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EXAMPLE - 01 !:qu 3* AMBH‘M‘I“‘

M Ram wants to EG Gﬂ X 40,00,000 after 3

M@ths Current interest 1S 9/ R‘ﬂe': 13%

P.a. Cit bankquntePRASme 10/ .
Ra! FRA 3 x 9 @-Tlr/ P.a. Calculated c‘% Bq"K qu ﬁﬂﬂ, bﬁm

effect on FRAJand Effective rate of interest if

R R ——
after 3 months for 6 months is — l > l I

e

Case I: 13/pa ° 3 ﬂ

Case 2: 8% p.a. ﬁ'”/l %Cﬂkﬂ"‘t&m‘t Dt“)
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EXAMPLE - 02
Mr. Shyam wants to invest X 50,00,000 after 6

—

months for 3 months. City bank quote FRA 6X] L¢
9i§(8%)/10%. RargGellJFRA 6 x 9 @ 8% p.a.

Calculate effect on FRA SO

interest if after 6 months for'§ months is -
Case 1: 5% p.a.

Case 2: 9% p.a. m g/‘ j/
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QUESTION - 01

M/s. Parker & Co. is contemplating to
od of 3

an amount of X 60 crores for a Pern

e e ) e
months in the coming 6 month's time from now.
The current rate of interest is 9% p.a., but it may
go up In 6 month’s time. The company wants to
hedge 1tself against the likely increase iIn
interest rate.

The Company's Bankers qugted an FRA

(Forward Rate Agreement) a{9.30% pY ’]\

What will be the Final settlement amount, if the

actual rate of interest after 6 months happens to
be

(1) 9.60% p.a. and
(i1) 8.80% p.a.?

(Exam Maz - 2013, SM & PM

(Page No. 03)



OUESTION - 02

The treasurer of an insurance company expects
to have a surplus of £5 million 6 months from
now. She has decided to park the fund 1n a 3
months euro sterling deposit. The current 3
months deposit rate 9%. A 6X9 £5 millions FRA
1s being quoted at 8.75%. The treasurer sells an
FRA to protect herself from falling rates.
Compute the effective rate of return on her
investment if on day 182.

The 3months deposit rate 1s 9.5%
The rate 1s 8%

(SM New Syllabus & PM)
(Page No. 04)




OUESTION - 03

P Ltd. 1s contemplating to@ an amount of X P u,q M Bu.a FRA, @ 8__30% f Q.

50 crores for a period of 3 months in the coming

6 months time for now. The current rate of d\‘) (RR__FR) D_t“’
~Tnterest : y oY

interest is 8% per annum but it my go up in 6 2
months time_. The f:c:mpan}r wiants to hedge itself j + ( Rp\x%)i
against the likely increase in interest rate. () B h g GO-I_E_Q

The Company’s Bankers gueigdi\an FRA ] b fw
(Forward Rate Agreement) a ,- r annum. camh.ﬂzl‘s BﬂﬂK el ?0‘(

Compute the effect of FRA and actual rate of 3

interest cost to the companyv. kf the actual rate.c 5001, (0' 086"0' 083 !Tﬂ-

interest during consideration period happens to

= (_H (0-0367\3/11)]
(i) 8.60% p.a., or - ?36‘? IOT 20

(ii) 7.80% p.a.

(Show your working on the basis of months) P fh\lf ﬂq{'e

(Exam November - 2019)
TR
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UESTION - 04

TM Fincorp has- X 9 @

%P Forward Rate Agreement (FRA) at 5.25%
D

fixing date reference rate 1.e. MIBOR turns "out
S E——
be as follows:

‘ Months

equired to determine:

(a)Profit/Loss to TM Fincorp. in terms 04 basis
- poinis] 0- 2877 ¥ 25 8P
(b) The settlement amount.

(Assume 360 days 1n a year)
oM New Syllabus & PM)

(Paﬂe No. 07)
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EXAMPLE - 03
3 Months LIBOR = 12% p.a.

6 Months LIBOR = 15% p.a.
Calculate 3 months FRA after 3 months.
(Page No. 01)




EXAMPLE - 04
6 Months LIBOR = 9% p.a.

