
Dual Currency Deposit
PURPOSE

To demonstrate how to book a dual currency deposit.

BACKGROUND

A dual currency deposit is product sold by banks to corporate.

The characteristics of the transaction are as follows:

Corporate place a money market transaction in, say, SGD.1.
At maturity of the money market, the bank has the option to settle the2.
maturity proceeds either in SGD or in another currency, say, USD.
If the bank chooses to settle in USD, the rate that applies is an agreed3.
known  rate  that  is  determined  at  the  start  of  the  money  market
transaction.

The right to settle in another currency is in reality a currency option that the
corporate has granted (written) to the bank.  Such a right has value and in a
currency option it would require the payment of an option premium by the bank
to the corporate.

In the case of a dual currency deposit, premium is actually paid.  Instead, the
bank  “compensates”  the  corporate  by  contracting  the  SGD  money  market
transaction at a rate that is typically higher than the prevailing market rate on
trade date.   For this reason, the dual currency deposit is sometime referred to as
an enhance-yield deposit.

WHY IS THIS IMPORTANT?

The CS Lucas system does not directly book a dual currency deposit.

These  instructions  show  how  user  may  books  the  transaction  based  on  its
component parts: money market, currency option and (if the settlement is the
second currency is exercised) a FX transaction.

TRANSACTION DETAILS

https://www.cslucas.com/user-guide/dual-currency-deposit/


Trade Date: 25th Jan 2021

Value Date: 28th Jan 2021

Maturity Date: 17th Feb 2021

Principal: SGD 500K

Interest: 3%

If on 15th Feb, the USD/SGD is above 1.350, business unit to receive the
maturity proceeds in SGD

If on 15th Feb, the USD/SGD is below 1.350, business unit to receive the
maturity proceeds in USD converted using 1.350

a) Book a MM on trade date



b) Book a Currency Option on Trade Date

On 15th Feb.

Condition 1: If on 15th Feb, the USD/SGD is above 1.350.

The option expires unexercised. No further action is required.



Condition 2: If on 15th Feb, the USD/SGD is below 1.350.

The option is exercised:





FREQUENTLY ASKED QUESTIONS

FAQ01:  How to  book a  dual  currency  deposit  if  we  do  not  have  the
currency option module?



– You may book the money market transaction as above.

– On maturity, if the bank decides to settle in USD, then book the FX above
directly in the system.
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