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Because these payments are made in arrears, a final accrual payment
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It is defined as



issuance conditions deteriorated significantly, funding costs increased

This is reflected mainly in physical bonds as opposed to CDS indices

) that signifies a bond



levels that would make arbitrage opportunities less profitable than
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) is the value obtained by discounting the expected cash-flows of



of the sum of cash-flows after time
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As a final step, assuming that the payments on the CDS are made once a

probability that there will be a final accrual payment halfway through the
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fix leg

In Example C, the value of the fix leg is 4

Definition

the payoff is a fixed dollar amount.

satisfies
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first-to-default CDS provides a payoff when the first default occurs.
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benefit from a reference asset without actually having to own it.
They are popular with hedge funds because they get the benefit of a

Total return swaps are often used as a financing tool.

financed.

The payer (likely a financial institution) invests $100 million in the



High-cost borrowers who seek financing and leverage, such as

At the end of the life of the swap there is a payment reflecting the

receiver makes a final payment equal to the excess of $100 million

The receiver pays the cash flows on a $100 million bond paying

The payer pays the cash flows on an investment of $100 million in the



Definition

enable banks and other financial institutions to



TRS are often used as financing vehicles.

financial institution to buy the assets on its behalf.
The financial institution then enters into a TRS with the company where

The advantage of this type of arrangement is that the financial