9 Months LIBOR = 12% p.a.
Calculate 3 months FRA after 6 months.
(Page No. 01)




EXAMPLE - 05
3 Months LIBOR = 15% p.a.

9 Months LIBOR = 12% p.a.

Calculate 6 months FRA after 3 months .
R e S ST RRERT

(Page No. 01)
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EXAMPLE - 06 @ Wco[ FR A

6 Months LIBOR = 12% p.a.
12 Months LIBOR = 10% p.a. QL -

(1) Calculate 6 months FRA after 6 months.

(11) Calculate Arbitrage gain in Actual FRA 6 X .06 G\ﬁ 2
1215 10%/11% :
(iii)Calculate Arbitrage gain if Actual FRA 6 X FR « CRl2 = .T_-

12 18 5%/6%
p—
(Page No. 02) - 7_ 55'/ rq
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QUESTION-05  (TmP)

The following market data is available:
Spot USD/JPY 116.00 Y 2

Deposit rates p.a. USD
3 Months 4.50% 0.26%
6 Months 5.00% 25%0

Forward Rate Agreement (FRA) for Yen 1s Nil.
d./ What should be 3 months FRA rate at 3

months forward? LR A K Q

2. The 6 & 12 months LIBORS are 5% & 6.5%
respectively. A bank is quoting 6/12 @
FRA at 6.50 - 6.75%. Is any arbitrage
opportunity available?

Calculate profit in such case.

(Practice Manual)
R

(Page No. 08)
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QUESTION - 06 @ " RA 2% 3
Two companies ABC Ltd. and XYZ Ltd. approach the -mle’.'d"coz_____u A-
DEF Bank for FRA (Forward Rate Agreement). They

want to borrow a sum of X 100 crores after 2 years for E ! 2 l- Oqz
a period of 1 year. Bank has calculated Yield Curve of “pe
both companies as follows: &- 67 ‘
Year | XYZ Ltd. ABC Ltd. -
1 3.86 4.12 O
2 4.20 5.48
3 4.48 5.78

*The difference in yield curve is due to the lower
credit rating of ABC Ltd. compared to XYZ Ltd.

(1) You are required to calculate the rate of interest

DEF Bank would quote under 2V3 FRA, using the F RA 9 p ¢ 3 -
company’s yield information as quoted above.

(11) Suppose bank offers Interest Rate Guarantee for a
premium of 0.1% of the amount of loan, you are
required to calculate the interest payable by XYZ
Ltd. if interest rate in 2 years turns out to be

(a) 4.50% (b) 5.50%
(RTP November - 2020 & PM)
(Page No. 09)
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QUESTION - 07

Electra space 1s consumer electronics
wholesaler. The business of the firm 1s highly
— PR,

seasonal 1n nature. In 6 months of a year, firm
has a huge cash _deposits and especially near
Christmas time and other 6 months firm cash

crunch, leading to borrowing of money to cover

up its exposures for running the business.
ERETTEEE

It 1s that firm shall borrow a sum of

€50 million for the entire period of slack season

in about 3 months. enbﬁ:

A Bank has given the following quotations:
Spot 5.50% - 5.75%
3 X 6 FRA 5.59% - 5.82%

3 x 9 FRA 5.64% -[5.94% | NI !Q’

3 month €50.000 future contr; saturing in a
period of 3 months is quoted (5.85%).
~—_

You are required to determine:




‘)a) How a FRA, shall be useful if the actual
gonths turnout to be: (1)

inli rest rate af : I’

(b)How 3 months Future contract shall be useful
for company if interest rate turns out as
mentioned 1n part (a) above.

(Page No. 11)



OUESTION - 07
Electra

consumer electronics
wholesaler. The business of the firm is highly
seasonal 1n nature. In 6 months of a year, firm
has a huge cash deposits and especially near
Christmas time and other 6 months firm cash
crunch, leading to borrowing of money to cover
up its exposures for running the business.

space 1S

It 1s expected that firm shall borrow a sum of
€50 million for the entire period of slack season
in about 3 months.

