[* ] Erwiranment

Figure 8.6 Securities Account Setup Menu Path

The setup of the Securities account has been enhanced with the ability to provide
payment information, security types, and netting rules, as shown in Figure 8.7.

Display Securities Account DEUBA_01 in Company Code 1000

| Om’m’f‘ |,5’T: Checkresults|

=] ] B =51 A Y Company Code 1008)  IDES AG
= 'Eg Hierarchy: Securities Account DELEA_B1 mmm 0 | Active
= &3 1000
() 1=tz o Sec. Ascount ID Dt Bank 07 Mo Mem
O JPMOR_01
I 33000
I CJ7001 Other . User Data
I CJFs00
[ CJFs01 Bank infarmation
Depository bank  |BKOTBANKDE|  Deutsche Bank AGF Taunusanlage 12 1 GO325 Frankfurt
Cleating acct 1234867

Sec.accthumber (6700000

| | House ba I

oLl

Figure 8.7 Securities Account Setup
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84.5 Class Data

Class data is master data that is specific to securities or debt instruments. It con-
tains standing data that defines the principal and interest terms, condition, matu-
rity, issue and redemption details, index and ratings data — typically information
that is static, or changes only once in a while (such as ratings), and that defaults
into the transaction when the security is traded. The system also uses the condition
data to calculate cash flows based on principal amounts entered in the transaction.
Class data is usually identified in SAP ERP through its CUSIP or ISIN number. Class
data is created using Transaction FWZZ.

The initial entries are made on the SEARCH TERMS tab, which allows for the entry
of details with respect to type of instrument, securities account the instrument will
be held in, CUSIP, ISIN, and other market identifiers, ratings information, and clas-
sification for reporting purposes. These entries are shown in Figure 8.8.

IDnurnber  [CA1350874B6A | CanadaBond  [O|sd 2| O O |Active
- AFETIEEGEN Basicdata | Condions | Exchanges | Nofice | Reg rsp. | Userdata

Descriptions

Short Marme Canada Bond

Long Mame Canadian Gowvt CANT 1/4 Q6/@1017

Second. Indexes General Data
IndexMame |Inde>€\-’a|. | |_| Prod. Cat. 40 | Bond
ISIN CA135087WBAS Product Type 041 Fixed-interest honds
EUROCLEAR Sec. Class. Government band z
CUSIP 135087WWEA Classific. 1 Government bonds g
SEDOL
EELE | Rating
BOE. -l € Valid Fram | Institute [Rating [ ]
B2 ~NREEE 7 [~] 517112008 standard ance haa g
el UL (I} o111 2008 Moody's =1 Aaa O
KD | L]

EEE

Figure 8.8 Create Class Data Initial Screen
The BASIC DATA tab provides details about the ISSUE and ISSUER, as shown in Figure

8.9. The issuer needs to be set up as a BP in the role of issuer; otherwise, the [SSUER
field can't be populated, and will result in an error message.
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Master Data Structure 84

IDnurnber  [EA135087WB60 [@)canadabornd  |[Clsy] 2| A o
[E=3=i]:
Issuer |W|
lssue currency ’W‘
Maminal value ’W' Mamin. per TL 1.0080, 008 T
Issue start o1.06. 2007 End of term 61,06 2017
Issue rate 100, 008000
Structure Cirawing
Guntation ,m Diranririg ]
Date |—|

Figure 8.9 Asset Class Basic Data

The CoNDITIONS tab contains details of principal and interest terms and condi-
tions, currency details, and calculation methods, as shown in Figure 8.10. The

system uses this information to calculate the cash flows and value dates in trans-
action-specific processing.

Create Class - Product Type: Fxd bonds - ID Number: CA135087WB60
|g"|': Check||rf2) Reset ||E Cash Flow |n§> References|

ID numper  [GAT35087YB60 | canadagond  |Olfed 2| @ o

Interest calculation Effective interest rate

Int.cale. method ActisctP (1SM T Eff.int. rreth. AIBDS A o]

Round.rule [ H] Effectintrate

Repayment

Repayment Type | Maturity z

Status |Condition Type Text Eff. fram Croy  |Percent Calc. date  |M |C |Due Date M| |Frg
& Int (perc-guoted) 01.06.2007 |CAD 7.1250000 30412007 ([J0 01422007 [Jo 006
&' Final repayment f1.06.2007 (=D 0, 0006880 30.05.2017 |[J0 01.062017 []0 000

Figure 810 Asset Class Conditions Tab
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Investment and Debt Management

Clicking on the CasH FLow button shown in Figure 8.10 displays the cash flows for
the entire life cycle of the transaction, based on the condition parameters entered
on the CONDITIONS tab, as shown in Figure 8.11.

1D number CA12508TWBED Canadian Govt CANT 104 DB/01/17

Product Type 04| Fixed-interest bonds

Status 01 Active

Fos.vl.dt ‘IUpdateT\jpe‘IUpdate Type Text |Status| UnitslNomCl Nominall Amtin PC|Pos.C
01.08 ZDD?E SE1000 Furchase 0,000000 |CAD 100.000, 100.000,00 CAD
01122007  SAMS000 Mominal interest 0,000000 354314 CAD
01.06.2008 | SAME000 Mominal interest 0,000000 356250 CAD
01122008  SAMS000 Mominal interest 0,000000 386250 CAD
01.06.2009 | SAMS000 Mominal interest 0,000000 386250 CAD
01.12.2009  SAM&000 Mominal interest 0,000000 356250 CAD
01.06.2010 | SAMS000 Mominal interest 0,000000 386280 CAD
01122010  SAMS000 Mominal interest 0,000000 3.862,50 CAD
01.06.2011  SAMAS000 Maminal interest 0,000000 366250 CAD
01422011 SAMS000 Mominal interest 0,000000 3862580 CAD
01.06.2012 | SAME000 Mominal interest 0,000000 386250 CAD
01122012 SAMAS000 Mominal interest 0,000000 386250 CAD
01.06.2013 | SAMS000 Mominal interest 0,000000 386250 CAD
01122013 SAME000 Mominal interest 0,000000 356250 CAD
01.06.2014  SAMS000 Mominal interest 0,000000 386250 CAD
01122014  SAMA000 Mominal interest 0,000000 3.862,50 CAD
01.06.2015  SAMAS000 Maominal interest 0,000000 366250 CAD
011220158  SAMS000 Mominal interest 0,000000 3862580 CAD
01.06.2016 | SAMA000 Mominal interest 0,000000 386250 CAD
01122016  SAMA000 Mominal interest 0,000000 386250 CAD
01.06.2017 | SAM1104 Scheduled repayment (finaly 0,000000 CAD  100.000,00 100.000,00 CAD
01.06.2017  SAM&000 Mominal interest 0,000000 356250 CAD

Figure 841 Cash Flows Based on Conditions Tab Entries

Exchange setup is performed as shown below in Figure 8.12.

ID nurnber  |GA1350870860 [#) Canada Bond [Ciled 2] F O Active @

Searchterms . Basicdata | Conditions Motice . Rea rep.  Userdata
[ Listed

Assign exchanges 4‘

Exchange [F1 [H |Uist [Price dev.in%  |Price deviation @

TSE OO H
L [4]

[~]
[0l |[d[]

[ (2 wanctpens |

Figure 842 Exchange Setup
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Class data needs to be maintained in ACTIVE status for transactions to use it, as
shown in Figure 8.13.

|.§'|'= Check”xﬁ) Reset”ﬁ Cash Flowllné References|

ID number  [CA135087UBGE | CanadaBond | (|6l 2| @

Ohsalate

Figure 843 Maintain Asset Class in Active Status

84.6 Business Partner

The setup of and controls for BPs for FSCM was covered in Chapter 7. Key roles
used in investment and debt management are guarantor, issuer, depository bank,
and counterparty.

All issuers of securities for whom class data is maintained need to be set up in the
role of issuer, as shown in Figure 8.14.

