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1. Features 
1.1 Definition of a Foreign Currency Interest Rate Swap (FCY IRS) 
An interest rate swap is a financial contract between two parties that involves exchanging or 
swapping a stream of agreed interest payments for a 'notional principal' amount during a 
specified period. Such contracts generally involve exchange of rates of interest by way of  

1. 'fixed to floating' OR 
2. ‘floating to fixed' OR 
3. ‘floating to floating'  
 

1.2 Types of FCY IRS 
(i) Pay-side Swap:  
Company X is having 3-year $50 Mn loan exposure with interest rate [ 6-month SOFR + 100 
bps] linked to term SOFR reset every 6 months. In a situation where Company X has a view 
that interest rates are headed higher, Company X will prefer to have fixed interest rate 
liability. This can be achieved by entering a Pay side FCY IRS where it can swap its existing 
floating interest rate liability into fixed interest rate liability.  
Effectively, Company X will achieve its objecting of moving to a fixed interest rate 
 
(ii) Receive-side Swap: 
Company Y is having a 3-year $50 Mn loan exposure @ 5% fixed p.a. In a situation where 
Company y has a view that interest rates are slated lower, Company Y may prefer to have 
floating interest rate liability. This can be achieved by entering a Receive side FCY IRS where 
it can swap its existing fixed interest rate liability into floating interest rate liability (in this 
case the relevant tenor term SOFR).  
Effectively, Company Y will achieve its objecting of moving to a floating interest rate 
 
(iii) Basis swap: 
A basis swap is an interest rate swap which involves the exchange of two floating 
rate financial instruments. A basis swap functions as a floating-floating interest rate swap 
under which the floating rate payments are referenced to different bases. Example of Basis 
swaps 

• against exposure to currency fluctuations (for example, 1M SOFR for 1M SONIA) 

• against one index in the favour of another (for example, 1M USD T-bill for 1M SOFR) 

• different points on a yield curve (for example, 1M SOFR for 6M SOFR) 
 

All features, terms and conditions for FCY IRS are guided by the Governing Directions issued 
by RBI which lay down the guidelines/broad principles to be followed while offering Derivative 
OTC products. 
 
Governing Directions include  

1. Circular captioned “Master Direction - Risk Management and Inter-Bank Dealings” as 
updated by RBI from time-to-time. 

2. The Master Direction – Reserve Bank of India (Market-makers in OTC Derivatives) 
Directions, 2021, as may be amended from time-to-time.   

Please refer to this Product Disclosure Statement & Risk Disclosure Statement at the time of 
executing the transaction. 

https://en.wikipedia.org/wiki/Interest_rate_swap
https://en.wikipedia.org/wiki/Financial_instrument
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1.3 Market Convention 
Fixed Leg Day count 
Number of days in a month considered for calculation of interest.  
For USDIRS, 30 days are considered in a month. 
 
Floating Leg Day count 
Number of days in a month considered for calculation of interest.  
For USDIRS, actual number of days are considered in a month. 
 
Floating leg Interest Frequency 
Duration of settlement period. This is usually quarterly or semi-annually 
 
Business Adjustment Convention 
For the settlement date, the “modified following business day” convention will be followed. 
This means that if the original settlement date falls on a holiday, the swap will get extended 
to the next working day and the settlement will take place on the next working day.  
However, in a case where the extended settlement date falls into the succeeding calendar 
month, then the settlement day rolls backward to the immediately preceding business day. 
 
Table below summarises market conventions for some actively traded currency 

 USDIRS EURIRS GBPIRS YENIRS 

Settlement T + 2 Days T + 2 Days T + 0 Days T + 2 Days 

Fixed Leg Day Count 30/360 30/360 ACT/365 ACT/365 

Floating Leg Day Count ACT/ 360 ACT/360 ACT/365 ACT/365 

Floating Leg Interest 
Frequency 

Quarterly Semi-
annual 

Semi-Annual Semi-Annual 

Business Adjustment Modified 
Following 

Modified 
Following 

Modified 
Following 

Modified 
Following 

 

1.4 FCY IRS quotes and working example 
IRS quotes trade with a bid-offer spread. For 1 year tenor, the quote on the left side indicates 
that the market maker is willing to pay fixed interest rate (0.47%) and receive floating interest 
rate. The quote on the right side indicates that the market maker is willing to receive fixed of 
0.67% and pay floating interest rate. 
FCY IRS for different maturities are available in the interbank market. Standard quotes 
available in market is from 6 months and liquid up to 10 years for freely traded currencies like 
USD/GBP/EUR/JPY. However, any broken date maturities may require some adjustment. 
 