A Bank has given the following quoéation :
Spot 5.50% - 5.75% H"A‘

3 X 6 FRA 5.59% - 5.82% 0 3

3 X9 FRA 5.64% - 5.94%
3 month €50,000 future contract maturing 1n a
period of 3 months is quoted at 94.15 (5.85%).

You are required to determine:

1) FRA gstequnj

Electra 8pace wanlg o Horrous
awswlmms v 6 rvnrfu &
afteid From forest fte
mca/ IN Pdor o Zﬂdﬁ
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Cotewfalion ofs Tatwest fouadle
(i) Rate - 4.5% 5.94+T

, ‘ gmanths
@&
Inkt %mC\ on Loan = € 112500
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Ek»dwa ace o 't“FR
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u(ly

)How a FRA, shall be useful if the actual

—_——————mlE—

interest rate after 3 months turnout to be:
@ (ii) 6.5%

(b)How 3 months Future contract shall be useful
for company if interest rate turns out as
mentioned in part (a) above.

(Page No. 11)




QUESTION - 08

Espaces ©plc 1s consumer  electronics
wholesaler. The business of the firm 1s highly
seasonal in nature. In 6 months of a year, firm
has a huge cash deposits and especially near
Christmas time and other 6 months firm cash
crunch, leading to borrowing of money to cover
up its exposures for running the business.

It is expected that firm shall borrow a sum of

‘525 millioafor the entire period of slack season

in about 3 months.

The banker of the firm has given the following
quotations for Forward Rate Agreement (FRA):

Spot 5.50% - 5.75%
3 X 6 FRA 5.59% - 5.82%

3 x 9 FRA 5.64%

3-month £50,000 future contract matu
period of 3 months is quoted at 94.1¢

noi)

d

You are required to:



(a) Advise the position to be taken in Future
Market by the firm to hedge its interest rate
risk and demonstrate how 3 months Future
contract shall be useful for the firm, if later

interest rate turns out to be (1) 4.5% and (i1)
6.5%

(b)Evaluate he interest cost to Espace
plc shall beT€ss had it adopted the route of
FRA instead of Future Contract.

Note:- Ignore the time value of money in
settlement amount for future contract.

(RTP May - 2021)
(Page No. 13)
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QOUESTION - 20

CMT Pension Fund has a(portiolio of share) of
diversified companies valued at 800 crore

enters into a swap arrangementyith Boom Bank
on the terms that it will ge m quarterly on

notional principal of X 800 crore in exchange of

return on portfolio which is exactly tracking the
Sensex which is presently 43,200.

You are required to determine the net payment

to be received/ Eaid if Sensex turns out to be
43,720, 43,560, 44,160 and 43,920 at the end of

each quarter. )

Note: Make calculation in X crore and round off

calculations upto 4 decimal points.
(MTP: Oct - 2021)
(Page No. 29)
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OUESTION - 09

Suppose a dealer,Quotes ‘All-in-cost’ for a

generic swap_g @ against six month LIBOR
flat. If the notional principal amount of swap is X )(Qc\

00 000.

(1) Calc:ulat m fixed payment. 9'0
(11)Find the flrst for (1)
above if the six month peru::d from the
effectiye date af swap to the settlement dat
comprises days and that th

correspondlng LIBOR was -. on the
effective date of swap.

In (i1) above, if the settlement is on ‘Net’ basis,

how much the fixed ratg payer would pay to the
floating rate payer?

Generic swap 1s based on 30/360 days basis.
(SM, PM & Exam November - 2018)
(Page No. 15)



QUESTION-10

P Ltd., a dealer quotes 'All-in-cost' for a generic
swap at 6% against six months LIBOR f{lat. If the
Notional principal amount of swap 1s X 8,00,000:

(1) Calculate semi-annual fixed payment.

(11)Find the first floating rate payment for (1)
above if the six month period from the
effective date of swap to the settlement date
comprises 181 days and that the
corresponding LIBOR was 5% on the
effective date of swap. (Consider up to three
decimal places).

(i1)In question number (i1) above, if the
settlement 1s on 'Net' basis, how much the

fixed rate payer would pay to the floating

rate payer? Note: Generic swap i1s based on
30/360 days basis.

