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SWAP MECHANISMS AND THEIR USE IN MARGIN LENDING
TRANSACTIONS

In the course of studying the regulatory framework of the derivatives market, it
was revealed that the national legislation does not clearly distinguish between the
concepts that characterize certain types of derivative financial instruments, namely,
SWAP transactions and REPO transactions. In particular, according to the Resolution
of the National Bank of 29.12.2007 No. 414, a SWAP is a derivative instrument, which
Is a contract that allows its parties to temporarily exchange some assets or liabilities
for other assets or liabilities [1].

The Instruction on the procedure for refinancing by the National Bank of the
Republic of Belarus of banks of the Republic of Belarus in the form of SWAP
transactions, approved by Resolution No. 76 of the Board of the National Bank of the
Republic of Belarus dated 08.02.2013, regulates the procedure for refinancing by the
National Bank of the Republic of Belarus (hereinafter referred to as the National Bank)
of banks of the Republic of Belarus (hereinafter referred to as banks) in the form of
SWAP transactions, including relations arising from their implementation. completion

and execution.
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For the purposes of these Instructions, a SWAP transaction is understood as the
purchase by the National Bank of foreign currency from a bank for Belarusian rubles
(direct transaction) with the obligation to sell foreign currency for Belarusian rubles
after the period specified by the parties to the transaction (reverse transaction). At the
same time, the amount of foreign currency does not change [2].

The scope of application of this financial instrument in foreign practice is quite wide.

A swap contract is an agreement between the parties aimed at exchanging
monetary payments based on various interest rates, prices or exchange quotations
calculated on the basis of the monetary amount specified in the contract [3]. Despite
some similarities with non-deliverable forward contracts, swap contracts are a separate
class of derivative financial instruments. Payments on swaps (similar in nature to
variation margins) are calculated as the difference between floating and fixed interest

rates, but there is no actual transfer of the principal amount.

Side A

—

Side B

Currency A
Currency B

Figure 1. Currency and interest rate SWAP transaction structure
Source: in-house development based on specialized literature.

In step one, you give the swap counterparty the dollars that you received from the
financing bank, and you receive another currency from the counterparty, for example,

euros, which you can use for further needs of the organization.
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In the second step, you pay interest in euros for the duration of the term in
exchange for dollar interest paid by the swap counterparty. And further dollar interest
Is directed to the financing bank.

In the third step, you give the face value of the loan taken in euros, the counterparty
receives the face value of the loan in dollars, and you pay off your lender.

The purpose of entering into a contract is to change the currency of the obligation
with its effective use.

Let's analyze a margin financing transaction using a currency-interest rate swap
made by BPS-Sberbank in 2021.

OTHER BANK
Repayment of
debt EUR X 3
million
Client
A 7'y
Transfer of
shares and Financing SWAP
collateral, 1 BYN Y 2 settlements 2
signing of millinn
documentatio
\ 4

SBERBANK

Rice. 2. Structure of the debt refinancing transaction by means of margin
lending and currency and interest rate swap.
Source: in-house development based on specialized literature.

The transaction was carried out according to the needs of the client, namely: a
European SPV company. It has an outstanding debt of EUR at the rate of X million. in
another bank, secured by the security of shares in a European public company.

The essence of the transaction is to refinance debt in another bank using a margin

loan and a currencyand interestro rate swap:
33



1. At the first stage, when the documentation is fully signed, the client transfers the
shares to the bank's depository and mortgages them, that is, the bank has received
collateral.

2. After receiving financial security in shares, the bank finances the client in BYN.

2. The client sends the money received from the bank back as part of the currency-
interest rate swap transaction, and the bank, in turn, sends the client EUR currency in
response to the client's payment EUR.

3.The client pays off debts at another bank. The client's debt has been refinanced.

After the transaction: the client attracted financing to pay off the debt in another
bank. The Bank received an increased loan portfolio of EUR X million.

Swap contracts are used by banks, companies, and governments to reduce the
cost of financing, obtain funds in the desired currencies, and protect against interest
rate and exchange rate risks.

Interest rate swaps exchange flows of interest payments calculated at different
interest rates against a specified notional denomination of the transaction. Contracts
are concluded for periods ranging from a few days to dozens of years.

Currency and interest rate swaps combine the features of interest rate and currency
contracts. This means that (as in interest rate swaps) there is a periodic exchange of
payments calculated on the basis of different interest rates, and the contract
denominations and interest payments are expressed in different currencies.

Thus, the currency-interest rate swap is a relatively simple and profitable tool for

solving financial issues by various companies and financial institutions.
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KuiBcekuil HalioHansHul yHiBepcuTeT iMeH1 Tapaca llleBuenka

®IHAHCOBA BE3IEKA YKPAIHU B CUCTEMI
CTAJIOT'O PO3BUTKY EKOHOMIKH B YMOBAX BIHHHU

BryTtpimHi 3arpo3u, Tio0amizaliiiHi BUKIMKH 3YMOBJIIOIOTH HEOOXITHICTH
PO3B’sI3aHHS BOXJIMBOI HAYKOBO-TIPUKJIAIHOI ITPoOIeMH 3a0e3eueHHs Hal[lOHAIBHOT,
30Kkpema, (hiHaHCOBO1 Oe3reku Y kpaiHu. HoBUM BUKIMKOM JIj11 EKOHOMIYHOT Oe3TeKH
VYkpainu crana mupokoMaciitabHa BiiitHa Pocii mpotu Ykpainu, sika po3nouanacs 24
mororo 2022 poky. 3 30UIblIEHHSM MAacIITa0iB Ta TPUBAIOCTI 3arapOHUIBKHX
BIICHKOBHUX JIiIi BUHUKAE BCE OUIBIIA HHW3Ka 3arpo3, MOB’S3aHUX 13 3a0e3MeUYCHHSIM
¢dinancoBoi Oe3nexu nepkaBu. KpaiHa 3a3Hae BETUKHUX BTPAT Y BUTIISAIIL JIFOJCHKHUX
KEpPTB, MarepianbHUX Ta (IHAHCOBUX 30WTKIB, PYWHYBaHHS IOBKULIS Ta 3arpo3u
€KOJIOTTYHOT KaTacTpodu. I '0I0BHOIO TIEpeTyMOBOIO JOTPUMaHHS (hiHAHCOBOT OE3MEeKU
Jiep>KaBH Hapasi € 3a0e3medeHHs BiiChbKOBOI 0€3MeKn KpaiHu, 3MIITHEHHS MOTYTHOCTI
30poiinux Cun Ykpainu. CborogHi eKOHOMIKa YKpaiHu, K 1 ¢iHaHCOBa CHUCTEMA,

TpaHC(POPMYETHCS Ta AIANTYETHCS 10 YMOB BiifHHU.
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