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Abstract: This article provides a comprehensive overview of the accounting treatment for interest
rate caps, focusing on the complexities of hedge accounting and fair value measurements under both
International Financial Reporting Standards (IFRS 9) and US Generally Accepted Accounting
Principles (US GAAP, specifically ASC 815). We will explore the significance of proper accounting for
interest rate caps, the criteria for hedge accounting designation, and the implications for financial
statement presentation.

1. Introduction: Understanding Interest Rate Caps and Their
Significance

Interest rate caps are derivative financial instruments that limit the exposure to rising interest rates.
A company purchases an interest rate cap to protect itself from potential increases in its borrowing
costs. For example, a company with variable-rate debt might buy a cap to ensure its interest expense
doesn't exceed a predetermined level. The accounting for interest rate caps is crucial because these
instruments significantly impact a company's financial statements. Incorrect accounting can lead to
misrepresentation of the company's financial position and performance. Understanding the
intricacies of accounting for interest rate cap is therefore vital for both preparers and users of
financial statements.

2. Accounting Standards for Interest Rate Caps: IFRS 9 vs.



ASC 815

The accounting treatment of interest rate caps differs slightly under IFRS 9 and US GAAP (ASC
815). Both standards require the initial recognition at fair value, but the subsequent measurement
and presentation vary depending on whether hedge accounting is applied.

2.1 IFRS 9: Under IFRS 9, interest rate caps are classified as either held-for-trading or held-to-
collect. Held-for-trading instruments are measured at fair value through profit or loss (FVTPL), while
held-to-collect instruments might be measured at FVTPL or amortized cost, depending on the hedge
designation. If a company designates the interest rate cap as a hedge of a specific interest rate risk,
the effectiveness of the hedge must be regularly assessed.

2.2 ASC 815 (US GAAP): ASC 815 also requires the initial recognition at fair value. However, the
subsequent measurement depends on the hedge designation. If the interest rate cap qualifies for
hedge accounting, the changes in fair value attributable to the hedged risk are recognized in
earnings in the same period as the changes in fair value of the hedged item. If hedge accounting is
not applied, the interest rate cap is measured at fair value through profit or loss (FVTPL).

3. Hedge Accounting for Interest Rate Caps

Hedge accounting allows companies to defer the recognition of changes in the fair value of hedging
instruments to other comprehensive income (OCI) until the hedged item affects earnings. To qualify
for hedge accounting under both IFRS 9 and ASC 815, specific criteria must be met, including:

Formal designation: The company must formally document the hedging relationship.

Effectiveness testing: Regular assessment of the effectiveness of the hedge in offsetting changes in
the fair value of the hedged item.

Risk management objective: The hedge must be designed to offset a specific risk.

Hedge documentation: Comprehensive documentation supporting the hedge relationship.

Failure to meet these criteria will result in the interest rate cap being accounted for at fair value
through profit or loss (FVTPL), impacting the company's income statement.

4. Fair Value Measurement and Valuation Techniques

Accurate accounting for interest rate cap necessitates reliable fair value measurement. Several
valuation techniques are used to determine the fair value of interest rate caps, including:

Black-Scholes model: This widely used model considers factors such as interest rates, volatility, time
to maturity, and strike price.

Binomial or trinomial trees: These models provide a more flexible approach to valuing interest rate
caps, especially when dealing with complex interest rate paths.

Market approaches: These approaches involve comparing the interest rate cap to similar



instruments traded in the market.

The choice of valuation technique depends on the complexity of the instrument and the availability of
market data.

5. Financial Statement Presentation

The presentation of interest rate caps and their impact on the financial statements varies depending
on whether hedge accounting is used. If hedge accounting is applied, the changes in fair value
related to the hedged risk are recognized in OCI or, in some cases, directly in equity. If hedge
accounting is not applied, changes in fair value are recognized in profit or loss.

6. Disclosure Requirements

Comprehensive disclosure of the company's use of interest rate caps and their impact on the
financial statements is crucial for transparency and understanding. Disclosures should include
information about:

The nature and terms of the interest rate caps.

The accounting policies applied.

The fair value of the interest rate caps.

The effectiveness of hedge accounting (if applied).

Any changes in the fair value recognized in profit or loss or OCI.

7. Impact on Financial Ratios

The accounting treatment for interest rate caps can impact several key financial ratios, including:

Debt-to-equity ratio: The fair value of the interest rate cap (if not hedged) may affect the company's
reported liabilities, influencing this ratio.

Interest coverage ratio: Hedge accounting can influence the timing of interest expense recognition,
affecting this ratio.

Return on equity (ROE): The impact on net income due to the accounting treatment of interest rate
caps can affect ROE.