(Exam July - 2021 & November - 2010)

—
(Page No. 16)
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OUESTION-13

Derivative Bank entered into a swap arrangement
e re—— T

on a principal of X 10 croyes and agreed to receive
MIBOR overnight floating rate for a fixed payment

opthe principal. The swap was entered into on

m 19" August, 2019 and was toeemgence on
20™ August, 2019 and run a period o m

to Monday

Respective MIBOR rates for
were:

8.15%, 1.98%, 1.95%, 8.12%, 8.15%, 7.75%.

If Fixed Rate of Interest i then evaluate (') 3 t IS

(1) The naturegf this swap arrangement.

o Tt Sttement 0 ovelnight Tndet Bwal on
Note: q r B 6 R .
(1) Sunday is Holiday. q

(2) lv:::in? rounded rupees and avoid decimal _F r{d ﬁqk PJ m'k: .IUW m mxsyl 36 r
(3) Consider 363.days in a year. - q .l 53 ?ZS-

(RTP November - 2021)
(Page No. 19)
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OUESTION -11

Derivative Bank entered into a plain vanilla swap
through on OIS (Overnight Index Swap) on a
principal of X 10 crores and agreed to receive
MIBOR overnight floating rate for a fixed payment

on the principal. The swap was entered into on
Monday, g August, 2010 and was to commence on
3@ August, 2010 and run for a period of 7 days.

Respective MIBOR rates for Tuesday to Monday
were:

@ 1.75%,8.18%., 8.12%, 1.95%, 1.98%, 8.15%.
GE Derivative

Bank received X 317 het on settlement,
calculate Fixed rate and interest under both legs.

= Notes:

(1) Sunday is Holiday.
(11)Work 1n rounded rupees and avoid decimal
working.

(Exam November - 2010, SM & PM)
(Page No. 17)



OUESTION - 12

Punjab Bank has entered into a plain vanilla swap
through on Overnight Index Swap (OIS) on a
principal of X2 crore and agreed to receive MIBOR
overnight floating rate for a fixed payment on the
principal. The swap was entered into on Monday,
24th July, 2017 and was to commence on 25th July,
2017 and run for a period of 7 days.

Respective MIBOR rates for Tuesday to Monday
were:

8.70%, 9.10%, 9.12%, 8.95%, 8.98% and 9.10%.

If Punjab Bank received 2507 net on settlement,

calculate Fixed rate and interest under both legs.

Notes:

(1) Sunday is a Holiday.

(11) Workout in rounded rupees and avoid decimal
working.

(1i1) Consider a year consists of 365 days.
(Exam May - 2018)
(Page No. 18)



OQOUESTION - 14

Bharat Bank Ltd. has entered into a plain vanilla
swap through on Overnight Index Swap (OIS) on a
principal of X 1 crore and agreed to receive. MIBOR
overnight floating rate for a fixed payment on the
principal. The swap was entered into on Monday.
10" July 2017 and was to commence on and from
11" July 2017 and run for a period of 7 days.

Respective MIBOR rates for Tuesday to Monday
ware:

8.75%, 9.15%, 9.12%, 8.95%, 8.98% and 9.15%

If Bharat Bank Ltd. received X 417 net on settlement,
calculate fixed rate and interest under both legs.

Notes:(1) Sunday is a holiday

(11) Work 1n rounded rupee and avoid
decimal working

(111) Consider 365 days in a year.
(Exam November - 2017)
(Page No. 20)
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EXAMPLE - 08

A Ltd B Ltd
Fixed Rate 10% 12%
Floating Rate  LIBOR + 1% LIBOR + 4%

A Ltd wants to borrow at fixed rate & B Ltd Wants to
borrow at floating Rate. Design a financial swap &
Intermediary Commission 50 Basis points.

(Page No. 02)




QUESTION - 15

IB an Indian firm has its subsidiary in Japan and Zaki a
Japanese firm has its subsidiary in India and face the

following interest rates: \ ‘J-T‘f QB,R'\' \ﬁf

Company aKki
INR floating rate | BPLR + 0.50% BPLR + 2.5Q0%

IPY (Fixed rate) 2.25%
Zaki wishes to borrow(RuEee Loan at a floating ra'fB and

IB wishes to borrow ‘PY at a fixed rate. The amount of
loan required by both the firms is same at the current
exchange rate. A financial institution may arrange a

swap and requires 25 basis points ag~ mmission.
Gain, if any, is to be shared by the firr@

You are required to find out:

(1 Whether a swap can be arranged which may be
beneficial to both the firms?