Business Parner CANGOWT [y canadian Government
Change in BF role Issuer iMaintained) E||@

Addre

Marme
Title | =]
Mame ‘Canadian Government |

Figure 844 Create BP in Role Issuer
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8.2  Transaction Management

In accordance with the standard format, transaction management for investments
and debt is divided between front office, back office, and accounting. To explain
the business process and controls for transaction management, we will use a
money market and security/debt transaction. This will illustrate the functionality
and underlying controls available in these components (Figure 8.15).

= 153 Maney Market
[ [J Trading
= 7 Back Office
@ FTR_EDIT - Edit Financial Transaction
[ (7 Collective Processing
> (] Corespondence
[ ] Metting
[ [J Reference
[ (7 variable Interest Calculation
= &Y Regulatory Reparting
) TMBA - Informmation
f2) TMBU - Transfer
= 2 Accounting
[ (] Posting
[ ] Pavment

[> (] Derived Business Transactions
[ ] waluation
[ ] Account Assignment Reference Transfer

Figure 845 Money Market Transaction Management Menu

8.21  Money Market Fixed Term Deposit Example

Following is an example of creating a money market fixed term deposit
transaction.

Creating a Contract

The front office has created a fixed term deposit transaction in the money market
component using Transaction FTR_CREATE, as shown in Figure 8.16.
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Create Fixed-Term Deposit: Structure
|| conditions || [ Efective interest rate | [

Company Code 1000 |DES AG Transactn WINTERNY

Froduct Type 518 Fixed-termn deposit External - Activity 1 Contract
Transactn Type 200 Borrowing

 AETETE Administration | Otnerflows | Paymentdetals | Cashflow | Memos |, D|'g

Business Partner | BKJPMORGUS|JP. Margan Chase /1 MEW YORK
Borrowing Term
Flowe type 11085 Borrowing / Increase =] | start [1.07. 2008

Amount 5.000.000,00)UsD |+ 58 | End 01.01.20089

Interest structure
Percentage Rate |3, B000000Q
Int.calc.method Actr3g0

i}

Frequency Manthly e All 1 Marnths (=]
Shift due date backto end ofterm Capitalize Interest ]
Contract data
Clase Date 30.06. 2008 ¢ 19:48:13| Trader
Contact Ferson External Refer.
—Il:E’Checkrun:Trans.: Display messages
Typ|Hessane text L
O |Mo 1imits were exceeded @

Figure 816 Create FTD Using Transaction FTR_CREATE

Successful creation of the FTD results in the following notice (Figure 8.17):

|@ Fixed-term deposit 5000000000005 created in company code 1000

Figure 847 FTD Transaction Created

Settling the Contract

The contract flows are settled in the back office after the trade is reviewed and con-
firmed. As shown in Figure 8.18, the cash flows for the transaction are displayed
with the value dates for each inflow or outflow item.
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| Conditions ||E Effective interest rate |

e 1000 IDES AG Transactn  |GE00000OEOOE0S
Product Type 514 Fixed-term deposit External  Activity 2 Contract Settlement
Transactn Type 200| Borrowing

Structure .i Administration  Otherflows  Payment details

= E B R [ EE EE = ER EE ER

7 |E| |r£>) |Pmnt Date 1FTyp |FIOwType (Marne) PmntAthyClD |PmntCurr.

01.07.2008  |[1105 Barrowing / Increase 500000000 + (USD
ﬂ 01.08.2008 1200 Mominal interest 12.916,67-|- UsoD
e 01.09.2008 1200 Maminal interest 1291667 - USD
ﬂ‘ 01.10.2008 1200 Mominal interest 12.500,00|- UsoD
= 01.11.2008 1200 Mominal interest 1291667 - USD
ﬂ 01.12.2008 1200 Mominal interest 12.500,00|- UsoD
ﬂ“ 01.01.2008 1120 Full repayment upon matarity| 5.000.000,00 - USD
ﬂ‘ 1200 |Maminal interest 12.916,67-|- UJsD

Figure 848 Cash Flows for FTD Transaction 5000000000005

Netting of Cash Flows

Where payments are due to or receivable from the same counterparty on the
same value date, the flows can optionally be netted to make a net payment to the
counterparty. The NETTING menu option is available in all back office functions, as
shown in Figure 8.19.

= 3 Money Market
[ (] Trading
= 3 Back Office
@ FTR_EDIT - Edit Financial Transaction
[* (] Collective Processing
I (7 Correspondence

2 TBR2 - Change
) TBRA- Display
12 TBR4 - Undo

Figure 819 Netting of Payments to Counterparty
The screen that displays when executing Transaction TBR5 shows a proposal list

of all of the payments eligible for netting, and is shown in Figure 8.20. This is
proposed by the system, which will only select items that satisfy the strict criteria
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for netting eligibility. For example, principal and interest flows due to the same
counterparty on the same value date are netted, so that payment request for a
net payment is created, for payment purposes, while maintaining and account-
ing appropriately for all of the individual transactions being netted. The selection
and execution completes the netting activity, and the transactions are ready to be
posted and paid based on the value dates.

Company Code 1000 IDES AG
Partrer BKJPMORGUS JP. Morgan Chase !/ ¢ NEW YORK
Due Date 081.01.2009
Transaction |Product type Transaction twpe
Netting Amount. Flow type HEank AcclD Payeriee  Bank Pant meth. Supp|FR IP FD
[ 5000000000885 514 Fixed-tern deposit: External 208 Borrowing
ush 5.000,000,80- 1120 Full repayment upon matu| 1080 1058 BKJPMORGUS JPM 2
usn 12.916,67- 1200 Nominal interest 1008 1050 BKJPMORGUS JPM 2
| 500080000006 | 514 Fixed-term deposit: External 108 Investment
s 43 055,56+ 12080 Naminal interest 1008 1858 BKIPMORGUS JPM  E
[|500808A006AAT (514 Fixed-tern deposit: External 108 Investment
usD 7.800. 000,80+ 11208 Full repayment upon matu| 1088 1858 BKJPMORGUS JPM  EZ
usD 24 111,11+ 1200 Nominal interest 1088 1058 BKJPMORGUS JPM  EZ
ThinkTree Proposal List for Wetting Time 22:08:44 Date 31.10.2008
Edison RFTBCHIO/TUSERZ4  Page [}
Company Code 1000 IDES AG
Partrer BKJPMORGUS JP. Morgan Chase !/ ¢ NEW YORK
Due Date 01.02.2009
Transaction |Product type Transaction twpe
Netting Amount Flow Lype HBank McclD Payerfee  Bank Pant meth. Supp|FR IP PD
/| 5000BPE00ABEE 514 Fixed-term deposit: External 108 Investment
usn 10.000,000,00+ 1120 Full repayment upon matu| 1088 1058 BKJPMORGUS JPM E
usn 43.055,56+ 1200 Nominal interest 1008 1050 BKJPMORGUS JPM  E

Figure 8.20 Netting Proposal Using Transaction TBR5

Payment Processing and Accounting

After the transaction has been approved for payment and posting, the process
moves from the back office to accounting. The functions executed here provide
the integration between the treasury and finance functions and components in SAP
ERP. The menu options for ACCOUNTING are shown in Figure 8.21.

= 33 Accounting

= & Posting
£ TBB1 - Post Flows
@ TPWM10- Fix, Post, Reverse Business Transactions
2 TI90 - Release
2 TI93- Block

= & Payment
2 F110- Open ltems
2 F111 - Payment Reguest
@ FEBT - Display Payment Regquests
Y) FBRA- Reset Cleared ltems
@ FEBW - Reset Cleared Payment Requests

Figure 8.21 Accounting and Payment Controls and Functions
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Because cash flows and accounting entries in the books of record will be impacted,
additional control functionality is available to accounting to block, release, and reset
or reverse transactions that are either erroneous or have not been authorized.

Payment requests are created and related accounting entries made using Transac-
tion TBB1. This transaction is one of many in the FSCM suite that enable collec-
tive processing of multiple transactions, as shown in Figure 8.22. Variants can be
set up for specific groups of transactions, and can be automated to run daily as a
batch job.

