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❑ New hedge set up on a 4-year horizon to mitigate the sensitivity of the group to interest
rate variations, including the impact of negative rates with a cash flow hedge objective.

❑ A cap with a protection rate (strike) at 1,50% has been set up to limit the financing rate
on the hedged part. This product takes into account the 0% floor on the debt.

Summary of hedging decisions
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• Hedges set up: Purchased Cap 1,5% for 4 years.
• Banking split : ING 100%

Map after hedge inception

Financing: (BlackRock, UK SAIF) Senior Facilities of €32’500’000, drown on 15/04/2021:

• Facility B: €30’000’000, bullet amortization, maturing 15/04/2028, floor 0% on 3 months Euribor.

• Revolving Facility: €2’500’000. Not included in the analysis

There is no Hedging Requirement in the contract.
Hedging counterparty: BNP, ING
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ING hedging
Notional Principal: €25’000’000 amortization as set out in the table. 
Upfront Premium of €1’066’206 to pay on 22/06/2022.

Product : Cap
Strike price : 1,50% 
Trade Date : 20/06/2022
Start Date : 15/07/2022
End date : 15/07/2026
Index : Euribor 3 Months
Base : ACTUAL/360

Details of hedges set up
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Accounting deferral of the premium 

Fixing date Start date End date Payment date Notional Amount Acounting deferral

13/07/2022 15/07/2022 17/10/2022 17/10/2022 25 000 000 68 599 

13/10/2022 17/10/2022 16/01/2023 16/01/2023 25 000 000 66 410 

12/01/2023 16/01/2023 17/04/2023 17/04/2023 25 000 000 66 410 

13/04/2023 17/04/2023 17/07/2023 17/07/2023 25 000 000 66 410 

13/07/2023 17/07/2023 16/10/2023 16/10/2023 25 000 000 66 410 

12/10/2023 16/10/2023 15/01/2024 15/01/2024 25 000 000 66 410 

11/01/2024 15/01/2024 15/04/2024 15/04/2024 25 000 000 66 410 

11/04/2024 15/04/2024 15/07/2024 15/07/2024 25 000 000 66 410 

11/07/2024 15/07/2024 15/10/2024 15/10/2024 25 000 000 67 140 

11/10/2024 15/10/2024 15/01/2025 15/01/2025 25 000 000 67 140 

13/01/2025 15/01/2025 15/04/2025 15/04/2025 25 000 000 65 680 

11/04/2025 15/04/2025 15/07/2025 15/07/2025 25 000 000 66 410 

11/07/2025 15/07/2025 15/10/2025 15/10/2025 25 000 000 67 140 

13/10/2025 15/10/2025 15/01/2026 15/01/2026 25 000 000 67 140 

13/01/2026 15/01/2026 15/04/2026 15/04/2026 25 000 000 65 680 

13/04/2026 15/04/2026 15/07/2026 15/07/2026 25 000 000 66 410 

Corresponding 
annualized premium

1,0509% Total 1 066 206 
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Amortization table