IM wishes to bo 1-- LS at floating rate and JI JY jt

fixed rate J_:,,.;M

(11) What rate of interest will the firms end up paying?
(Exam November - 2020)
(Page No. 21)




OUESTION - 17
IM i1s an American firm having its subsidiary in
Japan and JI 1s a Japanese firm having its subsidiary
in USA: They face the following interest rates

IM JI

USD Floating rate |LIBOR+0.5% |LIBOR+2.5%

companies 1s same at the current Exchange Rate. A
financial institution requires 75 basis points as
commission for arranging Swap. The companies
agree to share the benefit/ loss equally.

You are required to find out
(1) Whether a beneficial swap can be arranged?
(11) What rate of interest for both IM and JI?
(Exam May - 2019)
(Page No. 25)



OUESTION - 16

A Inc. and B Inc. intend to borrow $200,000 and

$200,000 in ¥ respectively for a time horizon of one

year. The prevalent interest rates are as follows:
Company ¥ Loan $Loan

A Inc 5% 9%
B Inc 8% 10%

The prevalent exchange rate is $1 = ¥120.

They entered 1n a currency swap under which it 1s
agreed that B Inc will pay A Inc @ 1% over the ¥
Loan interest rate which the later will have to pay as
a result of the agreed currency swap whereas A Inc
will reimburse interest to B Inc only to the extent of
9%. Keeping the exchange rate invariant, quantify
the opportunity gain or loss component of the
ultimate outcome, resulting from the designed
currency swap.

(Exam May - 2011, SM & PM)
(Page No. 22)
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EXAMPLE - 08

A Ltd wants to borrow at fixed rate & B Ltd Wants to
borrow at floating Rate. Design a financial swap &
Intermediary Commission 50 Basis points. (-0

(Page No. 02)
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QOUESTION - 15
IB an Indian firm has its subsidiary in Japan and Zaki a
Japanese firm has its subsidiary in India and face the

following interest rates:

L]
-

Comparx Zaki
INRfloating rate) | BPLR + 0.502 BPLR + 2.50%
JPY (Fixed rate) 2% 2.25%

Zaki wishes to borrow Rupee Loan at a floating rate and
IB wishes to borrow JPY at m The amount of
loan required by both the firms 1s same at the current
exchange rate. A financial institution may arrange a
swap and requires 25 basis points as its commission.
Gain, if any, is to be shared by the firms equally.

You are required to find out:

(1) Whether a swap can be arranged which may be
beneficial to both the firms?

-.lf'll"-'_-l-'l"-_l—-. : s

(11)) What rate of interest will the firms end up paying?
(Exam November - 2020)
(Page No. 21)



TI N - 117

erican firm having its subsidiary in
apan @ a Japanese firm having its subsidiary
in USA: [Khey face the following interest rates

2,

USD fng rate |LIBOR+0.5% |LIBOR+2.5%

complanies is\same at the cu{ﬂchange Rate. A

finankial instifwtion requires 75 basis points as
comjmission for arranging Swap. The companies
agrge to share the benefit/ loss equally.

You are required to find out
(1) Whether a beneficial swap can be arranged?
(11) What rate of interest for both IM and JI?
(Exam May - 2019)
(Page No. 25)



($200,000 in ¥

respectively for a time horizon of one
year. The prevalent interest rates are as follows:
Company ¥ Loan $ Loan

A Inc 5% 9%¥
B Inc 8%“ 10%

The prevalent exchange rate i

They entered 1n a(currenci swaa under which it is
—"

agreed that B Inc will pay A Inc @ 1% qQver the ¥
Loan interest rate which the later will have to pay as

a result of the agreed currency swap whereas A Inc
will reimburse interest to B Inc only to the extent of
9%. Keeping the exchange rate invariant, quantify
the opportunity gain or loss component of the
ultimate outcome, resulting from the designed
currency swap.

