INTEREST RATE SWAPTION 

TECHNICAL SCHEDULE

_________

Transactions in Interest Rate Swaptions shall be governed by the AFB Master Agreement for Foreign Exchange and Derivatives Transactions or, as the case may be, the FBF Master Agreement Relating to Transactions in Forward Financial Instruments, the definitions that are common to several Technical Schedules and the following provisions.

An Interest Rate Swaption is an Option where the Underlying Asset is an Interest Rate Swap in a single Currency.

ARTICLE 1 - DEFINITIONS

CASH SETTLEMENT AMOUNT

Amount calculated in accordance with the procedures set out in Annex I

MARKET PRICE

Rate reflecting the Market Price of the Underlying asset, as established in accordance with the procedures stipulated in the Confirmation

PAYER OPTION 

Option under which the Seller grants the Buyer the right to pay the fixed rate and receive the floating rate of the Interest Rate Swap or receive a Cash Settlement Amount

RECEIVER OPTION 

Option under which the Seller grants the Buyer the right to pay the floating rate and receive the fixed rate of the Interest Rate Swap or receive a Cash Settlement Amount

REFERENCE BANK(S)

Bank(s) contacted to determine the Market Price and designated as such in the Confirmation

STRIKE RATE

Fixed rate of the Interest Rate Swap as determined upon entry into the Interest-Rate Swap transaction

ARTICLE 2 – ENTERING INTO INTEREST 
RATE SWAPTION TRANSACTIONS 
When entering into an Interest Rate Swaption transaction, the Parties shall agree on:

-
the settlement procedure if the Option is Exercised,

-
the Calculation Agent,

-
the Reference Banks if Cash Settlement applies.

ARTICLE 3 - SETTLEMENT OF EXERCISED OPTIONS

If an Option is Exercised, the Parties shall either apply Physical Settlement, by executing the underlying interest rate swap, or Cash Settlement.

3.1. Physical Settlement

Exercising the Option will automatically entitle the Buyer to execution of an Interest-Rate Swap on the terms set out upon entering into the Interest-Rate Swaption transaction.

3.1.1. If the Buyer of a Payer Option decides to exercise its option, it shall pay the Fixed Amounts and the Seller shall pay the Floating Amounts calculated in accordance with the provisions of the Confirmation.

3.1.2. If the Buyer of Receiver Option decides to exercise its option, it shall pay the Floating Amounts and the Seller shall pay the Fixed Amounts calculated in accordance with the provisions of the Confirmation.

3.2. Cash Settlement

The Seller shall pay the Buyer the Cash Settlement Amount on the Payment Date.

3.2.1. Determination of the Market Price by the Calculation Agent
· at 11:00 am, Paris time, the Calculation Agent shall ask the Reference Banks to provide their bid and offered fixed rates for the Underlying Swap,

-
The Calculation Agent shall:
1.
determine the mid-market rate (arithmetic mean of the bid and offered rates) provided by each Reference Bank.
2.
calculate the Market Price by determining the arithmetic mean of the mid-market rates, after eliminating the highest and lowest quotations.

The discount rate applied shall be equal to the Market Price of the Underlying Swap
.

ARTICLE 4 - Exercise

4.1: Notice of Exercise: 

The Buyer shall give the Seller notice of Exercise by telephone one Business Day before the Latest Exercise Time. The notice shall be followed up with a Confirmation by telex, SWIFT, fax or any electronic transmission system that provides a sufficient level of security and reliability for the Parties by the next Business Day. The absence of Confirmation shall not affect the validity of the notice given by telephone. 

For an American Option, if the Seller receives the Exercise notice at or before the Latest Exercise Time on a Business Day during the Exercise Period, that Business Day shall be deemed to be the Exercise Date of the Option. If the Seller receives the Exercise Notice on a day during the Exercise Period that is not a Business Day or on a Business Day during the Exercise Period but after the Latest Exercise Time, said Exercise Date shall be, as the case may be, the following Business Day of the Exercise Period.