FIXING DATE START DATE END DATE PAYMENT DATE
Facility B

Hedge set up
Amort. CRD

13/04/2021 15/04/2021 15/10/2021 15/10/2021 0 30 000 000 0

13/10/2021 15/10/2021 17/01/2022 17/01/2022 0 30 000 000 0

13/01/2022 17/01/2022 15/04/2022 15/04/2022 0 30 000 000 0

13/04/2022 15/04/2022 15/07/2022 15/07/2022 0 30 000 000 0

13/07/2022 15/07/2022 17/10/2022 17/10/2022 0 30 000 000 25 000 000

13/10/2022 17/10/2022 16/01/2023 16/01/2023 0 30 000 000 25 000 000

12/01/2023 16/01/2023 17/04/2023 17/04/2023 0 30 000 000 25 000 000

13/04/2023 17/04/2023 17/07/2023 17/07/2023 0 30 000 000 25 000 000

13/07/2023 17/07/2023 16/10/2023 16/10/2023 0 30 000 000 25 000 000

12/10/2023 16/10/2023 15/01/2024 15/01/2024 0 30 000 000 25 000 000

11/01/2024 15/01/2024 15/04/2024 15/04/2024 0 30 000 000 25 000 000

11/04/2024 15/04/2024 15/07/2024 15/07/2024 0 30 000 000 25 000 000

11/07/2024 15/07/2024 15/10/2024 15/10/2024 0 30 000 000 25 000 000

11/10/2024 15/10/2024 15/01/2025 15/01/2025 0 30 000 000 25 000 000

13/01/2025 15/01/2025 15/04/2025 15/04/2025 0 30 000 000 25 000 000

11/04/2025 15/04/2025 15/07/2025 15/07/2025 0 30 000 000 25 000 000

11/07/2025 15/07/2025 15/10/2025 15/10/2025 0 30 000 000 25 000 000

13/10/2025 15/10/2025 15/01/2026 15/01/2026 0 30 000 000 25 000 000

13/01/2026 15/01/2026 15/04/2026 15/04/2026 0 30 000 000 25 000 000

13/04/2026 15/04/2026 15/07/2026 15/07/2026 0 30 000 000 25 000 000

13/07/2026 15/07/2026 15/10/2026 15/10/2026 0 30 000 000 0

13/10/2026 15/10/2026 15/01/2027 15/01/2027 0 30 000 000 0

13/01/2027 15/01/2027 15/04/2027 15/04/2027 0 30 000 000 0

13/04/2027 15/04/2027 15/07/2027 15/07/2027 0 30 000 000 0

13/07/2027 15/07/2027 15/10/2027 15/10/2027 0 30 000 000 0

13/10/2027 15/10/2027 17/01/2028 17/01/2028 0 30 000 000 0

13/01/2028 17/01/2028 15/04/2028 15/04/2028 0 30 000 000 0

13/04/2028 15/04/2028 15/07/2028 15/07/2028 30 000 000 0 0

Broken period
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ROI analysis

In addition to the qualitative aspects (analysis and choice of the most appropriate strategy)
and the time saved during the process, the KERIUS Finance service generated the following
savings:

Value of 1 BP 10 146                 

ING

Total savings 75 982                 

Market price without bank margin 990 000              

Price with standard bank margin * 1 142 188           

Standard bank margin (15 basis points) * 152 188              

Final price 1 066 206           

Final margin 76 206                 

*  The standard margin taken by banks in this context is 15 to 20 basis points over the fixed rate or running premium

    compared to the rate / price without margin used above. A margin of 15 basis points is used for this comparison.

 The total savings are made in three stages in a "cooperative" way with the bank:

- Choosing the optimal product: similar or identical products are often "priced" differently

- Preliminary negotiations before quotes tender (explanation of KERIUS method and target margin to be selected)

- Final negotiation at the end of the process
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❑ Market Data : Historic and projected Euribor

❑ Financing terms

❑ Recall : impact of negative rates on swaps 

❑ Recall : Profiles at maturity of different types of hedge

Appendices
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Market data
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Financing: (BlackRock, UK SAIF) Senior Facilities of €32’500’000, drown on 15/04/2021:

• Facility B: €30’000’000, bullet amortization, maturing 15/04/2028, floor 0% on 3 months Euribor.

• Revolving Facility: €2’500’000. Not included in the analysis

There is no Hedging Requirement in the contract.
Hedging counterparty: BNP

Debt & Hedging Requirement Map
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The markets are currently highly volatile, and it can significantly influence the price of the hedging
- Hedging prices fluctuate daily by +/- 5 basic points
- The delay to set up a hedging has been significantly extended due to the current situation

Market data
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Different types of strategy
And possible level of hedging
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Different types of strategy
And possible level of hedging
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Different types of strategy
And possible level of hedging
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Indicative quotations

Hedging H1 H2 H3 H4 H5 H6 H7 H8 H9

Maturity 3 years 6.5 years 5 years 3 years 5 years 6,5 years 3 years 5 years 6,5 years
Index Euribor 3M Euribor 3M Euribor 3M Euribor 3M Euribor 3M Euribor 3M Euribor 3M Euribor 3M Euribor 3M
Notionnal 30 000 000 30 000 000 30 000 000 24 000 000 24 000 000 24 000 000 18 000 000 18 000 000 18 000 000
Start date 15.10.2021 15.10.2021 15.10.2021 15.10.2021 15.10.2021 15.10.2021 15.10.2021 15.10.2021 15.10.2021
End date 15.10.2024 15.04.2028 15.10.2026 15.10.2024 15.10.2026 15.04.2028 15.10.2024 15.10.2026 15.04.2028
Value of 1 bp in EUR 9 133 19 783 15 217 7 307 12 173 15 827 5 480 9 130 11 870