Treasury: Post Flows
@lE

| Application

[v]Fareign Exchange
Money Market
Derivatives
Securities

General selections

Company Code hBBB
Transaction 50000000AR000
Froduct Type

5008999999999

Transaction Type

ID number

Securities Account

Futures Account

Business Partner

Partfalio

Currency

Flowe Clagsification

Up To And Including Due Date 15.11. 26088
Up to and Incl. Posting Date (For Example to Separate AccrualiDeferral and Reset Transaction)

[slslelelelelelels 5 €]

[ only post flow ace. to curmey
[v] Check Release

Figure 8.22 Collective Processing of Treasury Flows: Upper Screen Area

The collective processing screen for transaction TBB1 allows for multiple valua-
tion areas, as well as a TEST RUN checkbox you can use if it is being run manually,
as shown in Figure 823.

_Posting cantral

FPosting date Instead of Due Date
Fosting Period

Document date instead of curr.date
[¥] Test Run

@) Past Operative Only

O Past Al Valuation Areas

Figure 8.23 Collective Processing of Treasury Flows: Lower Screen Area
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Executing Transaction TBB1 results in related LOGS AND MESSAGES, as shown in Fig-
ure 8.24. In the POSTING LOG (green square) you will find details of all of the post-
ings made and whether errors were encountered that need to be corrected, and in
the MESSAGES (yellow triangle) area, you will find informational-type messages.

Logs and Messages

M Messages
O Posting Log

Figure 8.24 Transaction TBB1 Logs and Messages

This is an important control feature and also an audit trail because in the event of
hard errors, postings will not be allowed to be created.

The posting log detail is shown in Figure 8.25. If the counterparty is set up for
payment requests, and an outbound payment is due, a payment request will be
created as shown in the posting log. The asset or income account will be debited
and the payment request clearing account will be credited.

Test run
company code 1008 | Yaluation areal@@l Operational Fayment / Borrowing (1iahility | General ledger 81.07.2083
MM1105+ Borrowing { Increase Valuation class 0001 IFRS/US-GAAP: Held for Product twpe 514 Fixed-term deposit: Exter
Transaction number 5000000800005
a A payment reguest would be created
40 5. 000000, B0 usD 4 027 710 65 EUR 118888 Clearing account for payment reguests
a0 5.000.000,80- USD 4. 027 710 65- EUR 11113113 Fixzed-term deposit receivables, Trading
Company code 1008 Yaluation areal01 Operational Interest General ledger 01.08.2008
MM12B0- Nominal interest Valuation class BOO1 IFRS/US-GARAP: Held for Froduct twype 814 Fixed-term deposit: Exter
Transaction number 5008000860005
[} A payment reguest would be created

.

40 12.916,67  USD 10.404,92  EUR 11220000 Interest expense IAS L@
50 12.916,67- USD 10.404 92- EUR 118888 Clearing account for payment requests
Company code 1008 Yaluation arealdl Operational Interest General ledger o1.09.20088
MM12B0-  Nominal interest Valuation class BEO1 IFRS/US-GAAP: Held for Product type 514 Fixed-term deposit: Exter
Transaction number 5008000800005
O A payment request would be crested
40 12,916,687  USD 10.404 92  EUR 11220800 Interest expense IAS
) 12.916,67- UsSD 10.404 ,92- EUR 118888 Clearing account for payment requests

Figure 8.25 Posting Log Showing Creation of Payment Requests

Payment requests that have been created can be viewed using Transaction F8BT, as
shown in Figure 8.26. Payment details default in from authorized BP settings.
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51.10.2008 21:35:45  Display Payment Reguests

Key number|CoCd|Documento| Year |Currency Bymt curr . amnt |AccTy [Partner L1t. payee
T 1008 (1 2008 | USD 5. 000.0aarMn (5 118838
g 1000 (2 2008 | UsSD 12.916 k7 - |5 118888
g 1000 (3 2008 | USD 10.000.000,08-|5 118888
10 1000 (4 2008 | USD 43,055 BG |5 118888

Figure 8.26 List of Payment Requests Viewed Using Transaction F8BT

Next, the treasury payment program Transaction F111 is executed and creates
bank transfers and clearing entries in accounting. The payment program proposes
payments based on criteria entered in the payment parameters, as shown in Fig-
ure 8.27.

Edit Payment Proposal: Payments
| Choose || Change || Back from find |

31.10.2008 | AK1T R Snd. CC 1008

Fayments/exceptions

= BEEE R IE ER EE ER )

Ty___lVaIue Date |r: Local curr.pmntamnthrcy |Vend0r |Name1
O 27.06.2008 5.638.794 91- USD JP. Maorgan Chase
. 5.638.794.91

D]
Fayment valumes
Qutgoing payment 5.638.794 I
Incoming payment o,oe

Figure 8.27 Payment Proposal Using Transaction F111
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When running the payment proposal, the payment request clearing account is deb-
ited, and the bank clearing account is credited. The cycle is completed when the
payment settles and is reflected in the incoming EBS the next day when the bank
clearing account is debited and cleared, and the bank account is credited with the
amount of the payment.

Postings made based on user-defined rules are set up in configuration. Because
multiple currencies are involved, the accounting can be set up to post to exchange
difference accounts, and tolerance limits can be set. The log with details of the
accounting posting and accounting document created is shown in Figure 8.28.

Job Log Entries for F111-20081031-AK1R / 23033201

@ Lang text”ﬁ FPrevious Page H@ Nextpage|

Job Tog overview for job F111-20081031-8K1R ¢ 23033201

Date Time Message text

31.10.2008|23:03:32 | Job started

31.10.2008(23:03:32|5tep 001 started {(program SAPF1115, wvariant &0000000000035, user 1D TUSERZ24)
310 2008(23:03:32|Log for payment run for payment on 31 .18 2008, identification BK1 R
31.10.2008(23:03:32|>

310, 2008(23:03:32|=

31.10.2008(23:03:32|> Additional log for G/L account 118888 company code 1000

31.10.2008(23:03:32(=

31.10.2008(23:03:32|> Posting documents additional Tog

310, 2008| 23:03:32(> Currencies in line 1: USD ! EUR Currencies in Tine 2: USD ¢ USD

310, 2008(23:03:32 > Document 2000000015 company code 1080 currency USD pavment method Z

31.10.2008(23:03:32|> LIt PK Acct R& Amount Tax

31.10.2008(23:03:32(=

31.10.2008(23:03:32(= (001 40 0000118888 7.000. 000,00 o, oo 5.638.794 .91 o, 0o
31.10.2008|23:03:32|> T.OE0. 008,00 o, 60 o, o0 o, 60
3110, 2008(23:03:32(= (002 50 Q00113105 7. 000,000, 00 o, oo 5.638.794 01 0,00
31.10.2008(23:03:32(= 7.000. 000,00 o, oo 7.000. 000,00 o, oo
31.10.2088(23:03:32|= (003 40 GAOE23000A o, o0 o, 60 o, oo |, 60
3110, 2008(23:03:32 (= o,00 o, oo T. 000, 000,00 0,00

31.10.2008(23:03:32(End of Tog
31.10.2008(23:03:33 | Job Tiniched

Figure 8.28 Posting and Accounting Document Created After Payment Run

8.2.2 Securities Bond Purchase Example

Transactions in the securities components require the configuration of class data
as described in Section 8.1.5, Class Data. In the example shown in Figure 8.29,
a fixed interest bond purchase is executed using the class data for the security
already configured.
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Display Security Transaction: Structure
S5 Position cash flows |
Campany Code 1000 IDES AG Transactn 200000080801 2
1D nurmber DEOERER46718 | BASF AG 03110 Activity 2 Settlerment
Transactn Type 188 Purchase
 ACTENEN Trading data | Administration | Otnerflows | Paymentdetalls | Cashflow | Memos
Partner BKJPMORGUS | JP. Morgan Chase Ji MNEW YORK
Flowe Type o0 Furchase (transaction)
Position Date Details
Securities Acct DEUBA 01 Dt. Bank 01 Pos. Walue Date  13.81.2004
Gen. valn Class IFREMS-GAAP: Held to Ma =) Calculat. Date 12.081.2604 Incl. MthEnd
|&  Quantity Fosition | Payrment Date 13.01.2004
Amounts
Mominal Armount 1.000. 000, 087 EUR
Price {% Cuot) 100, ARDADE| & ikt Price 100700000 %
hlarket Value 1.0008. 000,08 EUR Qrigin: Kurstab. 31.12.2004
Fayment Amount 1.000. 000,087 EUR ia]
Accrued Interest Calculation Effective Interest Rate
Int.Calc.Method g Eff.Int.mth. AIBDIShA g
Coupan Mext coupon will he delivered (| = Eff Int.Rate 3, 7469580
Round.rule E | Pricing
wio Accint.  [A Caupans |
FPayment Amount 19.364 75 ||ELR

Figure 8.29 Securities Bond Purchase Using Class Master Data

Clicking on the magnifying glass button next to the ID NUMBER lets you view the
underlying class data details, as shown in Figure 8.30.

