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ARE DERIVATIVES TOUGH? 

This Day in History: Today is National Deep Dish Pizza Day. On April 5, 1792 President George 
Washington vetoed a bill, the first use of that power by a president. In 1943, Poon Limb was found by a 
Brazilian fisherman after drifting on a Carley float for 133 days after the sinking of the British ship SS 
Benlomond by a German U Boat.     

Market Update:  For the first time in a while, rates were up across a flattening curve (albeit, 
the 2s/10s slope was unchanged). A strong payroll report has the 3-year to 7-year part of the 
curve moving higher.  

 
 

A surprisingly busy week given month and quarter-end timing. Desk activity covered a variety 
of themes including loan hedging, portfolio hedging and hedge rebalancing. Higher rates and 
the steeper curve are enticing customers to look at receive fixed trades to hedge against 
sustained low short-term rates and out of the money caps to hedge against investment 
portfolio depreciation caused by rising term rates. 

We recently came upon an article that discussed loan hedging, where the authors described 
derivatives as “tough.” We would respectfully disagree. Our slogan is “We Make Derivatives 
Easy” and we believe the concerns about the toughness of derivatives are exaggerated. One of 
our team members previously worked at a small community bank and had multiple loan 
hedging transactions that allowed the bank to compete with larger lenders in a very 
competitive environment (around 40 banks in a county of about 500,000). Both bankers and 
borrowers can easily understand and take advantage of our approach to loan hedging.  

Below we list the items the article argued make derivatives tough and our response: 

The standard derivative documentation is lengthy, cumbersome, and the integration of loan 
and swap documents requires substantial legal expertise. We would agree with this comment 
for the traditional back-to-back swap used by many banks. Our SMART loan eliminates those 
concerns. Your borrower signs a simple 3 page addendum in addition to your standard note and 

Term 4/2/2021 3/26/2021 3/2/2021 8/4/2020 WoW MoM Since 8/4/2020
2y 0.32 0.26 0.22 0.18 0.05 0.10 0.13
3y 0.55 0.45 0.37 0.18 0.10 0.18 0.37
5y 1.09 0.96 0.78 0.24 0.13 0.31 0.85
7y 1.45 1.36 1.12 0.35 0.09 0.33 1.10

10y 1.76 1.71 1.46 0.51 0.05 0.30 1.25
20y 2.10 2.10 1.87 0.73 0.01 0.24 1.38

2s/10s slope 1.44 1.44 1.24 0.32 0.00 0.20 1.12
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they are not party to a swap agreement. No legal expertise is needed for individual hedging 
transactions.  

The regulatory compliance and reporting are complex and confusing. We have not found this 
to be the case. We provide SOC-1 and SOC-2 compliant reporting for all accounting and 
compliance needs. Regulators and auditors generally understand both the economics and 
documentation involved in the transactions. In the event of questions or concerns, our 
experienced team is available to help you.  

The accounting for both lender and borrower is complex and typically requires outside 
consultants. This statement builds on existing fears of derivative accounting and we have not 
found it to be true. We provide proposed accounting entries and call report information to 
meet all accounting and reporting needs. Our clients experience very little increase in monthly 
accounting or regulatory reporting time. We serve as your “consultants” with no ongoing fees 
or contractual requirements for our services. Our team member who used our product spent 
less than 10 minutes a month handling the accounting at his community bank. 

The overhead costs are high for banks that use derivatives only sparingly (less than a few 
deals per month). This thought may be true for those who only use traditional back-to-back 
swaps but we have found most community banks do less than a few transactions a month. 
While there are upfront due diligence and documentation requirements (primarily an 
investment of time), we do not require a retainer or contract nor do we charge ongoing fees for 
accounting, support, or training. Our clients experience minimal ongoing costs. By executing an 
ISDA with us, the bank opens the door to the world of derivatives and hedging options, allowing 
them to do loan and securities hedging (individual assets or macro hedging of a portfolio) and 
funding hedges (individual transaction or macro hedges). Once the initial work is complete, you 
have virtually no ongoing costs.  

The marketing of the product is challenged—lenders cannot easily explain the 
documentation, the mechanics, or the risks of the product, which means the borrowers 
choose alternative structures. We provide upfront and ongoing training to your lenders and 
have found the combination of our training and disclosures about prepayment language (the 
real fear of most bankers) resolve these issues. We work with lenders to help them easily 
identify appropriate customers, explain how the loans work, and the risk and rewards for the 
borrower. 

Loan hedging and other derivatives are like other financial products: you must invest some time 
to understand and implement the solution, but the upfront requirements are generally worth 
the work to make your bank more competitive and profitable. Contact us for a discussion to 
determine how we can easily help you compete. 

