
INTEREST SWAPS

An interest rate swap is a forward contract in which one stream of future interest payments is exchanged for another
based on a specified.

Credit and funding risks still exist for collateralised trades but to a much lesser extent. Most swaps are based
on bonds that have adjustable-rate interest payments that change over time. Some companies are in businesses
with specific financing requirements, and interest rate swaps can help managers meet their goals. And this
little agreement-- and they agreed they would agree to do this for some amount. Those dealers are asked to
provide swap rates for the designated maturities of a given currency within a polling window. Floating to
Fixed A company that does not have access to a fixed-rate loan may borrow at a floating rate and enter into a
swap to achieve a fixed rate. Collateralised interest rate swaps, on the other hand, expose the users to collateral
risks: here, depending upon the terms of the CSA, the type of posted collateral that is permitted might become
more or less expensive due to other extraneous market movements. Counterparty risk adds an additional level
of complication to the equation. For example, if a bank is paying a floating rate on its liabilities but receives a
fixed payment on the loans it paid out, it may face significant risks if the floating rate liabilities increase
significantly. Generally, only the net payment will be made. Uncollateralised interest rate swaps - those
executed bilaterally without a CSA in place - expose the trading counterparties to funding risks and credit
risks. Depending on the notional principal amount involved, being on the wrong side of the swap can be a very
costly proposition. Swaps are marked to market by debt security traders to visualize their inventory at a certain
time. For this reason, the bank may swap its fixed-rate payments with a company's floating-rate payments.
Interest Rate Swaps can be risky and, before entering into an agreement, it is important to have a firm
conviction on both the future direction of interest rates and the creditworthiness of the counterparty to perform
as expected throughout the duration of the swap agreement. Comparative advantages: Companies can
sometimes receive either a fixed- or floating-rate loan at a better rate than most other borrowers. The
company's management feels that it can get a better cash flow from a floating rate. Under the terms of the
agreement, PepsiCo would pay the counterpart a 3. The tenor is the length of the swap. Interest Rate Swaps
are an advanced but important topic, and the purpose of this article is to provide an introduction to their utility
in the world of real estate lending.