In Section 8.3, Market Data Management, we will look at how class data can be
created and updated on a daily basis, especially if an organization has a lot of new
securities transactions that are being traded on a daily basis.
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Display Class - Product Type: Fxd bonds - ID Number: DE0008846718
|E'|'= Check”@ Reset|@ Cash FIOWHEG References‘
D number!  [DEDORSBAGF1E | BASF AG 0310 o
Cescriptions
Short Mame BASF AG 0310
Long Marme 3,750008% BASF AG 03410
General Data
Indexilame Indexyal. |—| Frod. Cat. 40 | Bond
ISIN 84671 Product Type 041 Fixed-interest bonds
EUROCLEAR Ser Class Caotporate bond =]
CusIp Classific. 5 Corpoarate honds ]
SEDOL
CBOE
BEE. ~TaEEE: alid Fram  |Institute Rating
Sec. -index T [=] T .
Sec.-index G [+] n B
WL [ [4][+] n ]
oo 2 O
EEE

Figure 8.30 Underlying Class Data for Security Purchase

8.2.3 Month End Accounting

Month end and periodic accounting relates to posting interest flows, valuation of
positions, mark to market postings, calculation of realized and unrealized gains and
losses, accruals and deferrals, and recording permanent impairment. It may also be
required to transfer securities between accounts, or between valuation classes.

Key Month End Activities

Table 8.1 summarizes key month end and periodic activities typically executed
for FX, investment, debt and derivatives transactions, along with their respective
transaction codes:

Transaction Code Month End and Periodic Activity

TPM1 Key date valuation
TPM60 Mark to market calculation
FWSO Post interest

339



8

Investment and Debt Management

FW17 Enter security prices

TPM18 Realized gains and losses

TBB4 Post accruals

TBB1 Post treasury flows

FWDU Security account transfer

TPM15 Valuation class transfer

TPM 70 Record impairment of position

TPM71 Reverse impairment

TPM73 Impairment table records recovery value

Table 814 Key Month End and Periodic Activities and Their Transaction Codes

Valuation and Mark to Market

The valuation of open positions and marking to market is done monthly in accor-
dance with accounting rules that require derivatives to be shown in the balance
sheet at their fair value. For derivatives that are quoted on an exchange, the mar-
ket value can be obtained through existing market data. For contracts that are not
traded regularly or that are transacted over the counter and directly between prin-
cipals, the fair value needs to be calculated. FAS133 refers to statement 107, Dis-
closures About Fair Value of Financial Instruments for guidance on determining the
fair value of derivatives. SAP ERP uses the concept of discounted cash flow (DCF)
to estimate the value of an open position. The use of DCF techniques for valuation
is one of the approaches recommended in statement 107.

SAP ERP uses DCF techniques to value open contracts for monthly mark to market cal-
culation purposes. The basic concept of DCF is that a dollar in hand today does not have
the same value as a dollar a year from now, because the dollar now can be invested to
earn a rate of interest or the time value of money that will make it worth more a year
from now. Conversely, the value of the dollar a year from now needs to be discounted
by the interest rate to arrive at the current value today. SAP ERP values open positions
by discounting future cash flows relating to that contract by a discount rate that is es-
tablished using a specific yield curve that reflects the organization's cost of capital or
discount rate. The data and calculations are provided by the market risk analyzer and are
integrated with the transaction manager.
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8.2.4 Valuation of an Open Contract

This section uses the example of the forward contract discussed in Chapter 7 to
calculate the market value and to create the resulting accounting mark up or mark
down postings.

Transaction TPM60 executes the valuation calculation, as shown in Figure 8.31.

Save NPVs from the Market Risk Analyzer

General Selections

Company Code [ |ﬁ’ to
Product Type |_| to
to

Fosition Currency

Partfolio (Position) | o [ ]

OTC Transactions
Transaction 4000000005383 to [ ]
Transzaction Type |_| to E
Facility ] w | | [®
Mastar Agreerment |—| m_|:| E
Assignmert |—| to |—|E
Internal Reference |—| to |—| =
Characteristics |—| to |—| =
Finance Project ] w [ ] |=
ContractTransaction Curre |—| to E
Ewaluation Pararmeters

Currency |_|

Ewaluation Type RMET

key Diate 16.11.200R3

[¥] Clean price calculation
[w] Intrinsic value calcul.
[I=eparate NP (IniQuty [ Total WP = Total of InfOut

Figure 8.31 Transaction TPM60 Calculates NPV
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The resulting screen, shown in Figure 8.32, shows the NET PRESENT VALUE (NPV)
calculation for the contract based on discounting the forward cash flows back to
the key valuation date using the discount rate derived from the respective yield
curves for U.S. dollars and Swiss Franks (CHF).

Save NPVs from the Market Risk Analyzer
‘Q Detail Log Hﬁgﬁ Calculation Bases ||g Error lng

Test Run: List of NPVs for the Key Date 16.11.2008

1 Fin. Object(s)

0 Error

0Warningis)

1 NPW(s) to be Saved

Contract Ty |CuCc‘Tran5action ContractNumberiPmcefNF'Vrype narme Fartner |NF'V | Met presentvalue CleanPrice DCurr| Intrinsic Value in DC
Foreign Exch 3000 4000000005888 CITIBANK CHF 87.90897- 87908 97- 0,00

Figure 8.32 NPV Calculation for Forward Contract

The DETAIL LOG and CALCULATION BASES buttons shown in Figure 8.32 provide
further detail on the parameters used and the basis for the calculations, as shown
in Figure 8.33. The screen shows the discount factor (DiscFAc) used and the NPV
of those cash flows.

MPY Calculation: Positiwe CFs USD
¥1d Curve: 1002 USD 16.11.2008

Date Amount FarCoupaon ZeroCoupan DiscFac MPY  Crcocy
B3.04.2009 5.GOO.0AO, 00 0, 0000080 0,0800000  ©,981585181 5.4896.877,02 sD

MPY Calculation: Negatiwe CFs CHF
¥1d Curye: 1002 CHF 16.11. 2008

Date Amount ParCoupon ZeroCoupon DiscFac WPY  Crocy
B3.04.2009 T7.000.000, 00- 0, 0E00EEeE 0, 0P000E0 B, 9953F2123  6.967.604 ,86-  CHF
Date Crcyl Croy2 Bid Ask
16.11.08 USD  CHF 1,251586 1,25156

Figure 8.33 NPV Calculation Detail Log: Upper Screen Area

Figure 8.34 shows the netting of the two flows in currency CHF, resulting in the
NPV value shown in the Transaction TPM60 valuation screen.
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[ate
16.11 .08

Croyl Croye
Ush CHF

Yalue
5. 496 8FF, 02

Date
16.11.05

Groyl Crows
50 CHF

WYalue
5,496 877,02

Yalue

G.967 . EB04 BE-

Walue
87.8908,97-

Bid
1,20156
Croy
sD i
Bid
1,25156
Croy
IsD 1
Croy
CHF 1

Total WPY in Ewaluation Currency

Croy
CHF i

bk
1,25156

Rate

25156
hsk,
1,25156

Rate
25156

Rate

HEOEM

Rate
2] efalale]

Yalue: Displ. Croy
G.879. 695 89

Yalue: Displ. Croy
G.879.695 89

Yalue: Displ.Croy

G 967 GH4, 86-
Walue: Displ.Crow
ar.9n8 97-

Figure 8.34 NPV Calculation Detail Log: Lower Screen Area

The Calculation Bases screen shown in Figure 8.35 provides details on the yield
curves used for both currencies and discount rates used.

