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Term Deposits

A Proposal for incorporation into FpML Version 3.0
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Copyright © 1999 -2002.  All rights reserved.

Financial Products Markup Language is subject to the FpML Public License Version 2.0.

A copy of this license is available at http://www.fpml.org/documents/license.

Status of this Document:

This document is a proposal to incorporate term deposits into FpML Version 3.0.  This proposal has been discussed with a number of individuals who either actively participate in FpML working groups or are familiar with the FpML “language.”  It is not an FpML recommendation but rather is in a state where it could be easily incorporated into the FpML standard, if desired by the FpML Standards Committee.

Contributors:
· Rick Schumacher (Wall Street Systems), author, FX Working Group

· Steven Lord (UBS Warburg), IRD Working Group

· Ned Micelli (Reuters), FX & Architecture Working Groups

Additionally, various individuals from TWIST (Treasury Workstation Integration Standards Team) have reviewed the proposal, and their feedback has been incorporated into the proposal.
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1 Introduction


There has been a desire that has been expressed for some time by various individuals and firms to incorporate term deposits into the FpML specification.  Term deposits are a very standard, liquid product and are actively traded on various electronic dealing platforms.  Incorporation of time deposits into the FpML standard will broaden the usage of the standard going forward.

The following assumptions have been incorporated into this proposal:

· Term deposits are compatible with FpML Version 3.0, which is the current working draft.

· Reusability of existing entities and elements is preferred.

· Term deposits are simple, liquid instruments.  There are a number of “structured” deposits that are occasionally transacted in the financial marketplace, including deposits with amortizing structures, rateset schedules, interest recapitalization schedules, deposits that pay interest in one currency but are denominated in another, etc.  These transaction types represent a significant minority of deposits dealt (much less than 1%), and it is not envisioned that these types of transactions would be considered liquid and dealt efficiently over an electronic dealing platform. 

2 Term DEPOSIT product architecture

As with other products supported, the term deposit product is an agreement between two parties to enter into a financial contract.  Similar to a forward rate agreement, a term deposit is contained within a single component.  A term deposit is a simple and commoditized product.  There are certain types of deposits that contain additional rateset or periodic interest payment structures.  These types of instruments would not be accommodated via this structure.

The simple commoditized term deposit that is dealt over exchanges is typically a trade with a tenor of 1-year or less with no interim interest payments.  It is an on-balance sheet instrument that pays interest at maturity based upon a standard interest rate.  Therefore, the term deposit product requires the following elements:

· Identification of parties

· Start date

· Maturity date

· Accrual basis

· Principal amount

· Currency

· FixedRate

The structure of the termDeposit component is shown diagrammatically below:
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3 ENTITY DEFINITIONs

The following entities have been added to the specification. 

FpML_TermDeposit 


Description: 


An entity for defining the term deposit product.


Figure: 
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Contents: 


inherited element(s) (this entity inherits the element(s) defined by exactly one occurrence of the entity FpML_Product) 

· The base entity which all FpML products extend.

buyerPartyReference (exactly one occurrence; an empty element containing an href attribute) 

· A pointer style reference to a party identifier defined elsewhere in the document. The party referenced is the buyer of the instrument, also known as the fixed rate payer.

sellerPartyReference (exactly one occurrence; an empty element containing an href attribute) 

· A pointer style reference to a party identifier defined elsewhere in the document. The party referenced is the seller of the instrument, also known as the floating rate payer.

startDate (exactly one occurrence; of type date) 

· The start date of the calculation period. This date should already be adjusted for any applicable business day convention.

maturityDate (exactly one occurrence; of type date) 

· The end date of the calculation period. This date should already be adjusted for any applicable business day convention.

dayCountFraction (exactly one occurrence; of type string, an enumerated domain value defined by dayCountFractionScheme) 

· The day count fraction.

principal (exactly one occurrence; contains the sub-element(s) defined by exactly one occurrence of the entity FpML_Money) 

· The principal amount of the trade.
fixedRate (exactly one occurrence; of type decimal)

· The calculation period fixed rate. A per annum rate, expressed as a decimal. A fixed rate of %5 would be represented as 0.05%. 


settlementInformation (zero or one occurrence; contains the sub-element(s) defined by exactly one occurrence of the entity FpML_SettlementInformation) 

· The information required to settle a currency payment that results from a trade.