(Exam May - 2011, SM & PM)
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DUESTION - 22 %“‘p
212 Inc @ a £ 10 million floating rate l@ on

July L, 2013 with resetting of coupon rate every 6
months equal to LIBOR + 50 bIaXY Z 1s interested in

R e,
a collar strategy by selling a Floor and buying a
Cap' XYZ buys the 3 year Cap and sell 3 year Floor

as per the following details on July 1, 2013:

Notional Principal |$ 10 million
cTmeman

Amount o>l
Reference Rate 6 months LIBOR
Strike Rate 4% for Floor and 7% for Cap
e e
.,/P'remium § Jod

*Since Premium paid for Cap = Premium received
for Floor

Using the following data you are required to
determine:

(1) Effective interest paid out at\qach reset date
(ii) The average overallFffective rate of intere
s S P T




Reset Date LIBOR (%)
31-12-2013 6.00
30-06-2014 7.00
31-12-2014 5.00
30-06-2015 3.75
31-12-2015 3.25
30-06-2016 4.25

(Practice Manual)

(Page No. 31)
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QUESTION - 23
MPD Ltd. 1ssues a X 50 Million Floating Rate Loan on July

1, 2018 with resetting of coupon rate every 6 Months
equal to LIBOR + 50 bps.

MPD is interested in an Interest rate Collar Strategy of
selling a Floor and buying a cap. MPD buys the 3 years
cap and sell 3 years Floor as per the following details on
July 1, 2018:

Principal Amount |X 50 Million

Strike Rate 5% for Floor & 8% for Cap
Reference Rate 6 months LIBOR
Premium NIL, since premium paid for cap =

premium received for Floor

The Reset dates & Interest rates p.a., on that dates are:

Reset |31/12/|30/06/(31/12/(30/06/ (31/12/(30/06/
Date 2018 | 2019 | 2019 | 2020 | 2020 | 2021

LIBOR(%)| 7.00 8.00 6.00 4.75 4.25 5.25

Using the above data, you are required to determine:

(1) Effective Interest paid out at each six reset dates,
(Round off to the nearest rupee)

(11) Average overall effective rate of interest p.a. (round
off to 2 decimals)

(Exam May-2022) (Page No. 33)



ESTI - 22
XYZ Inc. issues a £ 10 million floating rate loan on
July 1, 2013 with resetting of coupon rate every 6
months equal to LIBOR + 50 bp. XYZ is interested in
a collar strategy by selling a Floor and buying a
Cap. XYZ buys the 3 year Cap and sell 3 year Floor
as per the following details on July 1, 2013:

Notional Principal |$ 10 million

Amount

Reference Rate 6 months LIBOR

Strike Rate 4% for Floor and 7% for Cap
Premium O

*Since Premium paid for Cap = Premium received
for Floor

Using the following data you are required to
determine:

(1) Effective interest paid out at each reset date,

(11) The average overall effective rate of interest p.a.



ESTI - 24

A textile manufacturer has taken floating interest
rate loan of X 40,00,000 on 1% April, 2012. The rate of
interest at the inception of loan is 8.5% p.a. interest
is to be paid every year on 31% March, and the
duration of loan is four years. In the month of
October 2012, the Central bank of the country
release following projections about the interest
rates likely to prevail in future.

Dates Interest Rate
31% March, 2013 8.75%
31% March, 2014 10.00%
31% March, 2015 10.50%
31 March, 2016 7.75%

(1) Advise how borrower can hedge the risk arising
out of expected rise in the rate of interest when
he is interested in pegging his interest cost at
8.50% p.a. and if option on Interest Rate 1s
availlable at 0.75% p.a.
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__ - sl C
(11) Assume that the premium negotiated by both the

parties at the above-mentioned rate which i1s to

be paid on upfront basis and the actual rate of ND-H O(p-[ %bﬂti %G.Q - ¥ [.‘ & 00 g0

interest on the respective due dates happens to

as follows: y 13 ’“' e - -5 7‘0
Interest Rate $Wke ¢ 8

Dates
31% March, 2013 10.20% Uj i‘ - 4|'b }, 12.0.'.
31% March, 2014 11.50% m arl ok% = U‘D 3 3 'G
31 March, 2015 9.25%
315 March, 2016 8.25% [ Z‘ Ygﬁﬁg