=[] Mkt Data
= [ Cutrent
= &9 ld

[E] Exchange Rate

R E R R EE R FEE EE E T ]
Retintrate [Int.r.ote | Mo, o days| Parrate|  Zero coupon | ZBOF|
CHFLIBO1 D 17.11.2008 1 0,7133300 0,7133300 0999980186
CHFMM_01M 1612 2008 30 0,8800000 0,9800000 | 0999184000
CHFMWM_02M 16.01.2008 61 1,0700000 1,0700000 | 0998180226
CHFMM_03M16.02 2009 92 1,1200000 1,1200000 | 0,997145947
CHFMW_0EM 16.05.2008 181 1,3000000 1,3000000 | 0993506332
CHFMM_09M 16.08.2009 273 1,5000000 1,5000000  0,988752935
CHFSWPO1Y 1611 2008 365 0,7100000 0,7100000 | 0992852838
CHFSWPO2Y 16.11.2010 Ta0 1,9478452 1,9600594 | 09671403438
CHFSWPO3Y 16.11.2011 1.085 2,1205479 2,1330123 | 0937820354
CHFSWPO4Y 16.11.20132 1.461 22324435 22460692 | 0913789249
CHFEWPOSY 16.11.2013 1.828 2,3165389 23318712  0,889656614
1611.2014 21 2 3BATA5E 23880372 | 0 BER3IE2348
16.11.2018 2.558 24208734 24392422 | 08427307498
16.11.2016 2922 2,4733321 24945052 08158741745
16.11.2017 3287 262654849 2558050749 | 0794569092
CHFSWP10Y 16.11.2018 3.652 2,56777656 26073846 | 0,7701922H1

Figure 8.35 Yield Curve Details Used in Valuation
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The EXCHANGE RATE used in the calculation is available in the same screen, as
shown in Figure 8.36.

© Qoo SR G B R ER EE = EE R E )
[ Current Date [Frm 1o | Bidrate|  Selling rate|

= &3 ¥Id Curves
1002-CHF-16.11.2008
] -_15.11.2008

D1.D1.QDD@USD CHF 1,25156 1 el
01.01.2000 (CHF  USD 749,90000 74,90000

Figure 8.36 Exchange Rate Details Used in Valuation

The mark up or mark down valuation is posted using Transaction TPM1. The
resulting screen shows the transaction you can execute for valuation (EXECUTE
VALUATION button), as shown in Figure 8.37.

Display Positions to be Valued

| Execute valudipn |

Valuation Cat. Mid-Year Valuation Without Reset

HKey Date 16.11.2008

cocd [vA  [vaname |PTyn [valCI[ID number|Shritime| Sec. Acct SAc G Portfolio] Contract Fut. Accf Transaction | status]
3UUUE 003 LUS-GAAR  BOC 100 4000000005888

3000 0o Qperational G0C 100 4000000005888

Figure 8.37 Executing Valuation Using Transaction TPM1

The discussed calculations for valuation and other related functionality are made
possible through market data feeds and analyzer tools that integrate with trans-
action management. We will now review these key areas and how they facilitate
transaction management.

8.3 Market Data Management

Up-to-date, real-time market data can be made available on a daily or periodic
basis using the SAP NetWeaver XI interface or other file communication software
to link the SAP ERP system to market data providers such as Reuters, Bloomberg
or Dow Jones. Many options are available for bringing in market data, as shown
in the application menu options for this functionality shown in Figure 8.38.
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The three key options for uploading transactional data required for transaction
management are as follows:

» Manual upload through Microsoft Excel

> Datafeed, which can be set up as ad hoc or real-time

> File interface

To fully leverage the integration between market data providers and the SAP ERP
system, it is recommended to set up an automated feed through FILE INTERFACES,

which will send and receive market data using push/pull file communication com-
mands with middleware such as SAP NetWeaver XI.

=~ 3 Treasury and Risk Management
[* [J Business Partners
= 133 Basic Functions
[* [J Master Data
=~ & Market Data Management
[ ] Manual Market Data Entry
@ THEX - Market Diata Transfer from Spreadshest
= i File Interfaces
= {3 Rates and Prices
2 TBOM - Impart
) TBOM - Generate Request List
@ TMD - Impart Statistical Data
T2 TWOT - DTB Derivatives
= 7 Datafeed
f2) TBOD3 - Display Market Data
= 5 Market Data Supply
) TBD4 - Request Current Market Data
@ TBDJ - Request Histarical Time Series
@ TBDA - Start Continuous Market Data Supply
@ TEDA - File Upload in Datafeed Motation
I ] Monitars
I (] Usage Log
[> (7 Current Datafeed Settings

Figure 8.38 Market Data Feed Options

In the next section, will review practical applications of this two-way communica-
tion interface.

8.34 Transaction Data Feed

Two major areas exist where automatic data feed provides dynamic, real-time
data for decision making and accounting purposes. The first is a transactional data
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feed which will typically be comprised of FX rates, swap rates, interest rates, and
related volatilities. These are required for executing foreign exchange transactions
and building the yield curves that are used for valuation purposes. Typically, the
market data feed is requested daily from the market data provider through an auto-
mated request form that is sent through the SAP NetWeaver XI interface, and —
based on the parameters entered there — the market data provider will return the
requested data. This data is received and brought into SAP ERP by SAP NetWeaver
XI, by triggering a function call and populating the various tables in SAP ERP that
hold this information. Requests should be automatically scheduled, but authorized
treasury users should also have the ability to make one-time or ad hoc requests, for
example, if an investment is made after the scheduled job time and master data is
required to set up the new transaction. The architecture described here is shown
in Figure 8.39.

SAP ERP R MARKET DATA
SEND CUSIP | PROVIDER
NUMBER EG!
ASSET XI INTERFACE BLOOMBERG
CLASS OR REUTERS
MASTER |4 — N
DATA ISSUER NAME
TYPE
PARENT INFORMATION
COUNTRY
MATURITY
CALL DATE
COUPON INFORMATION
RATINGS
IDENTIFIERS: CUSIP, ISIN

Figure 8.39 Transactional Market Data Interface

8.3.2 Master Data Feed

With the second application, a request can be made for securities master data,
based on a CUSIP number sent to the market data provider. The information
received will be mapped to fields in the class data. After the class data is set up,
the day's transactional activity can be entered in the system either manually or
through an automated feed. The SWIFT MT500 series has standard formats for
the receipt of securities-related information. As an alternative, the mapping can
take place between the market data provider's file format and table fields in SAP
ERP.
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The following is an example of typical information that can be received to set up
securities-related master data:

> Issuer information:
> Issuer name
> Type
> Parent information
> Security information
> Country
> Maturity
» Weighted average life (for ABS)
> Call date
> Coupon information
> Coupon
> Fixed or floating
> Frequency

» Day count

v

If floating, coupon frequency (quarterly, semi-annually, etc)
> If floating, spread to libor
> Identifiers
» CUSIP
> ISIN
> Ratings
» Moody's (short-term and long-term)
» S&P (short-term and long-term)

» Combined

The architecture for receiving securities-related master data is shown in Figure
8.40.

