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I nterest Rate Swap - Full Explanation & Exanple |

| nvesti ngAnswer s

An interest rate swap is a forward contract in which one
streamof future interest paynents is exchanged for another
based on a specified principal anount.

Under st andi ng I nterest Rate Swaps | PI MCO

| nterest rate swaps have becone an integral part of the fixed
I nconme market. These derivative contracts, which typically
exchange — or swap — fixed-rate interest.

Interest Rate Swap - Learn How Interest Rate Swaps Wrk

The nost common type of interest rate swap is one in which
Party A agrees to nmake paynents to Party B based on a fixed
I nterest rate, and Party B agrees to.

| nterest Rate Swap

| n nost cases, interest rate swaps include the exchange of a
fixed interest rate for a loans vs. floating rate loans is
crucial to understanding interest rate swaps.
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| nterest rate swaps have becone an integral part of the fixed
I nconme market. These derivative contracts, which typically
exchange — or swap — fixed-rate interest.
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Each of these series of paynents is terned a 'leg', so a

typical IRS has both a fixed and a floating leg. As a result,

t he bank may choose to hedge against this risk by swapping the

fi xed paynents it receives fromtheir |oans for a floating

rate paynent that is higher than the floating rate paynent it
needs to pay .

| nt er est r at eswapsar et heexchangeof oneset of cashfl owsfor. | nshort, t he
Under Scenario A, she made 1. Conversely, if interest rates
decline, then the Understanding Interest Rate Swaps getting

paid the guaranteed fixed rate return will benefit, while the
party receiving paynents based on a floating rate will see the
anount of the interest paynents it receives go. The net

present value PV of a vanilla I RS can be conputed by

determ ning the PV of each fixed leg and floating | eg

separately and sunmm ng.

Getwor | d- cl assfi nanci al trai ni ngw t hCFl ' sonlinecertifiedfinanciale
was able to transfer the risk of interest rate fluctuations to
Sandy, who agreed to assune that risk for the potential for

hi gher returns.
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