Illustration: XYZ entering receive side USD IRS  
Consider a corporate XYZ which has entered an FCY IRS contract for USD 1 Mio on 1st Dec 
2021 with a bank whereby former pays floating (6 Month SOFR +4%) and receives fixed 
5.0780% (1.0380% + 4%) for a period of 3 years. Floating rate reset at every 6 months and 
settlement also happens semi-annually.  
 
On the fixed side 

On the fixed side, interest received amount to USD 25,190 every six month (USD 1 
Mn*5.0380%*180/360)  
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Total fixed interest payment over the tenor will be USD 151,140 (25,190*6) 
 
On the floating side 

Date SOFR + 4% 

Floating 
Interest 
Amount 

Fixed 
Interest 
Amount 

Net Interest 
Received/ 

(paid) 

01-Jun-22 
(USD 1 

Mio*(182/360)*4.57%) 4.57% 23,103.89 
     

25,190.00  
                            

2,086.11  

01-Dec-22 4.87% 24,755.83 
     

25,190.00  
                                

434.17  

01-Jun-23 5.10% 25,783.33 
     

25,190.00  
                              

-593.33  

01-Dec-23 5.30% 26,941.67 
     

25,190.00  
                           

-1,751.67  

01-Jun-24 4.95% 25,162.50 
     

25,190.00  
                                  

27.50  

01-Dec-24 4.80% 24,400.00 
     

25,190.00  
                                

790.00  

  1,50,147.22 
 

1,51,140.00  
                                

992.78  

 

1.5 Eligible Users 
Under the “Master Direction - Risk Management and Inter-Bank Dealings” (Directions) as 
updated by RBI from time-to-time, both ‘Retail’ and ‘Non-retail’ category of users (including 
Non-Resident users) are eligible to enter into forward contracts through an AD bank. 

 
1.6 Set up of Derivative contract booking facility  
Bank will set up derivative booking facility for its users who wish to avail the facility on a case-
to-case basis, subject to due diligence, credit appraisal of the user’s financials, documentation 
execution etc as per internal processes of the bank. For the purpose of the same, the bank 
might ask the user to put up margin money, collateral, MTM etc. as per bank’s internal 
appraisal and assessment and the same would be mutually agreed with the user before 
setting up internal limits for the interest rate swap booking facility.  Before offering this 
facility, the user might have to provide documentation like ISDA, FX facility agreement etc., 
as may be required by the Bank, which shall contain other mutually agreed conditions relating 
to termination and events of default. 
 

1.7 Underlying Exposure Requirements 
(i) Contracted Exposure (CE) 
The aforesaid Directions define Contracted Exposure as “An exposure to the exchange rate of 
INR against a foreign currency on account of current and capital account transactions 
permissible under FEMA, 1999 or any rules or regulations made thereunder, which have 
already been entered into.” 

• For FCY IRS contracts booked under “Contracted Exposure” facility, the user shall have 
to submit evidence of underlying exposure to the bank within 15 calendar days of the 
trade being entered into/booked.   
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• In the event the evidence of the underlying exposure is not provided by the user within 
the aforementioned stipulated timeline, the bank reserves the right to cancel the FCY 
IRS and the exchange gain if any will not be passed to the user by the bank while the 
user shall be liable to pay any exchange loss in the event of such cancellation.  

• Submission of underlying documents can be by way of physical delivery or in any 
electronic form as per mutually acceptable media including but not limited to email.   