The next section reviews how the analyzer tools are used in SAP ERP.
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P ERP
SEEER YIELD Fx
Q MARKET DATA
PROVIDER E.G.
[ XI INTERFACE [¢] | BLOOMBERG OR
TRANSACTION REUTERS
MANAGER [~ FX RATES
INTEREST RATES
) VOLATILITIES
VOLATILITIES SECURITY PRICES
INDEXES

Figure 8.40 Securities Master Data Interface

8.4 The Analyzers

The analyzers are components that support transaction management processing,
and that provide analytics, statistical, and measurement tools specific to treasury
risk management.

Three analyzers are provided by SAP ERP as part of the FSCM suite of
applications:

> Market Risk Analyzer
> Credit Risk Analyzer

» Portfolio Analyzer

The menu path and options for the analyzers are shown in Figure 8.41.

= &Y Treasury and Risk Management

> (7 Business Partners

[ (7 Basic Functions

b (3 Transaction Manager

= 23 market Risk Analzer

[ (3 Master Data

[> 7 Infarmation Gystem
[ (7 Simulation
[> (7 Evaluation Contral
B 3 Toals
=Y Credit Risk Analyzer
[ (7 Infarmation System
[> (] Master Data
B (3 Tools
[> (] Emwironment
4 Partfolio Analyzer
[ (] Master Data
[ (7 Infarmation System
[> (7 Evaluation Control
B (3 Tools

Figure 8.41 Analyzer Menu Path and Options
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8.41 Analyzer Functionality

Key functionality available in these components for analytics of financial risk man-
agement are as follows:

> NPV calculations for valuation

> Value at risk

> What-if analysis

> Simulation

> Limit management

> Market data shifts and scenarios

> Portfolio benchmarking

> Portfolio returns and yield book calculations

> Currency exposure risk analysis

We will look specifically at how the Market Risk Analyzer provides the mark to
market valuation calculations functionality described in Section 8.2.4, Valuation of
an Open Contract, as well as how the Credit Risk Analyzer provides critical limit

management controls for transaction processing in financial risk management,
investment, and borrowing activities.

8.4.2 Valuation and Mark to Market

As discussed in Section 8.2.4, Valuation of an Open Contract, valuation for mark
to market is calculated using yield curve, interest rate, volatility, and exchange rate
information. The link to transaction management is made through an evaluation
type that is in turn linked to all of the parameters required to build a yield curve
for use in discounted cash flow calculations.

The settings are made through basic analyzer settings in configuration. The menu
path is IMG *FINANCIAL SUPPLY CHAIN MANAGEMENT * TREASURY AND RISK MANAGE-
MENT * BASIC ANALYZER SETTINGS * VALUATION * MAINTAIN AUTHORIZATIONS/PRO-
FILES/USERS, as shown in Figure 8.42.
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= Treasury and Risk Management
[ Basic Functions
[ @1 Transaction Manager
= Basic Anahzer Settings
[ @1 Repoding Characteristics
[ @1 Automatic Integration of Financial Gbjects in Transaction Master Data
By & Define Portfolio Hierarchy
< B Waluation
By (& Define Waluation Rule
@1 @ Other Transactions: Assign Yaluation Rule via Product Type
By (& BCA Accounts: Assign Valuation Rule

3 Cash Flow Indicator
= B Maintain AuthorizationsiProfilesiUsers
& & Maintain Authorizations with Prafile Generatar
By (& Maintain Authorization Groups

Figure 8.42 Define and Set Up Evaluation Types

The evaluation type is linked to yield curves and volatilities, as shown in Figure
8.43. Additional tabs are available that provide links to DATAFEED, Portfolio Ana-
lyzer, and additional securities-related settings.

Define and Set U|) Evaluation Type
| [ Evaluation Type || [ waluation-Rule-Speciic ‘
= (3 Evaluation Type Evaluation Type RMI9
:; g E\ET Shart Mame BidiAsk differentiation
b O INS1, Long Mame Bidisk differentiation
> 3 MOMy, Mominal Values
[> 3 RMO1, Standard anly Mide Evaluation Control  External Function Control  Datafee |I|
> (] RMO2, Standard only Mide
7 & i i iat| | Mield Curve Types Yield Cune Yolatility Type Interest Volatility Types
Bid 1001 Bid 2ol Bid o011
Ask 1003 Ask [2]ck) Ask o013
Middle 1002 Middle Be2 WValType Middle o1z
Forex Wolatility Types Security Volatility Types Index Waolatility Types
WolType Bid Far 021 Bid 031 Bidl 041
WolType Ask For 023 Ask 033 Ask 043
YolType Mid Rat 022 YolType hiddle B3z fliddle o042
Exchange Rate Types Correlation Types
Bid ] Bid
Azk M Pk
Middle rate B Middle
Authorization Group

Figure 8.43 Evaluation Type Settings

350



The path for maintaining master data relating to evaluation type
ure 8.44.
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is shown in Fig-

= Treasury and Risk Management
F Basic Functions
[ SAP Business Partner for Financial Services
= @1 Market Data Management
= Master Data
[ Currencies
I By Securities
By (B Check Reference Interest Rates
= @1 Settings for Ref. Interest Rates and Yield Curves far Analyzers
B & Define Reference Interest Rate
E& & Maintain Variance Threshold for Time-Dependent Reference Interest Rates
By @ Define Yield Curve Type
% Q} Maintain Currency Replacement for Yield Curve Types
b By Indexes
[ Statistical Data
DREh Ahstract Risk Factor
E:" Commaodities

Figure 8.44 IMG Menu Path for Evaluation Type Setup

The YIELD CURVE TYPE is defined for required currencies (CURR.), as shown in Fig-

ure 8.45.

Maintain Yield Curve Type: Currencies

10061 Bid, Par Rate (Rh01)

Froperies of Market Data

i}

Yield Category Par rate
Quotation Type Bid

i

Intraday

Calculation Method

Read Frocedure Read hack Z
Interpolation Procedure Cubic spline interpaolation Z
Interpolation Basis Par rate =
Curr, ﬁ‘ Settings for Special Components
BUD [=]
:CHF [ Settings for CFM and Banking Compaonents
| |EUR Use Continuous Compounding Procedure
_GBP Extrapolation Beyond End of Yield Curve
_JPY As foryield categary [

NZD
“usn

Figure 8.45 Define Yield Curve Type for Multiple Currencies
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Selecting a specific currency enables the creation of the reference interest rates that
comprise the yield curve structure, as shown in Figure 8.46.

Maintain Yield Curve Type: Reference Interest Rates

|:| |:| |:| |:| |:| |:| |:| | Mew ref.interest rate |

“vield Curve Type! 1081 Elid, Par Rate (RMO1)

Specify Yield Curve

Currency =D
Int.Zale.Method Acti360 =
Calendar Factory calendar US standard =)

YiC Structure

RefintRate  [Marme Tertr ITirne unit [Intcale.met |Markupidow

USDmMM_0M10DB  Depot 01 D Bid 1 Day FACT/360 E 0, 0000000
_USDMM_D'IMEI Ciepot 01 M Bid 1 Month & Act/360 E0, 0000000
_UEDMM_DQME Depot 02 M Bid g Honth & Act /360 =@, GREEEEE
_UEDMM_D3ME Depot 02 M Bid 3 Month 2 Act/360 F 0, 000000
_USDMM_D4ME| Depot 04 M Bid 4 Month & Act/360 F @, 0000000
_USDMM_DﬁME Depat 05 M Bid il Month & Act/360 FE 0, 0000000
_UEDMM_DEME Depot 06 i Bid i} Honth & Act /360 =@, GREEEEE
_UEDMM_DQME Depot 09 M Bid 9 Month 2 Act/360 3@, 00000
_USDSWPD']YEI Swap 01 % Bid 1 fear  EACTL/360 E O, 0000OQO
_USDSWPDEYH Sweap 02 Y Bid 2 ‘fear [ 360/360 O, 0000OOO
_UBDBWPD3YE Swrap 03% Bid 3 Year = 360/360 E 0, OEEEEEE
_UEDEWPD-ﬂYE Swwap 04 % Bid 4 ‘fear [ 360/360 F @, 0000000
_USDSWPDSYE Swap 05% Bid a ‘fear [ 3607360 O, 0000000
_USDSWP1 0%B  Swap 10% Bid 10 Year 1 360/360 F0, 0000000
_USDSWPQDYE Swrap 20% Bid 20 Year ) 360/360 E0, 0000000
_USDSWPBDYE Surap 30 Y Bid an Year [ 360/360 E0, 0000000

