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Agenda

- Interest Rate Swaps
- Fx Forwards and Cross Currency Swaps
- MLDs
- Equity Linked Notes
- PTCs



Interest Rate Swaps



Mutual Funds and IRS



What is an Interest Rate Swap (IRS)

Illustrative Example

In a 5-year IRS contract between a mutual fund and a bank, the mutual fund pays a fixed rate of 6% 
and the bank pays a floating rate of interest 

Question – assuming the mutual fund executes the above transaction at 10 AM on a day and later 
that day, interest rates go up, is that good news or bad news for the mutual fund?



Interest Rate Swap Market in India



Interest Rate Swaps – Real life application in managing financial risk



Interest Rate Swaps – Mutual funds and hedging



Interest Rate Swaps – Mutual Funds

Source: PGIM Mutual Fund

https://www.pgimindiamf.com/docs/default-source/sid/sid---pgim-india-short-maturity-fund-fund--final.pdf?sfvrsn=2


Fx Forwards and Cross Currency Swaps

Indian funds that invest in foreign securities and 
funds that draw foreign investors into India, both 
need to manage currency risk 

Hedging instruments
- Fx Forwards
- Cross Currency Swaps



Fx Forwards 

By committing to a forward, you get 
a fixed EURUSD rate. The actual 
exchange from EUR to USD will take 
place three months from now, but 
you know your rate immediately. 
Any future changes in the EURUSD 
rate thereby will not affect your 
payment.

The alternative to using a forward is 
to wait until you need the USD and 
then perform the exchange from 
EUR using the spot rate. The future 
spot rate is unknown, so in this 
scenario you do not know what 
amount in EUR you will pay for the 
exchange.

Source: Nordea

https://corporate.nordea.com/product-information/fx-forward


Fx Forwards 

As discussed, fx forwards help lock into an exchange rate in advance.
Assuming USD/INR today trades at 82.00, the below table from FIMMDA tells us that one can lock into a 
rate of 82.8313 on a 6 months forward



Fx Forwards 



A cross-currency swap could also be used to hedge fx exposure
Ref: Spreadsheet to be used in class 



Market Linked Debentures

• Illustrative example of structuring and valuation of a simple MCD



Equity Linked Notes

Most equity linked notes offer investors the opportunity to participate in some 
upside linked to equity markets while offering downside protection. 
The usual trade off is between how much participation an investor gives up versus 
how much downside protection is offered.



IRR Driven PTCs

- Linked to a portfolio of real estate loans
- 8 % Returns

(Reference document to review in class: cashflows of an instrument such as this)



Thank You
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