8. Challenges and Considerations in Accounting for Interest
Rate Caps

Accounting for interest rate cap presents several challenges:

Determining hedge effectiveness: Assessing the effectiveness of a hedge requires sophisticated
models and judgment.
Valuation complexities: Accurately valuing interest rate caps can be complex, particularly in volatile



market conditions.
Changes in accounting standards: Keeping abreast of changes in IFRS 9 and ASC 815 is crucial for
accurate reporting.

9. Conclusion

Accurate accounting for interest rate cap is critical for transparent and reliable financial reporting.
Companies must carefully consider the relevant accounting standards, valuation techniques, and
hedge accounting requirements to ensure compliance and provide stakeholders with a clear
understanding of their financial position and risk exposure. Understanding the nuances of IFRS 9
and ASC 815, along with the complexities of fair value measurement and hedge accounting, is
essential for accurate and effective financial reporting.

FAQs

1. What is an interest rate cap? An interest rate cap is a derivative contract that limits the
maximum interest rate a borrower will pay on a variable-rate loan.

1. What are the key accounting standards governing interest rate caps? IFRS 9 and US GAAP
(ASC 815) are the primary standards.

1. What is hedge accounting, and why is it important for interest rate caps? Hedge accounting
allows for the deferral of certain fair value changes to other comprehensive income (OCI),
reducing volatility in earnings.

1. How is the fair value of an interest rate cap determined? Various valuation models are used,
including the Black-Scholes model and binomial/trinomial trees.

1. What are the disclosure requirements for interest rate caps? Companies must disclose the
nature of the cap, accounting policies, fair value, and hedge effectiveness.

1. How can the accounting treatment of interest rate caps impact financial ratios? The
accounting treatment can affect ratios like debt-to-equity, interest coverage, and ROE.



1. What are the challenges in accounting for interest rate caps? Determining hedge effectiveness
and accurate valuation are significant challenges.

1. What happens if hedge accounting criteria are not met? The interest rate cap is accounted for
at fair value through profit or loss (FVTPL).

1. Where can I find more information on accounting for interest rate caps? Refer to the official
IFRS 9 and ASC 815 standards, along with authoritative accounting literature and professional
guidance.
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accounting for interest rate cap: Accounting for Investments, Fixed Income Securities
and Interest Rate Derivatives R. Venkata Subramani, 2011-07-20 The financial crisis that started
in mid-2007 resulted in the accounting standard setters and market regulators across the globe to
come up with several proposals to modify the accounting standards. This book covers the revised
standards that are already pronounced and covers the proposals that are currently being reviewed.

accounting for interest rate cap: Accounting for Derivatives Juan Ramirez, 2015-03-23 The
derivative practitioner’s expert guide to IFRS 9 application Accounting for Derivatives explains the
likely accounting implications of a proposed transaction on derivatives strategy, in alignment with
the IFRS 9 standards. Written by a Big Four advisor, this book shares the author’s insights from
working with companies to minimise the earnings volatility impact of hedging with derivatives. This
second edition includes new chapters on hedging inflation risk and stock options, with new cases on
special hedging situations including hedging components of commodity risk. This new edition also
covers the accounting treatment of special derivatives situations, such as raising financing through
commodity-linked loans, derivatives on own shares and convertible bonds. Cases are used
extensively throughout the book, simulating a specific hedging strategy from its inception to
maturity following a common pattern. Coverage includes instruments such as forwards, swaps,
cross-currency swaps, and combinations of standard options, plus more complex derivatives like
knock-in forwards, KIKO forwards, range accruals, and swaps in arrears. Under IFRS, derivatives
that do not qualify for hedge accounting may significantly increase earnings volatility. Compliant
application of hedge accounting requires expertise across both the standards and markets, with an
appropriate balance between derivatives expertise and accounting knowledge. This book helps
bridge the divide, providing comprehensive IFRS coverage from a practical perspective. Become
familiar with the most common hedging instruments from an IFRS 9 perspective Examine FX risk
and hedging of dividends, earnings, and net assets of foreign subsidies Learn new standards
surrounding the hedge of commodities, equity, inflation, and foreign and domestic liabilities
Challenge the qualification for hedge accounting as the ultimate objective IFRS 9 is set to replace
IAS 39, and many practitioners will need to adjust their accounting policies and hedging strategies



to conform to the new standard. Accounting for Derivatives is the only book to cover IFRS 9
specifically for the derivatives practitioner, with expert guidance and practical advice.

