



FX Attrition 
One of the major challenges, Treasury organizations face is FX (foreign exchange) attrition. For most, it is a challenge to explain to the CFO and other C-level management, the causes of Fx Attrition.

What is FX Attrition: It is an explanation by the Treasury organization of the sources of the realized and unrealized foreign exchange gain/loss, in an organization. It helps justify the use of FX Hedging programs used to mitigate Exchange rate risk and to prove the effectiveness of the Hedging programs (e.g : FAS 133 and IAS 39).

The cause of FX Attrition lies deep in the accounting processes which contribute to the FX – unrealized and realized Gain / Loss. It is a challenge for Treasury to filter this attribution at a G/L account level and at a transaction process level.

The Challenge: Saicad was presented with such a challenge at a leading – Fortune 100 organization. The objective was to develop a FX Attrition report, which would graphically explain the causes of Fx Gain/loss. The report was a live document, covering 73 legal entities globally. The user could query on any given period, monthly, quarterly, or annually and present in a graphical way the sources for FX gain/loss.

The Fx Attrition reporting was needed on a legal entity basis, geography basis (example: North America, EMEA, Asia-Pacific, Globally) and business group. Another task was to provide a ‘year-to-date’ variance. The final challenge was to develop a ‘what-if’ simulation capability 
For all of us, who work in large finance departments of global organizations, with a large number of subsidiaries, know that explaining FX gain/loss is a formidable challenge.

Approach:
Large organizations have a myriad of Finance systems, with data flowing endlessly. It is easy to get lost for weeks on end, in this ocean of data, without coming up with a meaningful analysis. 
Therefore, we planned a modular approach. Our first step was identification of the systems where Foreign exchange transactions were housed. We came up with five such systems: FxAll, REVAL, Sun Gard, Oracle and SAP

Our next step was to establish through discussions with the client the:
· Treasury System of Record: - REVAL

· Accounting system of Record : - SAP

We set about mapping the different accounting processes which create an exchange rate impact. Here we discussed with the client and established that the US-GAAP accounting standard: FASB 52 and the corresponding IFRS accounting standards used to identify Foreign exchange transactions.

We worked with the IT department to develop ‘data extraction ‘programs, from the feeders systems such as Oracle, Sun Gard, Reval , SAP.
The data extraction programs generated a few million records each. Our data consultants worked to analyze and classify these large data dumps, by:
· Legal entities

· Account types

· Posting document types

· Period

At the end of the analysis exercise, our consultants identified some patterns of data, which was explained to the client. The client validated our findings from the analysis phase.
This lead to the finalization of the data presentation formats. The client decided that the FX Attrition reports would be available: 
· On the Web (intranet)

· Data Warehouse report (SAP business warehouse)

· Business Intelligence ( in the form of a embedded dashboard in a Portal)

· The report would be available for download in  the following formats:

· Spreadsheet

· Adobe

· Crystal report formats

· What-if simulations (scenario analysis) would be available :on-line

See attached a Spreadsheet based sample of a FX Attrition report.
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Result:
· At the end of a four –month exercise, spanning different geography’s, and four Treasury resources working on the engagement, we delivered the FX Attrition report. 
· The program explains the causes of exchange rate gain/loss across account groups and across all legal entities.

· The report was embedded as a part of the CFO portal.
· Our work lead to some accounting process changes, with a view to reduce the FX impact of transaction processing. We were asked to drive the ‘follow-on’ process change work!!! 
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								Realized foreign exchange gain/loss		Unrealized foreign exchange gain/loss		Hedge Realized Gains Losses		Hedge Unrealized Gains Losses

		Doc Type		Doc type description		Acct type		Z22000		X23000		Z22001		X23001		Grand Total

		AB		Acctg doc - CLEARING				182,988.22								182,988.22

		DA		Customer Document		AR		18.78								18.78

		DZ		Customer payment		AR		(956.59)								(956.59)

		KZ		Vendor Payment		AP		(508.07)								(508.07)

		NC		All ldgrs except N2		Consol topside entry						0.00		(3,583,315.35)		(3,583,315.35)

		PS		Settlement		IC Settlement		898,768.32								898,768.32

		SA		G/L account document		Hedge entries		(4,560.36)				1,324,248.50				1,319,688.14

		SB				AR		(28,837.90)								(28,837.90)

		TB		Treas. Elec. Bnk Stm		Cash		10,485.76								10,485.76

		TR		Rev. Treas. Posting		Cash		(80.85)								(80.85)

		Z2		GL Doc BU Acct		Accrued AP		2,049.28								2,049.28

		Z2		GL Doc BU Acct				15,279.47		(33,135.44)						(17,855.97)

		Z3		GL Doc Global Acct		Hedge entries		(42,072.72)		3,057.78		(4,781,031.07)		13,071,730.50		8,251,684.49

		ZE		Expense Rept Payment		Expense report payment		1,839.20								1,839.20

		ZG		FCurr. Monthly Revaluation		Prior month reversal		7,430,936.75		(1,792,881.67)						5,638,055.08

		ZT		FCurr. Monthly Translation		Current month posting		(9,811,012.28)		13,389.14						(9,797,623.14)

		ZL		Zschedule upload		IC AR		1,854.99								1,854.99

		ZP		Payment posting		Vendor payment		127,536.58								127,536.58

		ZW		Expense Reports(WM)		Vendor payment		- 0								- 0

		ZZ		AP-AR Inter-company		Cash		1,118,042.86								1,118,042.86

						Grand Total		(872,214.60)		(1,809,570.19)		(3,456,782.57)		9,488,415.15		3,349,847.79