EVALUATE how the settlement will be executed on

the respective interest due dates. C 0‘3"._ 0 k CO-"-) - { l‘ 000 R ';ﬂ'.ﬁ

(Exam Nov - 2017, SM, PM, RTP May - 2022 & MTP
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QUESTION - 25

XYZ Limited borrows £ 15 Million of six months
LIBOR + 10.00% for a period of 24 months. The
company anticipates a rise in LIBOR, hence it
proposes to buy a Cap Option from its Bankers at
the strike rate of 8.00%. The lump sum premium is
1.00% for the entire reset periods and the fixed rate
of interest is 7.00% per annum. The actual position
of LIBOR during the forthcoming reset period is as
under:

Reset Period LIBOR
1 9.00%
2 9.50%
3 10.00%

You are required to show how far interest rate risk
1s hedged through Cap Option.

For calculation, work out figures at each stage up to
three decimal points and amount nearest to £. It
should be part of working notes.

(Study Material & Practice Manual)
(Page No. 36)
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Question — 18

\/{9/){ Ltd. wants to borrow(fu:ed rate f] unds for 5 year. It

can do so at an interest rate of 13% p.a. Also floating
rate funds are available at a spread of 150 basis points
over LIBOR. It approaches a swap bank which quotes
S-year fixed to floating swap at 20/30 basis points
over S-year treasuries vs. LIBOR. How should the firm
reduce the cost of its fixed rate funding given that 5-
year treasuries are yie!din

/{g) Another firm Y Ltd. had borrowed 7-year fixed rate

Sfunds 2 years ago at 14%. It is now expecting interest X Gd wan‘b i‘b g]‘ﬂw Qt %ﬂt’fﬂ(

rates to fall and therefore wants to convert its fixed rate cf
liability into floating rate liability. Explain how Y Ltd. ' :
7 can achieve this objective. {m ‘P COIt (g guqcﬂ'(? qg 5’2"?
(Page No. 32) &3 J3 % ‘
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Question — 19

ABC Bank is seekingrate Sfunding. It is able to
Jinance at a cost of six Mmonths LIBOR + 1/4% for I 200

million for 5 years., The bank is able to swap into a fixed
rate at_7.5% versus six month LIBOR treating six months

as exactly half a year.
i. What will be the "all in cost” funds to QBC Bank?
[r—

y Another possibility being considered is the issue of a
hybrid instrument which pays 7.5% for first three years
and LIBOR - 1/4% for remaining two years.

Given a three year swap rate of 8%, suggest the method by
which the bank should achieve fixed rate funding.

—
(Page No. 34)
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Question - 19
ABC Bank is seeking rate funding. It is able to
Tinance at a cost of six nths LIBOR + 1/4% for ¥ 200

million for 5 years., The bank is able to swap into a fixed

rate at_7.5% versus six month LIBOR treating six months
as exactly half a year.

i
=

What will be the "all in cost” funds to ABC Bank?

Another possibility being considered is the issue of a

hybrid_i ent which pays 7.5% for first three years
and(ZIBOR — I/#"E(QE remaining two years.

Given a three year swap rate of 8%, suggest the method by

which the bank .SW achieve fixed rate funding.
—

(Page No. 34)
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In Swap Pricing, we find out rate of interest o& decide whether

we should enter into financial swap or not.

Periodical fixed rate of interest is calculated as under
dp = Discounting rate of last year

2 dn = Cumulative discounting factors

1-d
Periodical fixed rate = Z_dr}




Question =20 """ Question 21 Page 30

A corporation enters into a $10 million notional principal interest rate
swap. The swap calls for a corporation to pay fixed rate and receive
floating rate on LIBOR. The payment will be made every 90 days for one

year and will be based on the adjustment factor 90/360. The term
structure of LIBOR when the swap is initiated is as follows:

Days 90 [180 [270 [360
Rate (%) |7.00|7.25|7.45|7.55

Note that at the initiation of the swap, the fixed rate is set at such a rate
that the value of the swap is zero.

You are required to:
i. Determine the fixed rate on the swap.

1. Calculate the first net payment on the swap.

Artivate \Wir
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