• Cancellation and rebooking are freely allowed for FCY IRS booked under “Contracted 
exposure” as long as the notional and/or maturity tenor of the FCY IRS does not exceed 
the underlying exposure.  

 

2. Terms and conditions including for settlement and termination 
2.1 Events applicable post booking of a FCY IRS 

• Net Interest Settlement on each settlement date: 
o On each of the interest settlement dates, cash flows will be net settled 

• Cancellation/termination/Unwind:  
o As per regulations, the user is permitted to cancel a FCY IRS on or before expiry 

date by settling Mark to Market (MTM) value of outstanding contract on spot 
basis (T + 2 business days from the day of cancellation).  
 

3. Benefits  
• Hedge against upward moves in interest rate direction: With FCYIRS, a corporate 

insulate itself from upward moves in interest rate on its loan book as it locks a fixed 
rate of interest to pay on its underlying term loans. 

• Yield enhancement: Similarly, in case of fixed interest rate liability, if interest rate is 
expected to decline, it will be beneficial to swap interest rate liability into floating 
interest rate.  

 

4. All risks 
• Interest rate risk: Once a user enters a FCY IRS contract, if interest rate moves in 

opposite direction than expected, FCY IRS will increase the interest cost. Further user 
forgoes any participation in favourable interest rate movement. 

 
For example, if a user has entered an IRS to pay at fixed rate of interest and if 
thereafter the interest rate curve moves lower, the user will not be able to take 
advantage of the lower interest rates.  
 
Conversely, when an IRS is entered to receive fixed rate of interest and if thereafter 
the interest rate curve moves higher, the user will not be able to benefit from higher 
interest rates.  
 

• The MTM (mark-to market) risk: MTM of the contract may be in the money or out of 
the money at any point during the tenor of the contract. The differential is on account 
of the rate contracted vs. the current market rate. MTM fluctuations can lead to 
adverse volatility in P/L for the corporate/user and may also lead to margin calls 
(depending on the terms of the facility sanctioned).  
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• Underlying risk: In the event the underlying asset ceases to exist then the hedge needs 
to be unwound at the market rate (which could be out of the money and may lead to 
cash outflow) 
 

5. Pay-off profile (Upside/Downside risks)  
FCY IRS allows user to swap its interest rate liabilities from fixed to floating rate and vice versa 
depending on expected interest rate movement. Below two illustrations are given to explain 
working of FCY IRS  
 
Illustration 1: XYZ enters receive fixed-pay floating FCYIRS: 
Notional: USD 1 Mn 
Tenor: 3 years 
XYZ to receive: 5% 
Trade Date: 29 Nov 2021 
Start Date: 1 Dec 2021 
 
Pay off on Maturity: 
 

Date SOFR + 4% 
Floating Interest 

Amount 

01-Jun-22 
(USD 1 Mio*(182/360)*4.57%) 4.57% 23,103.89 

01-Dec-22 4.87% 24,755.83 

01-Jun-23 5.10% 25,783.33 

01-Dec-23 5.30% 26,941.67 

01-Jun-24 4.95% 25,162.50 

01-Dec-24 4.80% 24,400.00 

  1,50,147.22 

 

 
 
 

4.20%

4.40%

4.60%

4.80%

5.00%

5.20%

5.40%

01-Jun-22 01-Dec-22 01-Jun-23 01-Dec-23 01-Jun-24 01-Dec-24

Pay-off Profile

SOFR + 4% to pay Fixed Interest Rate to receive
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Sensitivity Analysis: 
We consider a 3Y FCY IRS structure with a wider range of SOFR rate to elucidate sensitivity 
analysis as below: 
 
Notional: USD 1 Mn 
Tenor: 3 years 
XYZ to receive: 5% 
XYZ to pay: SOFR + 4% 
Trade Date: 29th Nov 2021 
Start Date: 1st Dec 2021 
Settlement Date: Semi-annual 
 

Notional (USD) FCY IRS Fixed Rate 
Average Floating Rate 
(SOFR+ 4%) 

Gain/ Loss (in 
USD) 

