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1. Features  

1.1 Definition of a Forward Contract  

A forward contract is an agreement between the two parties (Bank and User) to buy or to sell the 

underlying asset. In currency market, two parties agree to exchange currencies (buy or sell) for a future 

date at a pre agreed rate.  

1.2 Types of Forward Contract  

(i) Fixed dated forward contract  

Fixed dated forward contract is an agreement to exchange (buy or sell) foreign currency at a pre 

agreed rate for fixed date/maturity. User locks the forward rate to buy / sell the foreign currency at 

an agreed rate for a fixed maturity.  

(ii) Option dated forward contract  

Option dated forward contract is an agreement to exchange (buy or sell) foreign currency at a pre 

agreed rate for an option period (variable tenor up to a max of one month). If the User is not sure 

about the exact date of payment / receipt of foreign currency, he can book a forward contract to buy 

/ sell the foreign currency at an agreed rate for an option period (variable tenor max up to one month). 

The user can take delivery/utilize the contract on any day within the option period at the fixed rate 

originally contracted.  

All features and other terms and conditions of forward contracts will be guided by the extant 

Governing Directions issued by Reserve Bank of India (RBI), which lays down the guidelines to be 

followed for offering Derivative OTC products based on broad principles enumerated therein.  

Product Features 

 Settlement of the FX Forward is completed by delivery of the respective currencies on the 

maturity of the contract. 

 The tenor is more than 2 business days. 

Key Product Benefits 

 FX Forward would enable the Counterparty to shift its exposure from one currency to another 
and hedge the underlying risk against any adverse movement. 

 

1.3 Pricing of Forward Contracts  

Forward Rate = Spot Rate +/- Forward Premium/Forward Discount 

FX spot rate and Forward price for different maturities are available in the interbank market. Forward 

rate (or the outright forward rate) is arrived at by adding the spot rate and the forward premium. 

forward contract price for a currency pair can be either be positive (quoting at a premium) or negative 

(quoting in discount) and is guided by (i) the interest rate differential between the 

economies/countries of the currencies in the pair (ii) Market dynamics of demand and supply. 

Generally, in a currency pair, the currency with lower interest rate gets quoted at a premium in the 

forward market.  
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In case of option dated contract, forward rate is arrived at in a similar manner by adding the spot rate 

and forward swap price. If the forward /swap price at a premium , the forward premium/ price will be 

applied for up to start date of the option dated buy/export forward contracts and up to the last date 

for import/sell forward contracts. 

 If the forward /swap price is at a discount, the forward discount /price will be applied up to the last 

date of the option dated forward buy/export contracts and up to start date of the for import/sell 

forward contracts. 

 

2. Terms and conditions including for termination and utilization  

2.1 Events applicable post booking of a Forward Contract  

A deal once booked can either be  

1. Utilized (prior to or on maturity date for part or full amount of the contract)  

2. Cancelled (prior to or on maturity date for part or full amount of the contract)  

3. Rolled over/extension (prior to or on maturity date)  

 

Delivery / Utilization:  

Under the Forward Contract, the user can take delivery of the contract at the pre-contracted rate. 

Delivery/Utilisation of the forward contract can be done for full or partial amount at or prior to the 

maturity date. In case of option dated contracts, if the Delivery/Utilisation is completed within the 

option window period then it is treated like delivery of a fixed dated contract on maturity and delivery 

is done for full or partial amount at the pre-agreed contracted rate.  

In case the user wishes to take early delivery of a forward contract of their cashflows to meet their 

underlying requirement, the cashflows are exchanged at the contracted rate and market impact, for 

the residual period if any will be settled separately with the user as per the prevailing market rates. 

Further Bank will recover the interest on outflow of funds for the purpose of arranging the swap in 

addition to swap premium. If such a swap leads to inflow of funds, interest will be paid by the Bank to 

the user.  

Cancellation/Termination/Unwind:  

As per the RBI regulations, the user is permitted to cancel a Forward Contract. The difference between 

the original booking rate and the cancellation (current market rate for the residual maturity) would 

be paid/received from the user upfront / rear-ended as per the extant regulations. Cancellation rate 

arrived by adding the spot rate and the forward swap price for the residual maturity.  

