
INTEREST RATE CAPS AND FLOORS

An interest rate cap is a type of interest rate derivative in which the buyer receives payments at the end of each period in
which the interest rate exceeds the.

How much does an Interest Rate Floor cost? George will reimburse you the extra interest. George the extra
interest should interest rates fall below the level of the Floor. Interest Rate Caps are totally separate to your
loan facility you may have even borrowed from another bank and entered into an Interest Rate Cap with St.
The rate cap itself provides a periodic payment based upon the positive amount by which the reference index
rate e. Floors are frequently purchased by purchasers of floating rate debt who wish to protect themselves from
the loss of income that would result from a decline in interest rates. What happens if I need to repay my loan
early? Derivative Valuation Tool FinPricing offers build-in valuation tool for pricing complex securities and
derivatives, which gives valuable insights into financial products and markets. The holder gets a payment
when the underlying interest rate exceeds a specified strike rate. The objective of the buyer of a collar is to
protect against rising interest rates while agreeing to give up some of the benefit from lower interest rates.
Each cash flow is a call option on a floating rate index level at a specified date in future. What happens if I
require my funds early? The cap rate is set above the floor rate. Real World Example of an Interest Rate Floor
As a hypothetical example, assume that a lender is securing a floating rate loan and is looking for protection
against lost income that would arise if interest rates were to decline. Black model[ edit ] The simplest and
most common valuation of interest rate caplets is via the Black model. How much does an Interest Rate Collar
cost? Depending on interest rate movements there may be some remaining value of the Collar. If at any time
you repay these borrowings you can either let the Cap run to maturity or you may terminate it. Are there any
risks associated with an Interest Rate Collar? Interest rate floors are in contrast to interest rate ceilings or caps.
You will be required to reimburse St. The buyer of the floor receives money if on the maturity of any of the
floorlets, the reference rate is below the agreed strike price of the floor. Over what period can I obtain a Floor?
An Interest Rate Floor ensures that you will not receive any less than a pre-determined level of interest on
your investment. Need more information?


