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Topic:  Swaps

	Learning Objectives

	· Define swaps
· Define fixed prices 
· Define floating prices 
· Describe how swaps are used to hedge
· Identify different types of swaps including:
· Nymex Swap
· Gas Daily Swap
· Basis Swap
· Swing Swap
· Cross-Commodity Swap
· Spark Spread Swap
· Crack Spread
· Btu Swap
· Identify inputs used to price swaps
· Describe the benefits and potential challenges associated with using swap
· Identify when a company would benefit from buying or selling a swap (e.g market condition, company’s position)




What are the most common mistakes made with this topic?

	· Not taking into account factors when using OTC swaps instead of future 




What expert stories are associated with this topic?

	· Factors to consider when using a swap instead of a future and why.



Source documents or reference materials available for this topic?

	References
	Source/ Contact/ Content

	Enron Derivatives 1
	2-Day Enron Course

	Enron – The Basics of Risk Management
	Enron Course

	Enron Online
	Powerpoint Presentation

	Trading Natural Gas
	Book – Fletcher J. Sturm

	Options, Futures & Other Derivatives
	Book – John Hull

	
	




*Note: Please note in your assignments when using additional resources other than the BRM course material and your own knowledge. Please do not copy and paste from Derivatives 1 or any other resource material. This will significantly help us deter any copyright infringements. Thank you.


Swaps

I. Overview
· Definition of a Swap (Financial)
· How are swaps used to hedge
· Fixed Price / Floating Price (establishing floating price using agreed upon index)
· Market valuations (In-the-money and Out-of-the money) 

II. Pricing Swaps 
· High-level process (value the weighted average floating price using price curve, determine equivalent fixed price that will have weighted average equal to the weighted average floating price)
· Swap models
· Inputs to the price (term, quantity, location, product)
· Credit risk issues (also can be sued as an input to the price)

III. Types of Swaps
· NYMEX Swap
· Gas Daily Swap
· Basis Swap (floating index for a second floating index)
· Participating Swap
· Swing Swap
· Cross-Commodity Swaps (other sub-sets)
· Crack Spread Swap
· Spark Spread Swap
· Btu Swaps

IV. Basis Swap
· Definition of Basis Swap
· Constructing a basis swap
· Monthly cash settlements
· Example

V. Swing Swap
· Definition of Swing Swap (often referred to as Gas Daily Swaps)
· Constructing a swing swap
· Monthly cash settlements 
· Examples (Fixed/Float, Float/Float)

VI. Cross Commodity Swap
· Definition of Cross-Commodity Swap
· Types of cross-commodity swaps:
· Crack Spread Swap
· Spark Spread Swap
· Btu Swap
· Constructing a cross-commodity swap
· Monthly cash settlements
· Examples


VII. Protecting Against Loss
· Credit Review (Show Credit Example and types of credit classifications)
· Master Swap agreements (warranties, events of default, terms of default)

VIII. Benefits and Challenges
· Benefits (e.g. No premium paid for entering into a swap contract)
· Challenges (e.g. Exposed to credit risk between participants, unregulated)
· 

IX. Practice Exercises
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