Swap rate (see appendix on problems linked to negative rates)
Swap without Floor -0,27% -0,05% -0,14% -0,27% -0,14% -0,05% -0,27% -0,14% -0,06%
Floor 0% 0,49% 0,53% 0,52% 0,49% 0,52% 0,53% 0,49% 0,52% 0,53%
Swap with Floor 0,22% 0,48% 0,38% 0,22% 0,38% 0,48% 0,22% 0,38% 0,48%

Annualized option premium
Cap 0% annualized 0,22% 0,48% 0,38% 0,22% 0,38% 0,48% 0,22% 0,38% 0,48%
Max Financing Rate 0,22% 0,48% 0,38% 0,22% 0,38% 0,48% 0,22% 0,38% 0,48%

Cap 0,5% annualized 0,17% 0,36% 0,29% 0,17% 0,29% 0,36% 0,17% 0,29% 0,36%
Max Financing Rate 0,67% 0,86% 0,79% 0,67% 0,79% 0,86% 0,67% 0,79% 0,86%

Cap 1% annualized 0,14% 0,29% 0,24% 0,14% 0,24% 0,29% 0,14% 0,24% 0,29%
Max Financing Rate 1,14% 1,29% 1,24% 1,14% 1,24% 1,29% 1,14% 1,24% 1,29%

Upfront option premium in 
EUR
Cap 0% 204 200 944 200 580 600 163 400 465 400 754 400 122 600 348 300 564 400 
Cap 0.5% 155 000 720 600 445 600 124 000 357 200 575 700 93 000 267 400 430 800 
Cap 1% 128 000 578 400 363 300 102 500 291 100 462 200 76 900 218 000 346 000 

Floor 0% of the financing 455 300 1 050 100 791 900 364 200 632 100 840 800 273 000 475 400 632 100 

Estimated bank margin in basis point (BP) 5   
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Indicative quotations

Quotation without bank margin. Final price could be higher by 0,10% to 0,20% according to banks credit margins.

Indications for comparing the quotations:
• The swap rate represents the financing rate of the hedged portion of the debt (excluding the specific floor problem in the event of negative rates).
• The annualized premium for the cap represents the cost to be paid over the duration to benefit from the protection. The overall funding rate is

then capped at strike + annualized premium. The cap enables to benefit from Euribor rates lower than the strike, provided that the strike is greater
than the floor included in the hedged financing.

• In the event of a resale of the cap before maturity, the unpaid premium remain due; but from this amount will be deducted the residual value
(mark to market / fair value) of the cap, which may exceed the amount of the premium remaining due if rates have risen.

See profiles at expiry in appendix

Markets are currently very volatile, and these prices can strongly fluctuate.
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Example of annualized premium payments:
H2 Cap 0%

Fixing date Start date End date Payment date H2 - Notional H2 - Premium to pay
H2 - Remaining to be paid 