 
Used by: 


termDeposit


DTD Fragment: 


<!ENTITY % FpML_TermDeposit "%FpML_Product; , buyerPartyReference , sellerPartyReference , startDate , maturityDate , dayCountFraction , principal , fixedRate , settlementInformation?">


4 Element Definitions

The following elements have been added to the specification.

	PRIVATE
Element/Description
	Used By

	
termDeposit ; entity type: FpML_termDeposit 

A term deposit product definition.


	
FpML_ProductSelection 


	
startDate ; built-in datatype: date 

The start date of the calculation period. This date should already be adjusted for any applicable business day convention.  This is the date that the principal will be paid.


	
FpML_TermDeposit 



	maturityDate ; built-in datatype: date 

The end date of the calculation period. This date should already be adjusted for any applicable business day convention. This is the date that the principal will be returned, along with any accrued interest.


	FpML_TermDeposit

	
principal ; entity type: FpML_Money 

The principal amount.


	
FpML_TermDeposit 



5 DTD CHANGES

The following changes are required to the FpML Version 3.0 DTD to support term deposits.

5.1 Changes to fpml-dtd-main.dtd

FpML_ProductSelection has been changed to include a new product element entitled “termDeposit.”

<!ENTITY % FpML_ProductSelection "(bulletPayment | capFloor | fra | swap | swaption | fxSingleLeg | fxSwap | fxSimpleOption | fxBarrierOption | fxDigitalOption | fxAverageRateOption | equityOption | termDeposit | strategy)">

5.2 Changes to fpml-dtd-ird.dtd

It was determined that the best place to incorporate the definition of the term deposit product was within the IRD (interest rate derivatives) DTD.  Although a term deposit is not an interest rate derivative, the data elements that comprise a term deposit are similar to an instruments like FRAs and interest rate swaps, and therefore it made the most sense to define the product there.

The following changes have been made to the IRD DTD:

<!ELEMENT termDeposit (%FpML_TermDeposit;)>

<!ATTLIST termDeposit  type NMTOKEN  #FIXED 'TermDeposit'

                  id   ID       #IMPLIED >

<!ELEMENT startDate (#PCDATA)>

<!ATTLIST startDate  type NMTOKEN  #FIXED 'date' >

<!ELEMENT maturityDate (#PCDATA)>

<!ATTLIST maturityDate  type NMTOKEN  #FIXED 'date' >

<!ELEMENT principal (%FpML_Money;)>

<!ATTLIST principal  type NMTOKEN  #FIXED 'Money' >

<!ENTITY % FpML_TermDeposit "%FpML_Product; , buyerPartyReference , sellerPartyReference , startDate , maturityDate , dayCountFraction , principal , fixedRate , settlementInformation?">
5.3 Changes to the FX-FpML and Shared-Components DTD

Move the settlementInformation definition ot the shared components DTD.

6 sAMPLE fpML

This section contains one example FpML term deposit trade.

File: deposit_example_1.xml

On 14 February, 2002 ABN Amro and Midland enter into an overnight deposit agreement.  The terms of the contract are:

· Start Date: 14 February, 2002

· Maturity Date: 15 February, 2002

· Principal Amount: CHF 25,000,000

· ABN Amro 4% fixed rate on an ACT/360 basis.

7 discussion points

The following points have been raised and should be discussed with a wider range of FpML members.

FpML_Deposit has introduced simple element names like startDate, maturityDate, and principal.  Alternatively, existing elements such as adjustedStartDate, adjustedTerminationDate, and notional could have been used.  It was felt that the introduction of new elements would provide the initial reader of the specification with a quicker understanding of the instrument.

It has been determined that deposits with rateset schedules, interim interest payment schedules, compounding schedules, ad hoc deal events, and those that are denominated in one currency but pay in another will not be supported at this time.  None of these instruments are currently being traded electronically on exchanges, and it is not envisioned that these will be highly liquid instruments in the short- and medium-term.  It was expressed that a generic “interestRateLeg” structure should be considered by the IRD Working Group, which could be used to capture these types of instruments (and could also be useful for other interest rate derivative products.  The work done in this area has not been included in this document.

Deposits greater than one year have interim interest payment schedules, and some felt that this type of deposit sould be supported at some point (of all of the types of deposits listed in the paragraph above, this type is the most frequently done).  However, in the short term it was felt that this was unnecessary.

Both the start date and the maturity date are determined upfront (when the trade is executed) and therefore do not contain date adjustments.

Settlement instructions have optionally been included, in a similar fashion to FX.  This should be reviewed in context with any changes that are made to the specification in general in this area.





























































































































