For a Bermuda Option, if the Seller receives the Exercise Notice at or before the Latest Exercise Time on a Scheduled Exercise Date or on the Maturity Date, that day shall be deemed to be the Exercise Date of the Option. If the Seller receives the Exercise Notice (i) on a day that is not a Scheduled Exercise Date, or on a Scheduled Exercise Date, but after the Latest Exercise Time, said Exercise Date shall be, as the case may be, the following Scheduled Exercise Date or (ii) on the Maturity Date but after the Latest Exercise Time, said notice shall be invalid.

For a European Option, if the Seller receives the Exercise Notice on the Maturity Date, but after the Latest Exercise Time, said notice shall be invalid.

4.2: Automatic Exercise:


When entering into an Option contract, the Parties may agree to automatic Exercise of the Option. This choice shall be indicated in the Confirmation

If the Parties agree that an Interest Rate and Currency Swaption is to be subject to Automatic Exercise, unless the Seller receives notice to the contrary from the Buyer by the Latest Exercise Time on the Maturity Date, any unexercised Interest-Rate and Currency Options shall be deemed to be automatically executed if, at that time, the Buyer is in the money.

____________________

ANNEX I

CALCULATING THE CASH SETTLEMENT AMOUNT

The calculation procedure for the Cash Settlement Amount varies depending on the reference Floating Rate used. The Parties may refer to the calculation methods described below for the Money Market Average Annual Rate (TAM) and the Floating Rate.

1. Underlying Swap: Fixed Rate to TAM

An Interest Rate Swap for a Fixed Rate to TAM shall start on the first day:

-
of the current month when traded from the 1st through the 14th of the month,

-
of the following month when traded from the 15th through the 31st of the month.

The Cash Settlement Amount is calculated in two stages. The present value of the fixed rate cash flow on the Commencement Date of the Interest Rate Swap is calculated and the value obtained is discounted or compounded on the Exercise Date.

1.1. Cash Settlement Amount on the Commencement Date

1.1.1. Interest-Rate Swap for period of a whole number of years.

DDC: Cash Settlement Amount on the Commencement Date

n: Term of the Interest-Rate Swap as a whole number of years

pe: Strike Price

pm: Market Price 

dt: Rate spread

mt: Notional Amount

Receiver Option: dt = max (0; pe - pm).

Payer Option: dt = max (0; pm - pe).

          n

DDC = mt *dt *  (  (1 + pm)-i

           i = 1
1.1.2. Broken-Period Interest-Rate Swap:

Let bs denote the calculation period for the Broken Period using the Actual/Actual day count fraction and dtbs denote the equivalent Rate Spread for the Broken Period.

Receiver Option:

dtbs = max [0 ; (1 + pe)bs -(1 + pm)bs]

Payer Option:

dtbs = max [0 ; (1 + pm)bs – (1 + pe)bs]

                               n

DDC = mt[dtbs* (1 + pm)-bs + dt  ( (1 + pm)-(j + bs)]

                                i=1

1.2. Value of the Cash Settlement Amount on the Exercise Date

Let D denote the Cash Settlement Amount:

D = DDC* (1 + pm)-B

B = Calculation Period starting on the Exercise Date and ending on the Commencement Date of the Interest-Rate Swap using the Actual/Actual day count fraction. 

B is positive if the Commencement Date of the Interest-Rate Swap comes after the Exercise Date and negative in the opposite case.

In the first case, the value of the fixed cash flow is discounted and, in the second case, the fixed cash flow is compounded.

2. Underlying Swap: fixed rate to floating rate

An Interest Rate Swap for a Fixed Rate versus a Floating Rate is set up on the Exercise Date and starts the following Business Day.

2.1. Interest-Rate Swap for a period of a whole number of years

    n

D = mt *dt *  (  (1 + pm)-i

    i = 1

2.2. Broken-Period Interest-Rate Swap

Let bs denote the Calculation Period using the Actual/Actual day count fraction.

