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DESCRIPTION 
This two-day elective course focuses on the concepts of "Option Risk" and the implications to a bank's balance sheet. 
The sessions will focus on identifying option risk, that is inherent within a balance sheet,   and will provide real life 
examples of how swaps and options (Caps and Floors) can be instrumental in the mitigation of interest rate risk and 
provide for better control of interest margins.  Additionally, the actual mechanics of the Swaps and Options (Caps and 
Floors) marketplace will be presented in an easily understood format. 
 

The course will emphasize the high-level concepts of the topic and focus on real-life industry applications. It 
will touch upon, but de-emphasize accounting, deep mathematical theorem, and regulation. 

 
Topics to be covered in this course include: 

• An overview of "Optionality", and the influence on daily financial management. 
• A broader discussion of derivative-based products and strategies - and the implications to balance 

sheet management. 
• The concepts of structuring and applying options to protect net interest margin from interest rate risk. 
• The concept of options as “insurance policies” that can help an institution manage its Economic Value of 

Equity (EVE/NEV) metrics. 
• Specific examples of macro-level swap/option strategies widely utilized by financial institutions. 
• Creative "facility-level" pricing strategies utilizing swaps and options to benefit the borrower and organization. 
• High-level overview of the broader capital markets, and the theory behind the pricing of such strategies – 

I.e. Calculating actual costs to implementation. 
• A discussion of the risks associated with these strategies, and a look at documentation and due-

diligence required. 
 

ALSO: 
With the imminent dissolution of Libor (scheduled for 2023) we will discuss the various replacement indices 
and provide an update as to the progress of the initiative. 

 
PURPOSE 
Banks that understand and effectively manage optionality (option risk) will attain a competitive    advantage in the 
marketplace. This course will provide examples of how to use certain tools (Swaps/Options) to create an interest rate 
risk profile that takes into consideration the current interest rate  environment, the client's needs, and is consistent with 
the organization's goals. 

 
The course will provide students with tangible real-life ideas that they can bring back to their institutions and immediately 
apply. All of the ideas and strategies offered in this course have been successfully utilized by community financial 
institutions of all sizes and risk profiles. 

 
OBJECTIVES 
After successfully completing this course, students will be able to: 

• Understand the basic terms and concepts associated with option risk. 
• Understand how Swap/Option strategies can help manage net interest margin in all interest rate environments. 
• Identify opportunities to manage the broader interest rate risk profile of the organization through the use of 

these tools. 
• Discuss a theoretical pricing model for managing fixed vs. floating rate loan pricing that utilizes Swap/Option-

related market data (Mitigating the risk of "Arbitrary Fixed Pricing"). 
• Mathematically quantify and present profitable loan structures that meet the borrower's needs yet compensates 

the organization for the creative structure being offered (capped/floating rate structures, etc.). 
• Understand the concepts of "Buying" vs. "Selling" options and the ramifications of each. 
• Understand benefits of customization or "Structuring" (i.e. forward-starting, amortizing, Swaptions). 
• Understand how the broader fixed-income marketplace impacts the pricing of these derivative- based 

strategies. 
• Understand how to use options to combat margin compression due to organically floored assets or liabilities. 

 
 



FEATURES 
This course features a very non-technical, easily understood approach. You will find a very informal and open 
participatory class discussion that integrates real case studies with easily understood (MS) Excel- based models. It is 
brought to you by a 30-year veteran industry consultant who faces these exact challenges on a daily basis, and 
frequently assists in implementing these solutions for financial institution clients. Whether attendees will implement 
these strategies or not, the concepts are applicable to all facets of daily balance sheet management and will prove 
invaluable as the industry continues to evolve. 
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