accounting for interest rate cap: Accounting for Derivatives Juan Ramirez, 2011-03-10
Accounting for Derivatives: Advanced Hedging under IFRS is a comprehensive practical guide to
hedge accounting. This book is neither written by auditors afraid of providing opinions on strategies
for which accounting rules are not clear, nor by accounting professors lacking practical experience.
Instead, it is based on day-to-day experience, advising corporate CFOs and treasurers on
sophisticated hedging strategies. It covers the most frequent hedging strategies and addresses the
most pressing challenges that corporate executives find today. The book is case-driven with each
case analysing in detail a real-life hedging strategy. A broad range of hedging strategies have been
included, some of them using sophisticated derivatives. The objective of this book is to provide a
conceptual framework based on the extensive use of cases so that readers can create their own
accounting interpretation of the hedging strategy being considered. Accounting for Derivatives will
be essential reading for CFOs, internal auditors and treasurers of corporations, professional
accountants as well as derivatives professionals working at commercial and investment banks. Key
feature include: The only book to cover IAS39 from the derivatives practitioner’s perspective
Extensive real-life case studies to providing essential information for the practitioner Covers
hedging instruments such as forwards, swaps, cross-currency swaps, and combinations of standard
options as well as more complex derivatives such as knock-in forwards, KIKO forwards, range
accruals and swaps in arrears. Includes the latest information on FX hedging and hedging of
commodities

accounting for interest rate cap: International Convergence of Capital Measurement and

Capital Standards , 2004
accounting for interest rate cap: International Finance and Accounting Handbook

Frederick D. S. Choi, 2003-10-31 International Accounting + Finance Handbook - Jetzt neu in der 3.
aktualisierten Auflage. Ein ausgezeichnetes Nachschlagewerk fiir alle, die mit Rechnungslegung,
Finanzberichterstattung, Controlling und Finanzen im internationalen Umfeld zu tun haben. Es
vermittelt Managern die notwendigen Tools, um die Unterschiede bei Bilanzierungsgrundsatzen,
Finanzberichterstattung und Buchprufungsverfahren in der internationalen Finanzarena in den Griff
zu bekommen. Der Band gibt einen Uberblick {iber internationale Rechnungslegungs- und
Finanzfragen und weist auf wichtige Trends in der internationalen Rechnungslegung und
Finanzwirtschaft hin. Mit Beitragen von Vertretern der GrofSen 5 amerikanischen Anwalts- und
Finanzfirmen sowie von bekannten Akademikern. Mit ausfuhrlichem Beispielmaterial aus der Praxis
sowie zahlreichen Fallstudien. Autor Frederick Choi ist ein fuhrender Experte auf dem Gebiet der
internationalen Rechnungslegung und Finanzwirtschaft und verfugt uber umfangreiche praktische
Consulting-Erfahrung.

accounting for interest rate cap: FRS 102, 2015

accounting for interest rate cap: Accounting for Investments, Volume 2 R. Venkata
Subramani, 2011-07-07 A comprehensive guide to new and existing accounting practices for fixed
income securities and interest rate derivatives The financial crisis forced accounting standard
setters and market regulators around the globe to come up with new proposals for modifying
existing practices for investment accounting. Accounting for Investments, Volume 2: Fixed Income
and Interest Rate Derivatives covers these revised standards, as well as those not yet implemented,
in detail. Beginning with an overview of the financial products affected by these changes—defining
each product, the way it is structured, its advantages and disadvantages, and the different events in
the trade life cycle—the book then examines the information that anyone, person or institution,
holding fixed income security and interest rate investments must record. Offers a comprehensive
overview of financial products including fixed income and interest rate derivatives like interest rate
swaps, caps, floors, collars, cross currency swaps, and more Follows the trade life cycle of each
product Explains how new and anticipated changes in investment accounting affect the investment
world Accurately recording and reporting investments across financial products requires extensive




knowledge both of new and existing practices, and Accounting for Investments, Volume 2, Fixed
Income Securities and Interest Rate Derivatives covers this important topic in-depth, making it an
invaluable resource for professional and novice accountants alike.

accounting for interest rate cap: Interest Rate Swaps and Their Derivatives Amir Sadr,
2009-09-09 An up-to-date look at the evolution of interest rate swaps and derivatives Interest Rate
Swaps and Derivatives bridges the gap between the theory of these instruments and their actual use
in day-to-day life. This comprehensive guide covers the main rates products, including swaps,
options (cap/floors, swaptions), CMS products, and Bermudan callables. It also covers the main
valuation techniques for the exotics/structured-notes area, which remains one of the most
challenging parts of the market. Provides a balance of relevant theory and real-world trading
instruments for rate swaps and swap derivatives Uses simple settings and illustrations to reveal key
results Written by an experienced trader who has worked with swaps, options, and exotics With this
book, author Amir Sadr shares his valuable insights with practitioners in the field of interest rate
derivatives-from traders and marketers to those in operations.