in case of settlement

13/10/2021 15/10/2021 17/01/2022 17/01/2022 30 000 000 37 355 -906 845 

13/01/2022 17/01/2022 15/04/2022 15/04/2022 30 000 000 34 970 -871 875 

13/04/2022 15/04/2022 15/07/2022 15/07/2022 30 000 000 36 163 -835 712 

13/07/2022 15/07/2022 17/10/2022 17/10/2022 30 000 000 37 355 -798 358 

13/10/2022 17/10/2022 16/01/2023 16/01/2023 30 000 000 36 163 -762 195 

12/01/2023 16/01/2023 17/04/2023 17/04/2023 30 000 000 36 163 -726 033 

13/04/2023 17/04/2023 17/07/2023 17/07/2023 30 000 000 36 163 -689 870 

13/07/2023 17/07/2023 16/10/2023 16/10/2023 30 000 000 36 163 -653 707 

12/10/2023 16/10/2023 15/01/2024 15/01/2024 30 000 000 36 163 -617 545 

11/01/2024 15/01/2024 15/04/2024 15/04/2024 30 000 000 36 163 -581 382 

11/04/2024 15/04/2024 15/07/2024 15/07/2024 30 000 000 36 163 -545 220 

11/07/2024 15/07/2024 15/10/2024 15/10/2024 30 000 000 36 560 -508 660 

11/10/2024 15/10/2024 15/01/2025 15/01/2025 30 000 000 36 560 -472 100 

13/01/2025 15/01/2025 15/04/2025 15/04/2025 30 000 000 35 765 -436 335 

11/04/2025 15/04/2025 15/07/2025 15/07/2025 30 000 000 36 163 -400 172 

11/07/2025 15/07/2025 15/10/2025 15/10/2025 30 000 000 36 560 -363 612 

13/10/2025 15/10/2025 15/01/2026 15/01/2026 30 000 000 36 560 -327 052 

13/01/2026 15/01/2026 15/04/2026 15/04/2026 30 000 000 35 765 -291 287 

13/04/2026 15/04/2026 15/07/2026 15/07/2026 30 000 000 36 163 -255 125 

13/07/2026 15/07/2026 15/10/2026 15/10/2026 30 000 000 36 560 -218 565 

13/10/2026 15/10/2026 15/01/2027 15/01/2027 30 000 000 36 560 -182 005 

13/01/2027 15/01/2027 15/04/2027 15/04/2027 30 000 000 35 765 -146 240 

13/04/2027 15/04/2027 15/07/2027 15/07/2027 30 000 000 36 163 -110 077 

13/07/2027 15/07/2027 15/10/2027 15/10/2027 30 000 000 36 560 -73 517 

13/10/2027 15/10/2027 17/01/2028 17/01/2028 30 000 000 37 355 -36 163 

13/01/2028 17/01/2028 17/04/2028 17/04/2028 30 000 000 36 163 0 

H2 - Annualized 
premium

0,48% Total payments 944 200 
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Financial expenses simulation with 
constant Euribor Scenario

All financial expenses simulations include the credit margin at
6% (Facility B), the Euribor3m variations’ impact and the cost of
setting up the new hedge
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Financial expenses simulation with 
projected Euribor Scenario
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Financial expenses simulation with 
projected Euribor + 2% Scenario
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Financial expenses simulation with 
projected Euribor + 4% Scenario



22

Synthesis of financial costs simulations 
(over the total duration of the financing, hedging cost 

included – APR approach)
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Synthesis of financial costs simulations 
(over the total duration of the financing, hedging cost 

included – APR approach)

STRATEGY H2 STRATEGY H3 STRATEGY H4 

H2 Cap 0% H2 Cap 0.5% H2 Cap 1% H3 Cap 0% H3 Cap 0.5% H3 Cap 1% H4 Cap 0% H4 Cap 0.5% H4 Cap 1%

Constant Euribor 13 729 200 13 505 600 13 363 400 13 365 600 13 230 600 13 148 300 12 948 400 12 909 000 12 887 500

Projected Euribor 13 729 200 13 765 189 13 622 989 13 523 738 13 490 189 13 407 889 13 198 600 13 168 589 13 147 089

Projected Euribor + 200 bps 13 729 200 14 494 767 15 341 733 14 437 071 15 062 904 15 741 438 15 677 889 16 003 823 16 347 656

Projected Euribor + 400 bps 13 729 200 14 494 767 15 341 733 15 350 404 15 976 238 16 654 771 18 127 556 18 453 489 18 797 323

STRATEGY H5 STRATEGY H6 STRATEGY H7 

H5 Cap 0% H5 Cap 0.5% H5 Cap 1% H6 Cap 0% H6 Cap 0.5% H6 Cap 1% H7 Cap 0% H7 Cap 0.5% H7 Cap 1%

Constant Euribor 13 250 400 13 142 200 13 076 100 13 539 400 13 360 700 13 247 200 12 907 600 12 878 000 12 861 900

Projected Euribor 13 428 828 13 401 789 13 335 689 13 591 318 13 620 289 13 506 789 13 160 148 13 137 589 13 121 489