In case of option dated contracts, if the cancellation is done within the option window period, then it 

is treated like cancellation of a fixed dated contract on its maturity date.  

Cancellation post maturity date: As per the current RBI & FEDAI guidelines, profit on cancellation 

cannot be passed to user, whereas loss will be debited to the account. 

Rollover of the Contract:  
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In case the user requests for the rollover of the contract, the same is permitted under the RBI 

regulations. The user would need to furnish the booking details along with the extension details. Care 

should be taken to ensure that in case of contract booked under contracted exposure facility, the 

validity of the underlying supports the rollover of the contract.  

Under rollover of forward contract, the original forward contract would be cancelled/terminated at 

current market rate and a rolled over contract will be booked for future date. Cancellation rate is 

arrived at by adding the current spot rate and the forward swap price for the residual maturity. Rolled 

over contract rate (or rebooking rate) is arrived by adding the current spot rate and the forward swap 

price for the extension maturity.  

Rollover of option dated contracts is also permitted. In such cases, the original forward contract would 

be cancelled/terminated at current market rate and a rolled over contract will be booked for future 

date. Cancellation rate of an option dated contract is arrived in manner as enumerated above for 

cancellation of option dated contracts, while the rollover rate of an option dated contract is arrived 

by adding the current spot rate and the forward swap price for the extension maturity. (Please also 

refer to pricing of option dated contracts enumerated earlier in this document).  

3.Illustrative Cashflow 

An illustration of a typical cashflow for Forward contract will have below characteristics, based on 
following trade parameters 

Parameter Description 

Tenor 12 months 

Notional 10,000,000 USD 

Spot Rate 88.10 USDINR 

Trade Date 01June25 

Effective Date 03June25 

Maturity Date 03June26 

Forward Points 125 paise (1/100th of Rupee) 

Forwards Rate 89.35 USDINR 

Buyer of the Forward contract agrees to buy base currency (USD) at maturity at the forwards rate 
89.35 i.e. buyer of Forward will buy 10,000,000 USD and sell 893,500,000 INR to their counterparty 
and vice-versa. 

USDINR FORWARD CASHFLOW 

Value Date USD Amounts INR amounts 

03June30 10,000,000 -893,500,000 
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DISCLAIMER 

This statement shall be deemed to have been shared with the Counterparty before every trade, unless 

otherwise requested for by the Counterparty in writing.  

This statement has been prepared for general information purposes only and is provided to you on a 

confidential basis and it does not constitute either (i) legal, commercial or professional advice or (ii) an 

offer, an invitation or a recommendation to enter into any transaction, and (in each case) should not 

be relied on as such.  

This statement is provided to you on the understanding that (i) you have sufficient knowledge, 

experience, and professional advice to make your own evaluation of the merits and risks of a 

transaction of this type and (ii) you are not relying on us or on any of our affiliates for information, 

advice or recommendations of any sort. You should enter into a transaction only if you fully understand 

the nature of the transaction, any applicable margin requirements and the nature and extent of your 

exposure to risk and to loss as well as the legal, tax, accounting or other material characterizations 

and consequences of the transaction. You should carefully consider whether and be satisfied that the 

transaction is appropriate for you in the light of your objectives, experience, financial position, risk 

management and operational resources and other relevant circumstances. In case of doubt, you should 

consult your own professional advisers.  

The user should have appropriate approvals before entering into any such transaction. The individual 

contract confirmations may further contain the exact specific of the transaction and the governing 

terms and conditions of the contract. 

  Further, the information contained herein may be incomplete or condensed and may be based on 

information or opinions obtained from third party sources which AU SMALL FINANCE BANK believes to 

be reliable as at the date it was provided however, and to the maximum extent permitted by law, AU 

SMALL FINANCE BANK makes no representation or warranty (express or implied) as to its accuracy, 

completeness or correctness of that information or opinion.  