accounting for interest rate cap: Hedging Interest-rate Exposures Brian Coyle, 2001 €
Worked examples illustrating key points € Explanation of complex or obscure terms € Full glossary
of terms The titles in this series, all previously published by BPP Training, are now available in
entirely updated and reformatted editions. Each offers an international perspective on a particular
aspect of risk management. Topics include interest-rate risk, identifying interest-rate exposures,
hedging policy, forward rate agreements, structural hedging, and hedging with derivative
instruments and interest-rate futures, options and swaps

accounting for interest rate cap: Financial Instruments International Accounting
Standards Committee, 2000

accounting for interest rate cap: Improvements to IFRSs International Accounting Standards
Board, 2010

accounting for interest rate cap: IFRS 9 Financial Instruments: International financial
reporting standard 9, 2009

accounting for interest rate cap: Fair Value Measurements International Accounting
Standards Board, 2006

accounting for interest rate cap: Accounting Theory Harry 1. Wolk, James L. Dodd, John J.
Rozycki, 2008 Presents complex materials in a clear and understandable manner. Incorporating the
latest accounting standards and presenting the most up-to-date accounting theory from the top
academic journals in accounting and finance throughout the world.

accounting for interest rate cap: A Dictionary of Accounting Jonathan Law, 2016-09-22 This
best-selling dictionary includes more than 3,800 entries covering all aspects of accounting, including
financial accounting, financial reporting, management accounting, taxation, auditing, corporate
finance, and accounting bodies and institutions. Its international coverage includes important terms
from UK, US, Australia, India, and Asia-Pacific. Over 150 new entries have been added to this edition
to reflect the very latest developments in the accounting profession, e.g. Accounting Coucil,
European Financial Stability Mechanism, and General Anti-Abuse Rule. In addition, existing entries
have been updated to cover the latest developments, most notably the Financial Reporting Standard
Applicable in the UK and the Republic of Ireland, which sets out new rules in areas such as goodwill,
hedge accounting, and fair value accounting. There is increased coverage of topics such as
corporate governance, accounting ethics, accounting scandals, and major firms and professional
bodies. With its authoritative and accessible definitions and its wide-ranging coverage, this
dictionary is essential for students and professionals in accounting and finance. It is also an ideal
source of reference for anyone seeking a clear guide to the often-confusing world of accountancy
terms.

accounting for interest rate cap: The Ultimate Accountants' Reference Steven M. Bragg,
2006-11-28 The Ultimate Accountants’ Reference Including GAAP, IRS & SEC Regulations, Leases,
and More, Second Edition updates you on the latest accounting regulations for all aspects of the




financial statements, accounting management reports, and management of the accounting
department including best practices, control systems, and the fast close. This is the perfect daily
answer book for the practicing accountant.

accounting for interest rate cap: Risk Accounting and Risk Management for Accountants
Dimitris N. Chorafas, 2007-08-29 Both Accountants and Auditors are confronted daily with
challenges associated with the evaluation of credit risk, market risk, and other exposures. The book
provides up-to-date information on the most significant developments in risk management policies
and practices. Accountants whose work under International Financial Reporting Standards
increasingly involves risk control in their job will find this book of practical value with the inclusion
of material on how to successfully design, implementation and use risk control measures. Designed
specifically for accountants the book starts with the fundamental factors underpinning risk: volatility
and uncertainty, and then shows how and why accounting, auditing, and risk control correlate. The
themes covered in the book include: credit risk, market risk, liquidity risk, investment risk, and
event risk.* This practical handbook, complete with case studies is specifically aimed at
accountants.* comprehensive information on how to develop, implement and use a risk management
system * Covers credit risk, market risk, liquidity risk, investment risk, event risk.

accounting for interest rate cap: The Routledge Companion to Fair Value and Financial
Reporting Peter Walton, 2012-08-21 Comprising contributions from a unique mixture of academics,
standard setters and practitioners, and edited by an internationally recognized expert, this book, on
a controversial and intensely debated topic, is the only definitive reference source available on the
topics of fair value and financial reporting. Drawing chapters from a diverse range of contributors on
different aspects of the subject together into one volume, it: examines the use of fair value in
international financial reporting standards and the US standard SFAS 157 Fair Value Measurement,
setting out the case for and against looks at fair value from a number of different theoretical
perspectives, including possible future uses, alternative measurement paradigms and how it
compares with other valuation models explores fair value accounting in practice, including audit,
financial instruments, impairments, an investment banking perspective, approaches to fair value in
Japan and the USA, and Enron’s use of fair value An outstanding resource, this volume is an
indispensable reference that is deserving of a place on the bookshelves of both libraries and all those
working in, studying, or researching the areas of international accounting, financial accounting and
reporting.