Projected Euribor + 200 bps 14 934 784 15 435 251 15 977 817 14 366 607 14 979 240 15 657 074 15 988 726 16 233 126 16 491 026

Projected Euribor + 400 bps 16 411 117 16 911 584 17 454 151 15 112 274 15 724 907 16 402 740 18 758 059 19 002 459 19 260 359
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Amortization table

FIXING 
DATE

START 
DATE

END 
DATE

PAYMENT 
DATE

Facility B
H1 H2 H3 H4 H5 H6 H7 H8 H9

Amort. CRD

13/04/2021 15/04/2021 15/10/2021 15/10/2021 0 30 000 000 0 0 0 0 0 0 0 0 0

13/10/2021 15/10/2021 17/01/2022 17/01/2022 0 30 000 000 30 000 000 30 000 000 30 000 000 24 000 000 24 000 000 24 000 000 18 000 000 18 000 000 18 000 000

13/01/2022 17/01/2022 15/04/2022 15/04/2022 0 30 000 000 30 000 000 30 000 000 30 000 000 24 000 000 24 000 000 24 000 000 18 000 000 18 000 000 18 000 000

13/04/2022 15/04/2022 15/07/2022 15/07/2022 0 30 000 000 30 000 000 30 000 000 30 000 000 24 000 000 24 000 000 24 000 000 18 000 000 18 000 000 18 000 000

13/07/2022 15/07/2022 17/10/2022 17/10/2022 0 30 000 000 30 000 000 30 000 000 30 000 000 24 000 000 24 000 000 24 000 000 18 000 000 18 000 000 18 000 000

13/10/2022 17/10/2022 16/01/2023 16/01/2023 0 30 000 000 30 000 000 30 000 000 30 000 000 24 000 000 24 000 000 24 000 000 18 000 000 18 000 000 18 000 000

12/01/2023 16/01/2023 17/04/2023 17/04/2023 0 30 000 000 30 000 000 30 000 000 30 000 000 24 000 000 24 000 000 24 000 000 18 000 000 18 000 000 18 000 000

13/04/2023 17/04/2023 17/07/2023 17/07/2023 0 30 000 000 30 000 000 30 000 000 30 000 000 24 000 000 24 000 000 24 000 000 18 000 000 18 000 000 18 000 000

13/07/2023 17/07/2023 16/10/2023 16/10/2023 0 30 000 000 30 000 000 30 000 000 30 000 000 24 000 000 24 000 000 24 000 000 18 000 000 18 000 000 18 000 000

12/10/2023 16/10/2023 15/01/2024 15/01/2024 0 30 000 000 30 000 000 30 000 000 30 000 000 24 000 000 24 000 000 24 000 000 18 000 000 18 000 000 18 000 000

11/01/2024 15/01/2024 15/04/2024 15/04/2024 0 30 000 000 30 000 000 30 000 000 30 000 000 24 000 000 24 000 000 24 000 000 18 000 000 18 000 000 18 000 000

11/04/2024 15/04/2024 15/07/2024 15/07/2024 0 30 000 000 30 000 000 30 000 000 30 000 000 24 000 000 24 000 000 24 000 000 18 000 000 18 000 000 18 000 000

11/07/2024 15/07/2024 15/10/2024 15/10/2024 0 30 000 000 30 000 000 30 000 000 30 000 000 24 000 000 24 000 000 24 000 000 18 000 000 18 000 000 18 000 000

11/10/2024 15/10/2024 15/01/2025 15/01/2025 0 30 000 000 0 30 000 000 30 000 000 0 24 000 000 24 000 000 0 18 000 000 18 000 000

13/01/2025 15/01/2025 15/04/2025 15/04/2025 0 30 000 000 0 30 000 000 30 000 000 0 24 000 000 24 000 000 0 18 000 000 18 000 000

11/04/2025 15/04/2025 15/07/2025 15/07/2025 0 30 000 000 0 30 000 000 30 000 000 0 24 000 000 24 000 000 0 18 000 000 18 000 000

11/07/2025 15/07/2025 15/10/2025 15/10/2025 0 30 000 000 0 30 000 000 30 000 000 0 24 000 000 24 000 000 0 18 000 000 18 000 000