Figure 8.46 Reference Interest Rates for Yield Curve Type

These REFERENCE INTEREST RATES are in turn created with specific attributes and
settings as required, as shown in Figure 8.47.
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Refint.rate USDMH_B1DE
Yield Category Far rate ]
[Tintraday

MHame of Reference Interest rate

3

Description Depot 01 D Bid
Long text |USD Deposit1 Day Bid (RA)

Fropeties of Reference Interest Rate

CUrrency sp

Int.calc.method Acti3B0
Guotation type Bid &
Term 1

Unit of Time Day =
Forward ¥C Type 1ea1

Additional Information for Reference Interest Rate

Date from [1.@1.18e0

Finan. center | |

Calendar |Fa|:t|:|nr calendar LIS standard E||
Fixing period IQ_‘

Work. Day Rule Mo shift z|

Figure 8.47 Create Reference Interest Rates

The Analyzers

Volatilities are set up in the same way, using a VOLATILITY TYPE and related settings.

Examples of volatility types used are shown in Figure 8.48.
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Change View "Volatility Type View": Overview
Y, Type |V. desc. |V.rate cat |SJ’A ¥ola |Stat.t3rpe
Qe Yield Curve volatility bid 3

_DBE Yield Curve volatility middle 2

- on3 Yield Curve volatility ask 1

T Interast valatility bid 1

_E|12 Interest volatility middle 2

Tk Interest valatility ask 3

CED Currency volatility hid 1

" |azz Currency volatility middle 2 100

| lo23 Currency valatility ask 3

_931 Security volatility bid 1

_EI32 Security volatility middle 2

EE Security volatility ask 3

Y Index wolatility bid 3

| |naz Index volatility middle 2

" |naz Indes wolatility ask 1

LT wolatility RiskMetrics 108

_299 volatility Basle directive 200

Figure 8.48 Volatility Types Used

When automatic valuation is not used, you can manually ENTER NET PRESENT VAL-
UEs in the valuation table, for example, if the bank or business partner provides
valuation data at month end. The application menu path is shown in Figure 8.49.

= 9 Erwiranment
= 3 Market Data
= =Y Manual Market Data Entry
I FW T - Enter Security Prices
2 P28 - Enter Index Walues
@ S5_KFmM_BE000134 - Enter Price Index Walues
Gi" S_ALR_870045454 - Enter Reference Interest Rates
lﬁ-}" S_BCE_B2000174 - Enter Exchange Rates

Figure 8.49 Manual Entry of NPV

The table entry in Figure 8.50 shows both the calculated rate shown earlier in Fig-
ure 8.32 in Section 8.3.5 and entries that may have been entered manually.
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Change View "NPVs of OTC transactions”: Overview
7| Mew Entres | @14

MPYW's of OTC transactions

Cont Type ICo |Transacti0n IContr |F'riceINF' Effective fro |Net presentvalue |Curr |Clean price in displa
Foreign Exchange = 3000 4000000000000 a1 20.083. 2005 uso

_FDr‘e'ign Exchanoe ¥ 3000 4000000000801 ot 16.81. 2005 uso

_Fure'ign Exchange = 3000 4000000000001 a6t 31.81.20058 236820, 22 Ush 236.920,22

_FU 3000 4008860005555 Lelch] 16.11.2008 87908 97 CHF &7 . 908,87-
Derivatives = 3008 GEOOOOABEEEA0 a6t o1 .a1. 2005 B

| perivatives = 3000 GEOOOOREEEEAR a1 20.03.2005 1.0982 121, 26- Usp 1068801, 82-

Figure 8.50 NPV Table Entries

The link between EVALUATION TyPE and the valuation Transaction TPM60 is shown
in Figure 8.51, where all of the previous settings taken together with the market
data feed will result in the valuation for mark to market purposes.

Evaluation Farameters

Currency
Evaluation Type RM99
key Date 21.11.2008

Clean price calculation
Intrinsic walue calcul.
[ ] Separate MNPY (InfOuf) [] Total MPY = Tatal of IniCut

Figure 8.51 Transaction TPM60 Valuation Link to Evaluation Type

In the next section, we will review another key function provided by the analyz-
ers, relating to limit management.

8.4.3 Limit Management

Limit management in the context of transaction management is a critical auto-
mated control that provides checks and balances with respect to individual trans-
actions. It also provides overall limits with respect to totals, amounts, percentages
by portfolio, amounts allowable by business partner or type of security, and other
criteria as set out by the board of directors of the organization, or the investment
subcommittee of the board. These guidelines can vary from organization to orga-
nization, and can range from fairly simple to highly complex rules that need to
factor in sub limits within classes of limits. For example, an organization may have
an overall percentage limit for investment in a particular security issued by a com-
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pany, but may also require a sub limit for investment in any company that has a
parent/child relationship with the company at the top of the hierarchy. When the
limit structure becomes very complex, it may be advisable from a practical stand-
point to leverage the limit management functionality in SAP ERP with user-defined
custom ABAP calculation and reporting programs to ensure compliance with the
investment guidelines.

Different forms of dynamic limit management are available in FSCM transaction
processing. Limit checks can be real-time and proactive, or they can be set up for
end of day reporting and notification. Integrated default limit checks for online
processing is activated at the company code level.

Workflow in Limit Management

Limit management can make effective use of workflow to ensure that transactions
that fail limit checks can be routed to a higher authority, either for approval, or as
an alert monitor. The settings to activate these are made in the following MG path:
FINANCIAL SUPPLY CHAIN MANAGEMENT ¢ TREASURY AND RISK MANAGEMENT * CREDIT
RISK ANALYZER * BASIC SETTINGS * GLOBAL SETTINGS.

The resulting input screen and settings are shown in Figure 8.52.

Change View "Global Settings”: Details

Default Risk Active

Evaluation Type RO
Deriv. Active

[v]Sec.Acct Pos.

[Vl link is active

[]wWorkflow is active

Figure 8.52 Activating Online Limit Checking Settings

Additionally, it is necessary to assign workflow recipients using the following IMG
menu path: FINANCIAL SUPPLY CHAIN MANAGEMENT * TREASURY AND RISK MANAGE-
MENT ¢ CREDIT RISK ANALYZER ¢ BASIC SETTINGS * ASSIGNMENTS * ASSIGNMENT OF
SENDERS TO RECIPIENTS * ASSIGN SENDERS OF WORKFLOWS TO RECIPIENTS.
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Workflow will be started only when online limit checking is activated. It can't be

used with end of day processing.

Limit Per Transaction

Limit checks can be applied at the individual transaction level, using a combination
of PRoDUCT TYPE and transaction type (TRANSACTN TYPE). An example of a transac-

tion that has failed a limit check is shown in Figure 8.53.

Create Fixed-Term Deposit: Structure

| Conditions || [ Effective interest rate | [

Company Code 1000 IDES AG Transactn WINTERNY
Product Type 518 Fixed-term deposit; External  Activity 1 Contract
Transacth Type 2008| Borrowing

| AEETEN Administration | Otherflows  Paymentdetalls  Cashfow  Memos [ D'
Business Partner | BKJPMORGUS|.IP. Margan Chase i f NEVW YORK
Borrowing Term
Flaw type 1105, Borrowing d Increase =] | stant 02.11.2008 (=]
Amount 15.000.000,00(UsD |+ 95 | End 02 02 . 2609

[S Checkrun: Trans.: Display messages
Interes| | Typ |Message text LTxt
Perce
Intean | O [Messages relating to transaction
: A |Internal Timit(s) exceeded )]
Frequg | A |Limit for each product type/transaction type was exceeded
St | & |Unable to find the recipient of the workflow @
Cantra
@l ][« ][> [ ][¥l&][=] /] ol EH][E]@ o[ o][s 3][o 1]

Close o
Contact Persan External Refer.