accounting for interest rate cap: General Theory Of Employment , Interest And Money John
Maynard Keynes, 2016-04 John Maynard Keynes is the great British economist of the twentieth
century whose hugely influential work The General Theory of Employment, Interest and * is
undoubtedly the century's most important book on economics--strongly influencing economic theory
and practice, particularly with regard to the role of government in stimulating and regulating a
nation's economic life. Keynes's work has undergone significant revaluation in recent years, and
Keynesian views which have been widely defended for so long are now perceived as at odds with
Keynes's own thinking. Recent scholarship and research has demonstrated considerable rivalry and
controversy concerning the proper interpretation of Keynes's works, such that recourse to the
original text is all the more important. Although considered by a few critics that the sentence
structures of the book are quite incomprehensible and almost unbearable to read, the book is an
essential reading for all those who desire a basic education in economics. The key to understanding
Keynes is the notion that at particular times in the business cycle, an economy can become
over-productive (or under-consumptive) and thus, a vicious spiral is begun that results in massive
layoffs and cuts in production as businesses attempt to equilibrate aggregate supply and demand.
Thus, full employment is only one of many or multiple macro equilibria. If an economy reaches an
underemployment equilibrium, something is necessary to boost or stimulate demand to produce full
employment. This something could be business investment but because of the logic and individualist
nature of investment decisions, it is unlikely to rapidly restore full employment. Keynes logically
seizes upon the public budget and government expenditures as the quickest way to restore full



employment. Borrowing the * to finance the deficit from private households and businesses is a
quick, direct way to restore full employment while at the same time, redirecting or siphoning

accounting for interest rate cap: The Greenhouse Gas Protocol , 2004 The GHG Protocol
Corporate Accounting and Reporting Standard helps companies and other organizations to identify,
calculate, and report GHG emissions. It is designed to set the standard for accurate, complete,
consistent, relevant and transparent accounting and reporting of GHG emissions.

accounting for interest rate cap: Internal Revenue Bulletin United States. Internal Revenue
Service, 1993

accounting for interest rate cap: Accounting for Derivatives and Hedging Mark A.
Trombley, 2003 Publisher Description

accounting for interest rate cap: The Intelligent REIT Investor Stephanie Krewson-Kelly, R.
Brad Thomas, 2016-08-29 The go-to guide for smart REIT investing The Intelligent REIT Investor is
the definitive guide to real estate investment trusts, providing a clear, concise resource for
individual investors, financial planners, and analysts—anyone who prioritizes dividend income and
risk management as major components to wealth-building. The REIT industry experienced a
watershed event when Standard & Poors created a new Global Industry Classification Standard
(GICS) sector called Real Estate. Publicly traded equity REITs have been removed from Financials,
where they have been classified since their creation in 1960, and have begun trading as their own
S&P Sector. This separation from banks and financial institutions has attracted new investors, but
REITs require an industry-specific knowledge that is neither intuitive nor readily accessible to
newcomers—until now. Using straightforward language and simple example to illustrate important
concepts, this book will enable any reader to quickly learn and understand the lexicon and valuation
techniques used in REIT investing, providing a wealth of practical resources that streamline the
learning process. The discussion explains terminology, metrics, and other key points, while examples
illustrate the calculations used to evaluate opportunities. A comprehensive list of publicly-traded
REITs provides key reference, giving you access to an important resource most investors and
stockbrokers lack. REITs are companies that own or finance commercial rental properties, such as
malls and apartment buildings. Despite historically high total returns relative to other investments,
such as the Nasdaq or S&P 500 index, most investors are unfamiliar with the REIT industry, and
wary of investing without adequate background. This book gets you up to speed on the essentials of
REIT investing so you can make more informed—and profitable—decisions. Understand REITs
processes, mechanisms, and industry Calculate key metrics to identify suitable companies Access
historical performance tables and industry-specific terminology Identify publicly-traded REITs
quickly and easily REITs have consistently outperformed many more widely known investments.
Over the past 15-year period, for example, REITs returned an average of 11% per year, better than
all other asset classes. Since 2009, REITs have enjoyed positive returns; large cap stocks and cash
are the only other classes that paralleled that record. Even in 2015, a 'year of fear' related to rising
rates, REITs returned 2.4%, beating most all other asset classes. REITs have a long history (over
fifty years) of performance, and have entered the big leagues. If you feel like you've been missing
out, don't keep missing out. Prepare yourself, and your portfolio, to benefit from the demand for
REITs that have followed the creation of a Real Estate GICS sector. The Intelligent REIT Investor
gives you the information you need to invest wisely and manage your real estate risk effectively. By
maintaining a tactical exposure in the brick and mortar asset class, investors should benefit from the
information contained in The Intelligent REIT Investor. Join the REIT world and look forward to
owning stocks that will help you to sleep well at night.