                            n

D = mt *dt *      bs (1 + pm)-bs + ( (1 + pm)- (i + bs)
                             i = 1

ANNEX II

From:  




Party A

To:




Party B

CONFIRMATION OF AN

INTEREST-RATE SWAPTION

________________

The purpose of this letter (this “Confirmation”) is to confirm the terms of a transaction in an Interest-Rate Swaption (this “Transaction”) governed by the AFB Master Agreement for Foreign Exchange and Derivatives Transactions or, as the case may be, the FBF Master Agreement Relating to Transactions in Forward Financial Instruments (the “Agreement”) and the provisions of the “Interest-Rate Swaptions” Technical Schedule.

In the event of inconsistencies between the stipulations of this Confirmation and the stipulations of the Agreement, the stipulations of the Confirmation shall prevail, in accordance with Article 4.3 of the Agreement
.

I. Characteristics of the Option Transaction

	Transaction Reference:

Date of signature of the Master Agreement


	Trade Date:

Commencement Date:



	Underlying Swap


	Interest-Rate Swap Transaction described below that is governed by the Agreement and the “Interest-Rate or Currency Swap” Technical Schedule

	 - Option Style

	American / European / Bermuda (1)

	 - Buyer


	…………………………………….

	 - Seller

	…………………………………….

	 - Calculation Agent
	…………………………………….

	 - Maturity Date


	………………………………….



	· Exercise Date

· Scheduled Exercise Date (4)


	

	 - Latest Exercise Time
	- Payment of Cash Settlement Amount

before ……o’clock, ……………..time 

- Swap

before ……o’clock, ……………..time (1)



	 - Notional Amount
	

	- Premium

Rate (if applicable)

Payment

Payment Date

Payment Instructions
	…………………………………… %

……………. Currency……………..

……………………………………. 

…………………………………….




II. Characteristics of the Underlying Swap

	Currency


	

	Notional Amount


	NOTIONAL AMOUNT OF OPTION

	Commencement Date


	……………………………………………..

(Exercise Date + ….Business Days)

	Maturity Date

	

	Fixed-Rate Payer 


	Buyer (A)/Seller (B) (1)

	Fixed Rate (percentage, per year)


	

	Day count fraction for Fixed Amounts


	Actual/360                               

Actual/365                               

Actual/365 Fixed

Actual/Actual (1)


	30E/360

30/360

	Fixed Amount


	……………………………………………….

(an amount equal to the product of the Notional Amount, the Fixed Rate and the day count fraction for Fixed Amounts)



	Calculation Period for Fixed Amounts

First/Last Calculation Period for Fixed Amounts (if applicable) (3)

Rate for the first/last Calculation Period (if applicable) (3)

Day count fraction for the first Calculation Period (if applicable) (3)
	Any period of …. months starting on ….. (and on …..) of each calendar year, from the Commencement Date to the Maturity Date (2)

from ………………to …………………(3)

…

………………………………………%(3)

…………………………………………. (3)



	Payment Dates for Fixed Amounts


	Last Business Day of each Calculation Period for the Fixed Amounts/ ….Business Day(s) after each Calculation Period for the Fixed Amounts (1)(2)



	Floating-Rate Payer


	Buyer (A)/Seller (B) (1)



	Floating Rate


	With a Designated Maturity of …. months 

(Floating Rate Benchmark)



	Margin (percentage, per year) 


	+ / - ……% 

	Floating Rate Determination Date
	… Business Days(s) before/after the first/last day of each Calculation Period for the Floating Amounts (1)



	Day count fraction for the Floating Amounts


	Actual/360                               

Actual/365                               

Actual/365 Fixed


	Actual/Actual

30E/360

30/360 (1)

	Floating Amount


	……………………………………………….

(an amount equal to the product of the Notional Amount, the Floating Rate, plus the Margin, and the day count fraction for the Floating Amounts)



	Calculation Period for the Floating Amounts

First/Last Calculation Period for the Floating Amounts (if applicable) (3)

Rate for the first/last Calculation Period (if applicable) (3)

Day Count Fraction for the first/last Calculation Period (if applicable) (3)


	Any period(s) of …. months starting on ….…. (and on ….) of each calendar year from the Commencement Date to the Maturity Date (2).

from ………………….to …………………..(3)

……………………………………………..% (3)

………………………………………………..(3)



	Floating Amount Payment Dates 


	The last Business Day of each Floating Amount Calculation Period/…. Business Day(s) after each Floating Amount Calculation Period (1)



	Up Front Payment (if applicable) 


	On the Commencement Date (A/B)

shall pay (B/A)………………………




III. Settlement of Exercised Options (1)

	Cash Settlement


	

	Payment Date


	……………………………………..