13/10/2025 15/10/2025 15/01/2026 15/01/2026 0 30 000 000 0 30 000 000 30 000 000 0 24 000 000 24 000 000 0 18 000 000 18 000 000

13/01/2026 15/01/2026 15/04/2026 15/04/2026 0 30 000 000 0 30 000 000 30 000 000 0 24 000 000 24 000 000 0 18 000 000 18 000 000

13/04/2026 15/04/2026 15/07/2026 15/07/2026 0 30 000 000 0 30 000 000 30 000 000 0 24 000 000 24 000 000 0 18 000 000 18 000 000

13/07/2026 15/07/2026 15/10/2026 15/10/2026 0 30 000 000 0 30 000 000 30 000 000 0 24 000 000 24 000 000 0 18 000 000 18 000 000

13/10/2026 15/10/2026 15/01/2027 15/01/2027 0 30 000 000 0 30 000 000 0 0 0 24 000 000 0 0 18 000 000

13/01/2027 15/01/2027 15/04/2027 15/04/2027 0 30 000 000 0 30 000 000 0 0 0 24 000 000 0 0 18 000 000

13/04/2027 15/04/2027 15/07/2027 15/07/2027 0 30 000 000 0 30 000 000 0 0 0 24 000 000 0 0 18 000 000

13/07/2027 15/07/2027 15/10/2027 15/10/2027 0 30 000 000 0 30 000 000 0 0 0 24 000 000 0 0 18 000 000

13/10/2027 15/10/2027 17/01/2028 17/01/2028 0 30 000 000 0 30 000 000 0 0 0 24 000 000 0 0 18 000 000

13/01/2028 17/01/2028 15/04/2028 15/04/2028 0 30 000 000 0 30 000 000 0 0 0 24 000 000 0 0 18 000 000

13/04/2028 15/04/2028 15/07/2028 15/07/2028 30 000 000 0 0 0 0 0 0 0 0 0 0
Broken period
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Comparative analysis:
Instruments

Cap 0%
• The premium of an option can be paid in full at the option's inception or smoothed over time by expressing it as a

percentage of the financing, as for the rate of a swap. This second solution makes it possible to spread the payment
of the premium over time.

Advantages of the proposed instrument :
Compared to the swap:

- No risk of negative valuation unlike swap, so no risk of having to pay an unexpected cash flow in case of early
unwinding (only remain to pay the spread of the premium for years to come).

- Very fair financing rate (see quotations above), which reproduces the swap rate with floor (excluding bank margin).
Including bank margins (lower on caps than swaps with floors of about 10bps for technical reasons), the cap rate may
be more advantageous than that of the swap with floor 0%.

Compared to caps 0,50% or 1% :
- Better ratio between the minimum and maximum level of financial charges due to the 0% floor on financing that

prevents the benefit of an additional rate cut.

Disadvantages :

Compared to swap with floor 0% :
Premium to be paid, however, the overall financing rate is similar or better than that of the swap with floor and the
premium can be spread to replicate the financial expenses of a swap and cancel this disadvantage.
Compared with caps 0,50% or 1% :
Higher premium, but the premium / cap ratio is more advantageous if rates rise faster than expected by the market. On
the other hand, the 0.50% or 1% cap will be more advantageous if rates do not go up or go down (principle of the
insurance deductible which is advantageous when there is no claim).
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• Finalize a choice of strategy

• Initiate discussions with banks to ensure they are prepared to address
the type of strategy being considered and finalize regulatory
documentation.

• Ask them for indicative quotations

• Organize the transaction

Next steps
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• Constraints related to negative rates

• Euribor curves used for the financials expenses simulations

• Financing terms

• Profiles at maturity of different types of hedge

Appendices
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Negative Interest rates issue

Short and medium terms euro rates are at historic lows due to continued weak growth and "quantitative"
actions of many central banks, including the ECB, to try to boost inflation: negative money rates, massive bond
buybacks to lower supply and demand rates and liquidity injections to encourage lending.
As a result:
• Euribor 3 months rate is expected to be negative until 2024
• Swap rates are negatives up to a 7 years maturity
Faced with these negative rates, which normally have to be passed on to the borrowers' loans, which should
receive interest on the amounts borrowed, banks have set up a floor on the remuneration of their financing.