Have a great week! 
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INTENDED FOR INSTITUTIONAL INVESTORS ONLY. The information included herein has been obtained from sources deemed reliable, but it is not in 
any way guaranteed, and it, together with any opinions expressed, is subject to change at any time. Any and all details offered in this publication are 
preliminary and are therefore subject to change at any time. This has been prepared for general information purposes only and does not consider the 
specific investment objectives, financial situation and particular needs of any individual or institution. This information is, by its very nature, 
incomplete and specifically lacks information critical to making final investment decisions. Investors should seek financial advice as to the 
appropriateness of investing in any securities or investment strategies mentioned or recommended. The accuracy of the financial projections is 
dependent on the occurrence of future events which cannot be assured; therefore, the actual results achieved during the projection period may vary 
from the projections. Interest rate swaps and derivatives are offered and sold via Vining Sparks Interest Rate Products, LLC (VSIRP). VSIRP is an 
independent operating entity and is not a subsidiary of Vining Sparks IBG, LP. VSIRP is not a broker/dealer registered with the SEC. The firm may have 
positions, long or short, in any or all securities mentioned. Vining Sparks is a member FINRA/SIPC.

This material was produced by a Vining Sparks Interest Rate Products representative and is not considered research and is not a product of any 
research department.  Employees may provide advice to investors as well as to Vining Spark's trading desk.  The trading desk may trade as principal in 
the products discussed in this material.  Employees may have consulted with the trading desk while preparing this material and the trading desk may 
have accumulated positions in the securities or related derivatives products that are the subject of this material.  Employees receive compensation 
which may be based in part on the quality of their analysis, Vining Sparks' revenues, trading revenues, and competitive factors. Although this 
information has been obtained from sources which we believe to be reliable, we do not guarantee its accuracy, and it may be incomplete or 
condensed.  Opinions, historical price(s) or value(s) are as of the date and, if applicable, time, indicated.  Vining Sparks Interest Rate Products does not 
accept any responsibility to update any opinions or other information contained in this communication.  Vining Sparks Interest Rate Products is not 
providing investment advice through this material.  This is for information purposes only and is not intended as an offer or solicitation of any product.  
Securities, financial instruments, products or strategies mentioned in this material may not be suitable for all investors.  Before acting on any advice 
or recommendation in this material, you should consider whether it is suitable for your particular circumstances.  Further information on any of the 
securities or financial instruments mentioned in this material may be obtained upon request. 

http://www.vsirp.com/
mailto:rredmond@vsirp.com
mailto:kbray@vsirp.com
mailto:twarren@vsirp.com
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Levels Shown are Indications Only

Please Call Vining Sparks Interest Rate Products Group for Current Indications

Levels Priced on

Interest Rate Swap Curves

LIBOR Swap Curve Money Market Rates 3M LIBOR

Current Last Week Last Month 1M LIBOR 0.11038% Forward Rates

3M LIBOR 0.19975% Jun-21 0.18000%

2-Year 0.320% 0.271% 0.241% 6M LIBOR 0.20125% Sep-21 0.19500%

3-Year 0.558% 0.470% 0.432% 12M LIBOR 0.28050% Dec-21 0.28000%

5-Year 1.088% 0.991% 0.901% Prime 3.25000% Mar-22 0.25500%

7-Year 1.449% 1.386% 1.276% FFTR 0.2500% Jun-22 0.32500%

10-Year 1.756% 1.736% 1.620% Eff FF 0.0700%

12-Year 1.889% 1.881% 1.763% SOFR 0.0100%

15-Year 2.013% 2.016% 1.895%

20-Year 2.111% 2.122% 1.995%

*Bloomberg mid-market quotations

Forward Starting Swap Quotes

Amortization Term (Years) 20-Year Amortization

Floating Rate 3-Year 5-Year 7-Year 10-Year 15-Year 20-Year 25-Year Bullet Floating Rate 3-Month 6-Month 12-Month

2-Year LIBOR + 2.00% 2.33% 2.35% 2.35% 2.35% 2.36% 2.36% 2.36% 2.36% 2-Year LIBOR + 2.00% 2.40% 2.48% 2.68%

3-Year LIBOR + 2.00% 2.39% 2.48% 2.50% 2.51% 2.52% 2.52% 2.52% 2.53% 3-Year LIBOR + 2.00% 2.61% 2.72% 2.95%

4-Year LIBOR + 2.00% 2.61% 2.68% 2.73% 2.77% 2.78% 2.79% 2.81% 4-Year LIBOR + 2.00% 2.88% 2.98% 3.21%