10,00,000.00 5.00% 4.00% 5,000.00 

10,00,000.00 5.00% 4.25% 3,750.00 

10,00,000.00 5.00% 4.50% 2,500.00 

10,00,000.00 5.00% 4.75% 1,250.00 

10,00,000.00 5.00% 5.00% 0.00 

10,00,000.00 5.00% 5.25% -1,250.00 

10,00,000.00 5.00% 5.50% -2,500.00 

10,00,000.00 5.00% 5.75% -3,750.00 

10,00,000.00 5.00% 6.00% -5,000.00 

 
The last column computes the gain/ loss on entire tenor of 3 years assuming floating rate 
remain constant at each of the values in 3rd column, through the tenor of FCY IRS 
 
Illustration 2 (Pay fixed interest rate (Pay-side swap)): 
Notional: USD 1 Mn 
Tenor: 3 years 
XYZ to pay: 5% 
Trade Date: 29 Nov 2021 
Start Date: 1 Dec 2021 
Settlement dates – Semi annual 
 
Pay off on Maturity: 
 

Date SOFR + 4% 
Floating Interest 

Amount 

01-Jun-22 
(USD 1 Mio*(182/360)*4.57%) 4.57% 23,103.89 

01-Dec-22 4.87% 24,755.83 

01-Jun-23 5.10% 25,783.33 

01-Dec-23 5.30% 26,941.67 

01-Jun-24 4.95% 25,162.50 
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01-Dec-24 4.80% 24,400.00 

  1,50,147.22 

 

 
 
Sensitivity Analysis: 
We consider a 3Y FCY IRS structure with a wider range of SOFR rate to elucidate sensitivity 
analysis as below: 
Notional: USD 1 Mn 
Tenor: 3 years 
XYZ to pay: 5% 
XYZ to receive: SOFR + 4% 
Trade Date: 29th Nov 2021 
Start Date: 1st Dec 2021 
Settlement Date: Semi-annual 
 

Notional (USD) 
FCY IRS Fixed 
Rate 

Average Floating 
Rate (SOFR+ 4%) 

Gain/ Loss (in USD) 

10,00,000.00 5.00% 4.00% -5,000.00 

10,00,000.00 5.00% 4.25% -3,750.00 

10,00,000.00 5.00% 4.50% -2,500.00 

10,00,000.00 5.00% 4.75% -1,250.00 

10,00,000.00 5.00% 5.00% 0.00 

10,00,000.00 5.00% 5.25% 1,250.00 

10,00,000.00 5.00% 5.50% 2,500.00 

10,00,000.00 5.00% 5.75% 3,750.00 

10,00,000.00 5.00% 6.00% 5,000.00 

 
The last column computes the gain/ loss on entire tenor of 3 years assuming floating rate 
remain constant at each of the values in 3rd column, through the tenor of FCY IRS 
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4.40%
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01-Jun-22 01-Dec-22 01-Jun-23 01-Dec-23 01-Jun-24 01-Dec-24

Pay-off Profile

SOFR + 4% to receive Fixed Interest Rate to pay



 

9 Product Disclosure Statement – Foreign Currency Interest Rate Swap 

Classification - Internal 

6. Costs and fees, including break-up 
HDFC Bank will act as a principal on its own behalf as a counterparty to the user taking on one 
or more risks in connection with an order/price, including credit risk and varying degrees of 
market risk. 
 
The FCY IRS contracted with user, will be dependent on the prevailing interbank rates and be 
inclusive of a mark-up adjustment. The factors that may contribute to the mark up 
adjustment, will amongst other things include counterparty credit risk, capital costs, liquidity 
risk, tenor risk premium.  
 
In addition, there will be statutory charges (stamp duties etc.) as per applicable guidelines.  
 