As a consequence, these floors offset the effectiveness of swaps (and tunnels/collars) that are not expected
to replicate this situation with negative variable rates.

Historical rates

Anticipated rates
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Ineffectiveness of simple swaps ( and 
tunnels/collars) in case of a floor in the financing

A video detailing this concern is visible on the blog of KERIUS Finance by clicking here.

The financing contract provides that the Libor cannot be negative, therefore the bank will not pay interest to the
borrower.

An Interest Rate swap which allows to fix the rate of a debt is a contract by which the company undertakes to:
‒ Receive a floating rate on the amount of the hedged debt (to cancel the floating rate of the financing contract)
‒ Pay a fixed rate on the same amount.

A conventional swap, which does not replicate this floor, that is to say whose variable "leg" does not also include a floor,
has two disadvantages when the index (Libor/Euribor) is negative :

‒ No cap on the overall financing rate: the negative Libor rate is added to the fixed rate to be paid by the
company.

‒ Potential problem with hedge accounting: if hedges are no longer considered as effective by the Auditors as a
result of this issue, all mark-to-market swap fluctuations will be recorded In financial result (i.e. not deferred in
time).

A similar problem arises with the collar: the floor of the collar doubles the floor of the financing. In the event of negative
rates, it induces a loss which increases the financial expenses beyond the threshold rate (cap).

Technical solutions:
‒ Include in the swap a floor replicating that of the financing, but this has a cost. See simulations.
‒ Opt for a hedging with a Cap, which cannot generate negative valuation in the event of negative rates.

http://www.kerius-finance.com/en/blog/unexpected-impact-negative-rates-swaps
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Euribor curves used for the financial 
expenses simulation
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Facilities

Financing clauses
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Reimbursement

Financing clauses
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Hedging Requirement

Financing clauses
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Interest

Financing clauses
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Cross default

Financing clauses
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Various types of hedges

Interest rate swap (example: fixed interest swap vs Euribor 3 months):
Definition: exchange of a stream of fixed interest payments against a stream of floating interest payments (denominated in a
particular currency). The objective is to fix a charge of interests linked to a debt facility.

Advantages:

• No premium to pay at inception (the value of the swap is nil on the trade date)

• Simplicity to trade

• Financial charge is known in advance

Disadvantages:

• Cost of opportunity if the rates move in a favorable direction after inception of the hedge;

• Potential unlimited loss (mark to market)

➢ Simple but risky product in case of unanticipated reduction of the underlying exposure (debt repayment for example)
after inception of the hedge in case of negative mark to market valuation.

Rate fixed by the 
swap

Floating rate of 
unhedged 
underlying

Swaps must be kept for the
part of the exposure that
cannot be reduced (risk of
unlimited loss).

Product that does not guarantee a 
financing rate in a context of 

negative rates for financing facilities 
that include a floor on the index 

(Euribor or else).
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Unhedged Swap rate Hedge Rate (after premium)

Hedge rate Exposure on each payment date

(with Interest Rate Cap)

EURIBOR 3 months

%

Interest rate Cap: Hedge in which the buyer of the cap receives payments from the bank at the end of each period
(fixing date) if the market rate (Euribor or Libor for instance) exceeds the exercise rate of the cap (i.e. strike).

=> The “strike” is the protection rate of the cap.

Advantages:

• Fully flexible to modify or cancel the hedge in case of modification of the exposure;

• Opportunity to benefit from favorable fluctuations of market rates;

• Risk of loss limited to the premium paid initially, in case of hedge modification before expiry

Disadvantage:

• Premium to pay at inception. The premium can be paid upfront to the bank or spread over the life of the
hedge if the bank authorized this credit. The premium is then called “running premium” or “running
margin”.

Maximum hedge rate 
provided by the cap 
(protection = strike)

The cap option 
captures favorable 
variations of the 

underlying

Various types of hedges
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Unhedged Swap rate Hedge Rate (zero premium)

Hedge rate Exposure on each payment date

(with Interest Rate Cap)

EURIBOR 3 months

%

Collars (combinations of options purchased and sold):

Simultaneous purchase of an interest rate cap and sale of an interest rate floor. The buyer’s effective interest rate paid
fluctuates between the two agreed exercise rates (strikes) of the options, depending on the underlying index. A collar profile
is a mix of option profile and swap profile.