Figure 8.53 Limit Check Activated Message in Transaction Management

This form of limit control is set up using Transaction KLMAXLIMIT, as shown in

the application path menu in Figure 8.54.
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=~ 4 Treasury and Risk Management
[* [J Business Partners
[ [J Basic Functions
[ [] Transaction Manager
[ ] Market Risk Analyzer
= 3 Credit Risk Analyzer
== &3 Information System
[* [J Reporting
2 TLMO - Drilldown Reporting
[ [ SAF Gueries
= =] Master Data
= & Limits
2 THLT - Maintain
2 TBLC - LockiUnlock
@ TLLA - Collective Processing of Lirmit Transfers

= = Release
) THLR - Limits
2 THIR - Interim Limits
EEJ TBLWZ - Change Review Recipient
[* [ Reserations
2 RCADD - Risk object
@ RMOO - Position Management for Risk Ohject
[* (] Toals
[ [J Erwiranment

Figure 8.54 Menu Path for Transaction Limits and Release

Limits are set up in the resulting screen by company code (Co...), product type
(PTyp), and transaction type (TTyp), as shown in Figure 8.55.

New Entries: Overview of Added Entries

Limit per Product TypeiTransaction Type

Co |F'T\,rp|'l'l'\,rp|Lir.nitperF'deuctTybeITran |Currency |
1080 608 101 |1.000.000, 00 Ush

Figure 8.55 Limit Management by Product Type and Transaction Type
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Release of limits is available through the same menu path shown in Figure 8.54.
The resulting release input screen is shown in Figure 8.56.

Mass Release of Limits
€53

General Selections

Selection of Limits
[v| Lirits not Released
[w]| Limits Flagged for Release
[ Released Limits
LastReleased By

Figure 8.56 /Mass Release of Limits with Releaser Information

Reporting on Limit Breach

Transaction KLLE provides a report of exceeded limits per transaction. The input
screen for this report is shown in Figure 8.57.

Exceeded Limits by Product Type/Transaction Type

&

Access Options
Limit type | to
Froduct Type o
Transaction Type o
Current Date 10
Uszer 1o

Figure 8.57 Transaction KLLE for Exceeded Limits by Transaction

The resulting report is shown in Figure 8.58.
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, Exceeded Limits by Product Type/Transaction Type

(53] Y ) 1 A =) R 3 g
ofum [P Jrr [ lmret Juser  [amomionout fomafem [clume  Juomfose frlamiouanie amr
NHE |53 Denr 100 [Invastmen 504437 5000000 [UD 000|100/ USD 062005 15000000
TG TEI |52 Depr 100 |Invastmer CA049437 5000000 |U80 | 0,00 | [10000 US0 7062005 1%60000,00
TG TED (536 Depr100 |Investmer C5049437 5000000 |80 0,00 | (10000 US0 23062005 1360.000,00
6 WH1 (53 Gorni 100 [Purchase JENEEN.C 4000000000, JEUF 0,00 | | F000000REEUR 0 07 2005 1" J4 il
6 FE1 S Gorni 100 Purchase JENEEHD 40.000.000,00 EUR: 0,09 ¢ 3000000000 EUR 050520087 2476518477 |
T5 TR |53 Corni 100 [Purchase JENEEN T Me0taidiaalcr .00 | | SImenmeamanaem=0517.0105 | TEonsdm
5 MHE |S14 [FLSTT 100 |Investinen C5049437 |5.000.000,00% [EUR: 0,00 | [s00000008% EUR 1307.2005 174.100,804,09
T5TE1 |51A [FieTm 100 |Investmen C5049437 |5.000.000,00 | [EUR 0,00 | (5000000000 EUR 13072005 135 34%.364,09 &
T5TH2 |514 [FieTm| 100 |Invastmen 5049437 |5.000.000,00 § [EUR 0,00 | [5.000000,000 EUR 13072005 147198.364,09 =l
r \l s
Amount Allowable Attributable
Limit amount based on
different
utilization
limits

Figure 8.58 Transaction KLLE Report of Exceeded Limits by Transaction

Portfolio-Based Limit Management

The Credit Risk Analyzer has functionality to create limits based on different char-
acteristics that can be linked to portfolios, to monitor compliance with board-
related directives for allowable investment criteria. Some of the characteristics and
available combinations are shown in Figure 8.59.

Limits: Choose Limit Types

[=]

]

[ ]
[ ]
[ |

[ ]

||E | \ &£ .with Selection [J(= Restrict Limit Char.
om |Name Display filter
051 w05 CoCod /B8P (Metting)
| 121 DP1z coCodiBP (SimtRisk _ ACTEECIE erived Char. | Free Ghar.
_1 91 DP19: CoCodtBF (Mominal) Met
| 200 DP20: CoCod (Nominal Company Code
| |201 DP20: CaCad/BP (Nominal) Gra Business Partner
| |202 DP20: CaCad/LPG (Naminaly Limit Product Group
| |203 DP20: CoCod/ INT-EXT(Nominal) Portfolio
| 204 DP20: CoCod i Trader (Mominal) Trader
| 1205 DP20: CoCodMrdLPG (Mominal) Currency as Limit Char
| |206 DP20: Cacad/BP (o) Relincl Monitoring unit
| |27 Dv20: CoCodeiBPILRG (Nominal)

Figure 8.59 Characteristics and Limit Types Available for Limit Management

360



Integration with Cash Management | 8.5

If parent/child relationships exist between securities in which investments have
been made, these can be created through BP master data setup. As shown in Figure
8.60, a subsidiary relationship has been created between two BPs. These relation-
ships can be leveraged to create multi-level limit management capability within
the SAP ERP system.

Organization: CITIBANK, maintain relationships

] |D Ferson || [0 Organization HD Group | I ] D ] |:||:|| General Data || Campany Code | I | Relationships | ]
Business Partner CITIBANK [y Citibank, M.A F New York NY 10008
m |5 subsidiary of (1)

Relationship Cat. |IS subsidiary of 1) a| Forrnat Hierarchy [

Relatianshin to BP [CITI | From | | 1o | [ create |

Business Partner IDetai\s

= ) CITIBANK Citibank, M.A 111 Wall St Mew Yark MY 10005

E‘mC\TI Citibank ! 53 Martin Place ! Sydney NSW 2000

Figure 8.60 Maintaining Relationships for Limit Management

Organizations may want to consider custom programming if the relationships and re-
quirements for limit management become very complex. The existing tables, master
data, and transaction codes available in the analyzers and in the transaction manager
can be linked through custom ABAP code to fully leverage the functionality and create
robust limit management compliance and proactive reporting and audit trails.

8.5 Integration with Cash Management

Securities integration with cash management follows the same steps described in
Chapter 7 for the creation of planning types and linking product types with plan-
ning types.

One additional step is marking update types as relevant for cash management (CM

RELEVANT), as shown in Figure 8.61. This is accomplished through the 1M menu
for cash management integration.
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Figure 8.61 Marking Update Types as Relevant for Cash Management

8.6 Reporting

Several reports are available through the application menus so you can view all of
the functions executed in transaction management within FSCM. They cover the
following:

» Payment information

> Payment due dates

> Posting logs

> Payment alerts

> Accounting information

> Positions

> Financial transactions

> Cash flow

> Posting alerts

Standard reports are accessed through the INFORMATION SYSTEM menu option avail-
able in each of the components within the FSCM suite of applications.
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8.7 Summary

In this chapter, we covered transaction management for investment and debt,
using examples from the money market and securities components, master data,
data feed and integration, and how the analyzer tools are used in key areas of
valuation and limit management. The last two chapters of this book focus on tools
used for SOX compliance and the SOX audit process, as well as special topics such
as upgrades and archiving, which are of relevance to existing treasury users of
SAP ERP.
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