5-Year LIBOR + 2.00% 2.67% 2.84% 2.94% 2.98% 2.99% 3.00% 3.01% 5-Year LIBOR + 2.00% 3.08% 3.18% 3.38%

6-Year LIBOR + 2.00% 2.94% 3.07% 3.13% 3.16% 3.18% 3.23% 6-Year LIBOR + 2.00% 3.25% 3.34% 3.52%

7-Year LIBOR + 2.00% 2.97% 3.16% 3.27% 3.32% 3.34% 3.38% 7-Year LIBOR + 2.00% 3.39% 3.48% 3.64%

8-Year LIBOR + 2.00% 3.22% 3.38% 3.43% 3.46% 3.54% 8-Year LIBOR + 2.00% 3.50% 3.57% 3.72%

9-Year LIBOR + 2.00% 3.26% 3.45% 3.53% 3.58% 3.62% 9-Year LIBOR + 2.00% 3.60% 3.66% 3.80%

10-Year LIBOR + 2.00% 3.28% 3.52% 3.61% 3.64% 3.72% 10-Year LIBOR + 2.00% 3.67% 3.74% 3.87%

12-Year LIBOR + 2.00% 3.62% 3.70% 3.76% 3.82% 12-Year LIBOR + 2.00% 3.75% 3.81% 3.92%

15-Year LIBOR + 2.00% Customer Receives 1-Month LIBOR + 2.00% 3.65% 3.79% 3.83% 3.96% 15-Year LIBOR + 2.00% 3.84% 3.89% 3.99%

Profitability Analysis Macro-Hedging

Profit Per Basis Point of Mark-up, Per $1,000,000 of Notional Protection Against Rising Rates

3-Year 5-Year 7-Year 10-Year 15-Year 20-Year 25-Year Bullet 3mL Pay Fixed Swap

2-Year $141 $167 $179 $187 $194 $197 $199 $204 2-Year Strike 2-Year 3-Year 4-Year 5-Year

3-Year $160 $221 $247 $267 $282 $289 $293 $304 3-Year 0.30% 0.55% 1.40% 2.99% 4.86%

4-Year $254 $301 $336 $363 $376 $384 $404 4-Year 0.50% 0.43% 1.11% 2.52% 4.23%

5-Year $265 $340 $395 $438 $459 $471 $502 5-Year 0.75% 0.37% 0.88% 2.09% 3.58%

6-Year $363 $444 $506 $536 $554 $598

7-Year $372 $482 $566 $608 $632 $693 Protection Against Falling Rates

8-Year $509 $620 $674 $706 $786

9-Year $525 $666 $735 $775 $875 2-Year Strike 2-Year 3-Year 4-Year 5-Year

10-Year $531 $705 $790 $840 $963 3-Year 0.25% 0.49% 0.72% 0.81% 0.93%

12-Year Fee Income Generation Only Possible With $761 $884 $956 $1,134 4-Year 0.15% 0.43% 0.64% 0.73% 0.83%

15-Year Back-to-Back Swaps and SMART Loan Products $793 $985 $1,097 $1,376 5-Year 0.10% 0.42% 0.62% 0.71% 0.80%

Contact Information - Toll Free 800-786-2883 or www.VSIRP.com
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Customer Pays Fixed, Monthly, Act/360

Spot Start Loan Hedging

0.43%

0.63%

0.90%

1.15%

3.39%

3.68%

3.87%

3.22%

3-Month LIBOR Caps - Premium in Basis Points

3-Month LIBOR Floors - Premium in Basis PointsPrime Rcv Fixed Swap

(901) 766-3382 (901) 766-3384 (901) 766-3389 (864) 915-6675

Rick Redmond Katharine Bray Walt Robison Tommy Warren

Although this information is from sources that we believe reliable, we do not guaranteee its

accuracy, and it may be incomplete or condensed.  This is for informational purposes only and is

not intended as an offer or solicitation with respect to the purchase or sale of any security.  AllBattle Beasley

indicative of future results while changes in any assumption may have material effect on projected results.

(901) 766-3383 herein listed securities are subject to availability and change in price.  Past Performance is not

Any distribution or copying of this communication is strictly prohibited.  

rredmond@vsirp.com kbray@vsirp.com wrobison@vsirp.com twarren@vsirp.com bbeasley@vsirp.com
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2-Year 3-Year 5-Year 7-Year 10-Year 12-Year 15-Year 20-Year

LIBOR Swap Curve

Pay Fix, 
quarterly, 
act/360 both 
sides

Receive fixed, 
monthly,  
act/365 both 
sides
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