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1. Meaning

1. CENTRAL BANKS

1. Exchange Rates1. FOREX

1. Foreign 
Exchange

1. Payable & Drawn in Foreign 
Currency – Deposits, credits 
and balances payable & drafts, 
letters of credit and bills of 
exchange drawn
2. Transactions – In Foreign 
Currency

2. Forex 
Markets

1. Features – 1. 24x7, 2. Not brick and 
mortar marketplace, 3. OTC, Highly liquid
2. Facts – 1. Daily turnover of global forex = 
USD 6.60 tn. In 2020, 2. Indian – OTC 
turnover = USD 34 bn. & Exchange traded 
derivatives = USD 12.2 bn (2019-20), 3. 
Exchange rate fluctuation time = every 3 to 
4 seconds, 4. Operation – Mon to Fri

1. Participants of Forex Markets

2. Forex Markets 
effected by

1. TIME ZONE 2. GOVERNMENT POLICIES & CONTROLS

6. INDIVIDUALS5. CORPORATIONS4. FOREX BROKERS

2. COMMERCIAL 
BANKS

3. INVESTMENT 
FUND/BANKS

Manage Forex 
Reserves and 
Currency value

1. Act as 
Authorised Dealers
2. Invest – Hedge 
and Speculate

1. Moving Funds – Between 
countries for clients
2. Invest – Hedge and 
Speculate

Middlemen
1. Moving Funds – 
Between countries for self
2. Invest – Hedge and 
Speculate

1. Invest – 
Hedge, 
Speculate, 
Trade, Travel
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3. Factors determining Exchange Rates

1. E.g. of USD/INR Quote

1. Exchange Rates

1. Fundamental Reasons
1. Effects – Long-term Exchange Rates
2. Factors – 1. Balance of payment (BOP) – 
Surplus BoP = Stronger home currency & Vice 
versa, 2. High Economic growth rate = 
Stronger home currency, 3. Fiscal policy – 
Expansionary = Economic growth, 4. 
Monetary policy – High IR = Home currency 
appreciates in short run while weakens in long 
run, 5. Political issues = Economic stability

5. Fixed vs. Floating 
Rate

4. Criss Rates
3. Direct/Indirect 

Quotes

2. Forward Margins

1 USD = 74.9500/74.9600 1. Forward Rate derived from Spot Rates
2. Forward rate = Spot rate + Premium (or - Discount)
3. Determination of Premium or Discount – 1. Interest 
rate differentials of the two currencies, 2. Demand & 
Supply

1. Direct quotes = Local 
currency is variable, 1 
USD = Rs. 
74.9500/74.9600
2. Indirect Quotes = 
Local currency fixed, 
Rs. 100 = USD 
1.3342/1.3340, Used in 
case of GBP (Great 
Britain Pound/British 
Pound), Euro etc.

1. Exchange Rate USD/INR 
74.9500 / 9600
2. GBP/USD is 1.3670/80
3. GBP/INR rate as Rs. 
102.4567/102.5453

1. Fixed = Pegged to 
currency
2. Floating = Depends on 
Supply & Demand and 
inflation differential

2. Technical Reasons
1. Government controls & Freedom of capital 
movement – Volatile Exchange Rates
2. Huge Foreign Investments – 1. Huge 
surplus -  In oil-exporting countries etc.

3. Speculation 1. Disrupt market – Expect depreciation in 
Rupee against $ and buy at (1$ = Rs. 80) while 
sell at 1$ = Rs. 80.20 + Others expect & buy $
2. Positives - Provide depth and liquidity to 
the market and act as cushion.

4. Exchange Rate Mechanism – Based on types of delivery
1. Ready 
or Cash

2. Tom 3. Spot

Same day 
Delivery

Tomorrow Next 
Mechanism – Next 
day Delivery (T+1)

Delivery 2 days 
from deal – T+2

4. Forward

Delivery on a 
future date

5. Exchange Arithmetic1. Terms included

8. Other terms7. Chain Rule

6. Bid & Offered 
Rates

1. Fixing rate of exchange 
between 2 currencies 
through another currency
2. For Non-US Dollar 
Currencies

1. Percent (=per 100) & 
Permile (= per 1000)
2. Value Date = Date when 
payment of funds or an 
entry to an account 
becomes actually effective
3. Arbitrage = Simultaneous 
Buying & Selling currency in 
2 (simple or direct) or more 
markets (Compound)

1. Exchange Rate 
USD/INR = 74.9500 / 
9600
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2. Dealers in ITO

1. Exchange Rates

1. Meaning

1. Service branch – To meet the needs of customers of other 
branches to buy or sell forex, manage foreign currency assets 
and/or liabilities, fund and manage NOSTRO accounts, trading in 
forex & Treasury Management Operations.
2. Treasury Management – The following is to be put in 
compliance:

1. Forex Dealing Room

1. Internal Control 
Guidelines of RBI

2. FEDAI 
Regulations

3. Internal 
guidelines of Bank

Front Office = 
dealing room

Mid Office = Risk 
management 
department

Back Office = 
settlements, 
accounting 
and 
reconciliation 
department

2. Integrated Treasury 
Operations of Banks

1. Involved in – buying and selling of currencies, or undertaking 
market activities, are the most critical manpower
2. To maintain 2 positions – 1. Funds position reflects the 
inflow and outflow of funds that are ready in nature and also 
forwards etc. thus also gap positions, 2. Currency position - 
currency overbought or oversold positions

3. Need for ITO

1. Interest 
rate de-

regulation

2. Liberalization 
of exchange 

control

3. Devp. 
Of forex 
markets

4. Advancement 
in settlements 

system

5. 
Dealin
g Env.

4. Functions of 
ITO
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1. Exchange Rates

Mid Office = Risk 
management + Compliance of 
guidelines

Back Office = Processing of 
deals, accounts, reconciliation 
etc., Any lax = Dealers efforts to 
generate profits is negated or 
dealers misreport and exploit; 
Supportive + Checking role

5.1 Internal Control 
Guidelines of RBI

5.2 Role of Mid 
and Back office 

5.3 Profit & Loss 
Evaluation 

1. Forex Dealing Room

Approved

Uniform Standard 
Accounting Procedure for 
evaluation of forex profits 
and losses by Authorised 
Dealers issued by FEDAI

Banks to assess 
forex profit & 
loss every 
month + report 
quarterly → 
Some report 
daily



Q. 1

As per Uniform Standard Accounting Procedure for Authorised Dealers as issued by 
Foreign Exchange Dealers Association of India (FEDAI), banks need to undertake 
profit/loss valuation of forex positions every ________________.
(Select the most appropriate answer from the option given below)
a) Day
b) Month
c) Quarter
d) Year

BFM – Module A  – CAIIB 2023

Answer: Option B



HW

Reporting to the Top Management is a function of which among the following of Foreign 
Exchange Dealing Room? (Select the most appropriate answer from the option given 
below)
a) Front Office
b) Mid Office
c) Back Office
d) None of the above
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