accounting for interest rate cap: Accountants' Handbook, Financial Accounting and
General Topics D. R. Carmichael, Paul H. Rosenfield, 2003-05-12 The premier accounting
reference, revised and expanded The Accountants' Handbook series has the longest tradition of any
reference of providing comprehensive coverage of the field to both accounting professionals and
professionals in other fields who need or desire quick, understandable, and thorough exposure to
complex accounting-related subjects. Like its predecessors, the Tenth Edition is designed as a single




reference source that provides answers to all reasonable questions on accounting and financial
reporting asked by accountants, auditors, bankers, lawyers, financial analysts, and other preparers
and users of accounting information. Written by nationally recognized accounting professionals,
including partners in major public accounting firms, financial executives, financial analysts, and
other relevant business professionals, the Handbook covers both financial accounting and reporting
and industry specific accounting issues in separate volumes for easy reference. Its comprehensive
content provides analysis on over 43 critical areas of accounting.

accounting for interest rate cap: Accounts Demystified Anthony Rice, 2008 This is the new
edition of the bestselling guide to understanding and using business accounts and accounting
principles, written in a way that even the financially nervous novice can easily absorb. Accounting is
generally viewed as a highly technical and complex subject. However, accounts are actually based
on simple principles. It's not company accounts that are complex, it's all too often the way that they
are explained. In this simple and easy read book, the author guides you through all the major
accounting concepts. Discover how to master company accounts, understand balance sheets, profit
and loss accounts and cash flow systems. Learn to analyse and monitor your company's financial
performance. Accounts Demystified is the definitive, user-friendly guide to the fundamental
principles of accounting that no manager will want to be without. In this 5th edition of the classic
Accounts Demystified, Anthony Rice makes accounting astonishingly simple and pain-free.

accounting for interest rate cap: Accounting for Real Estate Transactions Maria K. Davis,
2012-01-03 Accounting for Real Estate Transactions, Second Edition is an up-to-date, comprehensive
reference guide, specifically written to help professionals understand and apply the accounting rules
relating to real estate transactions. This book provides financial professionals with a powerful tool to
evaluate the accounting consequences of specific deals, enabling them to structure transactions with
the accounting consequences in mind, and to account for them in accordance with US GAAP.
Accountants and auditors are provided with major concepts, clear and concise explanations of real
estate accounting rules, detailed applications of US GAAP, flowcharts, and exhaustive
cross-references of the authoritative literature.

accounting for interest rate cap: The xVA Challenge Jon Gregory, 2015-10-26 A detailed,
expert-driven guide to today's major financial point of interest The xVA Challenge: Counterparty
Credit Risk, Funding, Collateral, and Capital is a practical guide from one of the leading and most
influential credit practitioners, Jon Gregory. Focusing on practical methods, this informative guide
includes discussion around the latest regulatory requirements, market practice, and academic
thinking. Beginning with a look at the emergence of counterparty risk during the recent global
financial crisis, the discussion delves into the quantification of firm-wide credit exposure and risk
mitigation methods, such as netting and collateral. It also discusses thoroughly the xVA terms,
notably CVA, DVA, FVA, ColVA, and KVA and their interactions and overlaps. The discussion of other
aspects such as wrong-way risks, hedging, stress testing, and xVA management within a financial
institution are covered. The extensive coverage and detailed treatment of what has become an
urgent topic makes this book an invaluable reference for any practitioner, policy maker, or student.
Counterparty credit risk and related aspects such as funding, collateral, and capital have become
key issues in recent years, now generally characterized by the term 'xVA'. This book provides
practical, in-depth guidance toward all aspects of xVA management. Market practice around
counterparty credit risk and credit and debit value adjustment (CVA and DVA) The latest regulatory
developments including Basel III capital requirements, central clearing, and mandatory collateral
requirements The impact of accounting requirements such as IFRS 13 Recent thinking on the
applications of funding, collateral, and capital adjustments (FVA, ColVA and KVA) The sudden
realization of extensive counterparty risks has severely compromised the health of global financial
markets. It's now a major point of action for all financial institutions, which have realized the
growing importance of consistent treatment of collateral, funding, and capital alongside
counterparty risk. The xVA Challenge: Counterparty Credit Risk, Funding, Collateral, and Capital
provides expert perspective and real-world guidance for today's institutions.



