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Start date Expiry date

Buy forward contract 0

Buy one unit of the underlying asset
Borrow zero present-value of forward price
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Start date Expiry date
Buy forward contract 0

Buy R–Tunits of the underlying asset
Borrow zero present-value of forward price

Total
Set

+ = 0
Therefore
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Interest rate swap

Term to maturity
Fixed leg
Basis

Floating leg
Basis

Nominal amount

Fixed-coupon bond
Floating-rate bond
Swap

5 years
6.50%
Semi-annual, act/365

6-month LIBOR
Semi-annual, act/365

£1,000,000

Present value (£)

Rate change – 10 bps 0 bps Rate change + 10 bps

1,004,940
1,000,640
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1,000,000

0
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999,371
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