7. Risk Disclosure Statement 
Below Risk Disclosure Statement is in line with ‘The Master Direction – Reserve Bank of India 
(Market-makers in OTC Derivatives) Directions, 2021’ vide Notification No. 
FMRD.FMD.08/02.03.247/2021-22 dated 16th September 2021. This will be applicable to all 
the transactions done with the bank on this product and the user is advised to refer to the 
below Risk Disclosure Statement before dealing in each such transaction.  
 
a) Rationale of the Transaction  
FCY IRS enables the user to hedge the interest rate risk on its underlying transaction of foreign 
currency borrowing by taking a view on expected interest rate movement over tenor 
borrowing.  
 
b) Sensitivity Analysis identifying various parameters that affect the product 
Parameters involved in Pricing 

• FCY IRS Interest Rate Curve 
 
Payside FCY IRS – User pays fixed interest rate and receive floating interest rate (e.g SOFR) 
 

Variable Movement  Impact on Unwind 

FCY Interest rate curve 
Increases Positive 

Decreases Negative 

• In case the FCY IRS curve for the remaining tenor of the deal moves up and above 
over fixed rate, it will have a positive impact on the MTM of the swap for the 
counterparty. Similarly, in the situation of FCY curve for the remaining tenor of the 
deal moving lower, it will have a negative impact on the MTM on the swap for the 
counterparty in case the counterparty is paying fixed. 

 
Receive-side FCY IRS – User receive fixed interest rate and pays floating interest rate (e.g 
SOFR) 
 

Variable Movement  Impact on Unwind 

FCY Interest rate curve 
Increases Negative 

Decreases Positive 
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• In case the FCY IRS curve for the remaining tenor of the deal moves down and 
below the fixed rate, it will have a positive impact on the MTM of the swap for the 
counterparty. Similarly, in the situation of the FCY IRS curve for the remaining 
tenor of the deal moving higher, it will have a negative impact on the MTM on the 
swap for the counterparty in case the counterparty is receiving fixed. 

 
c) Scenario Analysis covering upside and downside risks on pay off profile  
Illustration 1: XYZ Ltd enters receive fixed-pay floating FCYIRS: 
 
Notional: USD 1 Mn 
Tenor: 3 years 
XYZ to receive: 5% 
XYZ to pay : SOFR + 4% 
Trade Date: 29 Nov 2021 
Start Date: 1 Dec 2021 
Settlement dates – Semi Annual 
 
Pay off on Maturity: 
 

Date SOFR + 4% 
Floating Interest 

Amount 

01-Jun-22 
(USD 1 Mio*(182/360)*4.57%) 4.57% 23,103.89 

01-Dec-22 4.87% 24,755.83 

01-Jun-23 5.10% 25,783.33 

01-Dec-23 5.30% 26,941.67 

01-Jun-24 4.95% 25,162.50 

01-Dec-24 4.80% 24,400.00 

  1,50,147.22 
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Sensitivity Analysis: 
We consider a 3Y FCY IRS structure with a wider range of SOFR rate to elucidate sensitivity 
analysis as below: 
 
Notional: USD 1 Mn 
Tenor: 3 years 
XYZ to receive: 5% 
XYZ to pay: SOFR + 4% 
Trade Date: 29th Nov 2021 
Start Date: 1st Dec 2021 
Settlement Date: Semi-annual 
 

Notional (USD) FCY IRS Fixed Rate 
Average Floating Rate 
(SOFR+ 4%) 

Gain/ Loss (in 
USD) 

10,00,000.00 5.00% 4.00% 5,000.00 

10,00,000.00 5.00% 4.25% 3,750.00 

10,00,000.00 5.00% 4.50% 2,500.00 

10,00,000.00 5.00% 4.75% 1,250.00 

10,00,000.00 5.00% 5.00% 0.00 

10,00,000.00 5.00% 5.25% -1,250.00 

10,00,000.00 5.00% 5.50% -2,500.00 

10,00,000.00 5.00% 5.75% -3,750.00 

10,00,000.00 5.00% 6.00% -5,000.00 

 
The last column computes the gain/ loss on entire tenor of 3 years assuming floating rate 
remain constant at each of the values in 3rd column, through the tenor of FCY IRS 
 