accounting for interest rate cap: Managing Interest Rate Risk John ]. Stephens,
2002-03-12 This book tackles the subject of interest rate risk, a matter of key importance to all
businesses, whether borrowing, investing, saving or trading.

accounting for interest rate cap: Accounting Trends & Techniques , 2003

accounting for interest rate cap: Managing Public Money Great Britain. Treasury, 2007
Dated October 2007. The publication is effective from October 2007, when it replaces Government
accounting. Annexes to this document may be viewed at www.hm-treasury.gov.uk

accounting for interest rate cap: Statements on Management Accounting National
Association of Accountants, 1991

accounting for interest rate cap: Wiley 2022 Interpretation and Application of IFRS
Standards PKF International Ltd, 2022-05-23 The 2022 reference for the interpretation and
application of the latest international financial reporting standards Wiley IFRS® Standards 2022 is a
revised and comprehensive resource that includes the information needed to interpret and apply the
most recent International Financial Reporting Standards (IFRS®) as outlined by the International
Accounting Standards Board (IASB). This accessible resource contains a wide range of practical
examples as well as invaluable guidance on the expanding framework for unified financial reporting.
The authors provide IFRIC interpretations and directions designed to ensure a clear understanding
of the standards. The IFRS® standards are ever evolving, therefore it is essential that professionals
and students have the information needed to apply the standards correctly in real-world cases. Wiley
IFRS® Standards 2022 offers a complete, up-to-date reference that aids in the application of the
latest international standards in a manner that is transparent, accountable and efficient. This edition
includes IFRS 17 Insurance Contracts which has an effective date of 1 January 2023. This guide is
written by PKF professionals who support the application of clear, informative, and accurate
financial reporting. PKF International member firms specialise in providing high quality audit,
accounting, tax, and business advisory solutions to international and domestic organisations around
the globe. PKF International is a member of the Forum of Firms - an organisation dedicated to
consistent and high-quality standards of financial reporting and auditing practices worldwide.
www.pkf.com. PKF International Limited administers a family of legally independent firms and does
not accept any responsibility or liability for the actions or inactions of any individual member or
correspondent firm or firms. All rights reserved.

accounting for interest rate cap: Embedded Derivatives International Accounting
Standards Board, 2009

accounting for interest rate cap: The Haitian Revolution Toussaint L'Ouverture,
2019-11-12 Toussaint L’Ouverture was the leader of the Haitian Revolution in the late eighteenth
century, in which slaves rebelled against their masters and established the first black republic. In
this collection of his writings and speeches, former Haitian politician Jean-Bertrand Aristide
demonstrates L'Ouverture’s profound contribution to the struggle for equality.

accounting for interest rate cap: Super PACs Louise I. Gerdes, 2014-05-20 The passage of
Citizens United by the Supreme Court in 2010 sparked a renewed debate about campaign spending
by large political action committees, or Super PACs. Its ruling said that it is okay for corporations
and labor unions to spend as much as they want in advertising and other methods to convince people
to vote for or against a candidate. This book provides a wide range of opinions on the issue. Includes
primary and secondary sources from a variety of perspectives; eyewitnesses, scientific journals,
government officials, and many others.

accounting for interest rate cap: Derivatives Wendy L. Pirie, 2017-04-03 The complete guide
to derivatives, from the experts at the CFA Derivatives is the definitive guide to derivatives,
derivative markets, and the use of options in risk management. Written by the experts at the CFA
Institute, this book provides authoritative reference for students and investment professionals
seeking a deeper understanding for more comprehensive portfolio management. General discussion
of the types of derivatives and their characteristics gives way to detailed examination of each market
and its contracts, including forwards, futures, options, and swaps, followed by a look at credit



derivatives markets and their instruments. Included lecture slides help bring this book directly into
the classroom, while the companion workbook (sold separately) provides problems and solutions that
align with the text and allows students to test their understanding while facilitating deeper
internalization of the material. Derivatives have become essential to effective financial risk
management, and create synthetic exposure to asset classes. This book builds a conceptual
framework for understanding derivative fundamentals, with systematic coverage and detailed
explanations. Understand the different types of derivatives and their characteristics Delve into the
various markets and their associated contracts Examine the use of derivatives in portfolio
management Learn why derivatives are increasingly fundamental to risk management The CFA
Institute is the world's premier association for investment professionals, and the governing body for
the CFA, CIPM, and Investment Foundations Programs. Those seeking a deeper understanding of
the markets, mechanisms, and use of derivatives will value the level of expertise CFA lends to the
discussion, providing a clear, comprehensive resource for students and professionals alike. Whether
used alone or in conjunction with the companion workbook, Derivatives offers a complete course in
derivatives and their markets.