Advantages:

• Flexibility as long as the market rate fluctuates between the exercise rates (strikes)

• Protection if the market rate rises above the exercise rate (strike) at maturity of each period

• Opportunity to offset the cost of the cap with the option sold (floor)

Disadvantages:

• Cost of opportunity if the rates move in a favorable direction after inception of the hedge

➢ Potential unlimited gain or loss (mark to market) in case of unanticipated reduction of the underlying exposure (debt
repayment for example) after inception of the hedge or reduction/cancellation of the hedge.

Minimum rate 
paid(floor)

Floating index 
between the two 
agreed exercise 

rates 

Zero premium 
collar

Maximum rate 
paid(cap)

Various types of hedges

Collars must be
kept for the part of
the exposure that
cannot be reduced.

Ineffective product in current market conditions (negative rates) because the floor is too close from the cap. 
And the cap is no more guaranteed if the financing contract is floored.



39

Sébastien Rouzaire

s.rouzaire@kerius-finance.com

www.kerius-finance.com

2013-12-04

KERIUS Finance Suisse SARL

Chemin de Blandonnet 2, 

1214 Vernier - Genève, Suisse

Tel : + 41 22 566 40 52

RC Genève, numéro fédéral: CH-660-2330011-1

KERIUS Finance SAS

17 rue Dupin, 

75006 Paris, France

Tel: +33 1 83 62 27 61

RC Paris: 520 300 948

Immatriculé au Registre Unique des Intermédiaires en Assurance,
Banque et Finance (ORIAS) sous le n°13000716 au titre des
activités de Conseiller en Investissements Financiers, enregistré
auprès de l’Association Nationale des Conseils Financiers-CIF,
association agréée par l’Autorité des Marchés Financiers .



40

AVERTISSEMENT - DISCLAIMER

Ce document a été préparé à l’usage des services financiers du Client. Ce document ou son contenu ne doivent pas être
communiqués ou diffusés en externe sans l’accord préalable écrit de KERIUS FINANCE .

Pour ce document, KERIUS FINANCE a été amenée à utiliser des informations et données chiffrées fournies par le Client. KERIUS
FINANCE a pris ces données en compte sans réaliser de procédure d’audit et n’émettra en conséquence aucune opinion sur leur
fiabilité. Ce document ne constitue pas une documentation contractuelle des transactions éventuellement décrites, ni une
recommandation ou une sollicitation de mettre en place les transactions décrites. Tout Client intéressé par ce type de
transactions ou procédure doit mener ses propres analyses pour vérifier l’adéquation à ses besoins, ainsi que les conséquences,
notamment fiscales et comptables. Il lui appartient également de prendre les dispositions nécessaires à la mise en œuvre des
décisions qu’il aura prises.

Ni KERIUS FINANCE ou ses administrateurs ou employés ne pourront être tenus responsables des conséquences de l’utilisation de
ce document ou de la mise en place, totale ou partielle, par le client, des idées ou opérations décrites.

This document has been prepared for the Finance department of the Client. It must not be communicated or published
externally without prior written consent of KERIUS FINANCE

For this document, KERIUS FINANCE used information and data provided by the Client. The Client agrees that KERIUS FINANCE
took this information into account without auditing them or checking their accuracy and, as a consequence, without producing
any opinion on their reliability. Please note that this document does not constitute a contractual documentation of the
transactions or processes that may be described, nor a recommendation or solicitation to enter into the transactions or processes
described herein. If the Client is interested in setting up this type of transactions or processes, the Client should conduct his own
analysis of the suitability to his needs. The Client must also verify the consequences of his decisions, including accounting and
fiscal aspects. The Client is also responsible for the implementation of his decisions.

Neither KERIUS FINANCE nor its directors and employees accept liability for any loss or damage resulting from the use of this
document and expressly excludes all liability in respect of any implication of the described ideas or transactions on the Client’s
own specific particulars.

2013-01-01