Illustration 2 (Pay fixed interest rate (Pay-side swap)): 
Notional: USD 1 Mn 
Tenor: 3 years 
XYZ Ltd to pay: 5% 
XYZ Ltd to receive : SOFR + 4% 
Trade Date: 29 Nov 2021 
Start Date: 1 Dec 2021 
 
Pay off on Maturity: 
 

Date SOFR + 4% 
Floating Interest 

Amount 

01-Jun-22 
(USD 1 Mio*(182/360)*4.57%) 4.57% 23,103.89 

01-Dec-22 4.87% 24,755.83 

01-Jun-23 5.10% 25,783.33 

01-Dec-23 5.30% 26,941.67 

01-Jun-24 4.95% 25,162.50 
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01-Dec-24 4.80% 24,400.00 

  1,50,147.22 

 

 
 
Sensitivity Analysis: 
We consider a 3Y FCY IRS structure with a wider range of SOFR rate to elucidate sensitivity 
analysis as below: 
 
Notional: USD 1 Mn 
Tenor: 3 years 
XYZ to pay: 5% 
XYZ to receive: SOFR + 4% 
Trade Date: 29th Nov 2021 
Start Date: 1st Dec 2021 
Settlement Date: Semi-annual 
 

Notional (USD) 
FCY IRS Fixed 
Rate 

Average Floating 
Rate (SOFR+ 4%) 

Gain/ Loss (in USD) 

10,00,000.00 5.00% 4.00% -5,000.00 

10,00,000.00 5.00% 4.25% -3,750.00 

10,00,000.00 5.00% 4.50% -2,500.00 

10,00,000.00 5.00% 4.75% -1,250.00 

10,00,000.00 5.00% 5.00% 0.00 

10,00,000.00 5.00% 5.25% 1,250.00 

10,00,000.00 5.00% 5.50% 2,500.00 

10,00,000.00 5.00% 5.75% 3,750.00 

10,00,000.00 5.00% 6.00% 5,000.00 

 
The last column computes the gain/ loss on entire tenor of 3 years assuming floating rate 
remain constant at each of the values in 3rd column, through the tenor of FCY IRS 
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8. General Disclosure 
8.1 This Product Disclosure Statement and Risk Disclosure Statement will be applicable to all 
the transactions done with the bank in this product and the user is advised to refer and 
understand these before deciding to execute each such transaction. This Product Disclosure 
Statement is not intended as an offer or solicitation for the purchase or sale of any financial 
instrument. 
8.2 This transaction is a sophisticated financial instrument and involves a significant degree 
of various risks, including market risk, credit risk, and liquidity risk. 
8.3 The user is expected to have sufficient knowledge and experience and seek independent 
professional advice to make their own evaluation of the risks and rewards of doing this 
transaction 
8.4 The user is expected to have internal risk management framework and approval for 
dealing in the product based on their Risk management policy 
8.5 HDFC Bank assumes no fiduciary responsibility or liability for any consequences, financial 
or otherwise, arising from this transaction. 
8.6 The user is responsible to obtain tax, accounting, legal and other advice as considered 
necessary from third party professionals. 
8.7 The features and Terms & Conditions mentioned above in this Product Disclosure 
Statement includes only indicative terms, conditions and risks associated with the 
transactions under this product. This statement has not been prepared based on any research 
on the transactions in this product nor from any similar report. These are subject to change 
as determined by HDFC Bank depending on the changes in the extant guidelines from time-
to-time or change in market dynamics. The individual contract confirmations shall be referred 
to by the user as it contains the exact specific details of the transaction and governing terms 
and conditions of the contract, and the same shall be binding on the user. 
8.8 The Transactions under this product will be governed by and subject to the ISDA Master 
Agreement (including the Schedule, any Credit Support Annex) or any other similar document, 
wherever applicable; confirmation for transactions under this product and amendments (if 
any) to the foregoing documents executed between Party A and Party B from time-to-time. 
8.9 These statements are confidential and shall not be disclosed, reproduced, redistributed 
or transmitted, in whole or in part in any manner whatsoever, without the prior written 
consent of HDFC Bank Ltd. Any unauthorized use or disclosure is strictly prohibited. 