(Exercise Date + …..Business Day(s)



	Determination of the Market Price


	By the Calculation Agent/……………………………………(1)(2)

	Reference Banks


	

	Physical Settlement
 


	Exercising the Option will automatically entail execution of an Interest-Rate Swap under the terms defined in Section II “Characteristics of the Underlying Swap” above




IV. Notices and Payments

	Financial Market(s) selected for determining Business Days relating to:

· Floating Rate Determination Dates

· Payment Dates


	………………………………………..

………………………………………..

	Business Day Convention used for 

- Maturity Date

- other dates
	Preceding/Following/Modified Following Business Day (1)

Preceding/Following/Modified Following Business Day (1)



	Payment Instructions 

Payments to Buyer (A)

Payments to Seller (B)
	Account No ……………………………..

with ……………………..

at ………………………………………..

Account No ……………………………..

with ……………………..

at ………………………………………..



	Notices

Address of Party A

Address of Party B
	Name………………………………………

(Branch)………………………….

Address..…………………………………

Telex…………………………………..

Fax…………………………...

Name………………………………………

(Branch)………………………….

Address..…………………………………

Telex…………………………………..

Fax…………………………...



	Special provisions (3)


	


Disclaimer

Any market transaction in forward financial instruments entails risks stemming from variations in interest rates, foreign exchange rates, equity prices or stock exchange indices.

With regard to these risks, each Party represents and warrants that it has the necessary investment knowledge and experience to assess the characteristics, advantages and risks of this transaction.

Each Party represents and warrants that it has identified its needs with regard to this transaction in light of its activity and its financial situation, and that it has undertaken its own evaluation of the financial, legal, tax, accounting and regulatory aspects of the transaction and that it is not relying on the other Party for such evaluation. 

[Party A/B] is acting as a Party to this transaction, not an adviser. It shall not be liable for the financial consequences of the other Party’s dealing in the financial instruments.

Each Party represents and warrants that it is entering into this transaction on its own behalf and not as an agent.

Any projections, comments or indications provided by one of the Parties with regard to costs, rates of return or likely price trends shall be for information purposes only and must not be construed as a valuation or guarantee. Each of the Parties acknowledges that such information may be affected by changes in the market or in certain underlying assumptions. Such information is provided for the purposes of comparison and must not take the place of the other Party’s own evaluation.

Please return this Confirmation to us with the signatures of your duly authorised representatives as soon as possible.

Name of Party A



Name of Party B

Branch:





Branch:

By:






By:

Name and title:




Name and title:

__________

(1) Specify the item selected

(2) Complete

(3) Insert if applicable and cross out if not

(4) Item to be completed in the case of a Bermuda Option

� See the calculations in Annex I.


� The following preamble is to be inserted if the Parties have not signed a master agreement:           


The purpose of this document (this “Confirmation”) is to confirm the terms and conditions of the transaction between [   ] and [   ], on the Trade Date specified below (the “Transaction”).


The Parties undertake to take all necessary measures to sign the FBF Master Agreement [2001/2006] relating to transactions on forward financial instruments [of August 2001/March 2007] as soon as possible with possible good-faith amendments agreed between the Parties. Pending such signature, this transaction shall be governed by the Master Agreement referred to above (the “Master Agreement”), and the “Interest-Rate Swaptions” Technical Schedule, of which both Parties are in possession of a copy, the Parties declare that, in particular, they are familiar with the “General Principles” in Article 1. Once entered into, the Confirmation shall form an integral part of the Master Agreement.


In the event of inconsistencies between the stipulations of this Confirmation and the stipulations of the Master Agreement, the stipulations of the Confirmation shall prevail, in accordance with Article 4.3 of the Master Agreement.





� If Cash Settlement applies


� If exercise entails execution of an Interest Rate Swap