accounting for interest rate cap: Wiley Interpretation and Application of IFRS
Standards 2020 PKF International Ltd, 2020-08-03 Wiley IFRS® Standards 2020 is a revised and
comprehensive resource that includes the information needed to interpret and apply the most recent
International Financial Reporting Standards (IFRS®) as outlined by the International Accounting
Standards Board (IASB). This accessible resource contains a wide range of practical examples as
well as invaluable guidance on the expanding framework for unified financial reporting. The authors
provide IFRIC interpretations and directions designed to ensure a clear understanding of the most
recent standards. The IFRS® standards are ever evolving, therefore it is essential that professionals
and students have the information needed to apply the standards correctly in real-world cases. Wiley
[FRS® Standards 2020 offers a complete, up-to-date reference that aids in the application of the
latest international standards in a manner that is transparent, accountable and efficient. This edition
includes IFRS 9 Financial Instruments; IFRS 15 Revenue from Contracts with Customers; IFRS 16
Leases and amendments issued and effective for annual periods beginning on or after 01 January
2019 as issued by the IASB by 30 June 2019. This edition also includes some introductory guidance
for IFRS 17 Insurance Contracts and incorporates the revised Conceptual Framework for Financial
Reporting 2018. This guide is written by the people passionate about IFRS® at PKF International.
PKF International member firms specialise in providing high quality audit, accounting, tax, and
business advisory solutions to international and domestic organisations around the globe.

accounting for interest rate cap: Interest Rate Models - Theory and Practice Damiano Brigo,
Fabio Mercurio, 2007-09-26 The 2nd edition of this successful book has several new features. The
calibration discussion of the basic LIBOR market model has been enriched considerably, with an
analysis of the impact of the swaptions interpolation technique and of the exogenous instantaneous
correlation on the calibration outputs. A discussion of historical estimation of the instantaneous
correlation matrix and of rank reduction has been added, and a LIBOR-model consistent
swaption-volatility interpolation technique has been introduced. The old sections devoted to the
smile issue in the LIBOR market model have been enlarged into a new chapter. New sections on
local-volatility dynamics, and on stochastic volatility models have been added, with a thorough
treatment of the recently developed uncertain-volatility approach. Examples of calibrations to real
market data are now considered. The fast-growing interest for hybrid products has led to a new
chapter. A special focus here is devoted to the pricing of inflation-linked derivatives. The three final
new chapters of this second edition are devoted to credit. Since Credit Derivatives are increasingly
fundamental, and since in the reduced-form modeling framework much of the technique involved is
analogous to interest-rate modeling, Credit Derivatives -- mostly Credit Default Swaps (CDS), CDS
Options and Constant Maturity CDS - are discussed, building on the basic short rate-models and
market models introduced earlier for the default-free market. Counterparty risk in interest rate
payoff valuation is also considered, motivated by the recent Basel II framework developments.



accounting for interest rate cap: Accounting Standards Institute of Chartered Accountants in
England and Wales. Technical Directorate, 1995

accounting for interest rate cap: Former Yugoslav Republic of Macedonia International
Monetary Fund. European Dept., 2013-06-26 The Macedonian labor market exhibits a high
unemployment rate, yet does not demonstrate obvious and large enough constraints on the demand
or supply side. Considerable achievements can be made by maintaining macroeconomic stability,
attracting FDI, and closing the educational gaps. The second paper assesses ways in which the
Macedonian financial sector could better contribute to growth and real convergence, taking stock of
where the sector stands and its recent developments. Streamlining bankruptcy procedures,
improving collateral and systematic collection and publication of real estate sales data, and
revisiting the interest rate cap may serve to moderately boost credit supply.

Additional Resources

Statutory Issue Paper No. 114 Accounting for Derivative Instruments and ...

1. Contracts that do not in their entirety meet the definition of a derivative instrument, such as
bonds, insurance policies, and leases, may contain “embedded” ... See more

Derivatives and hedging - Viewpoint
Example DH 2-1 was added to illustrate the accounting for the purchase of an interest rate cap. DH
2.4.1 was added to discuss the accounting for modifications to derivative contracts. DH 8, ...

Interest Rate Hedging in a Volatile Market - BDO USA
Interest rate swaps, floors, and caps generally qualify as notional principal contracts for tax
purposes if they provide for periodic payments.25 If a notional princi-pal contract hedges a ...

Internal Revenue Service Department of the Treasury Number: ...
Sep 2, 2016 - Interest Rate Swaps (except for Forward-Starting Swaps) and Interest Rate Caps are
specifically included in the definition of a notional principal contract in §1.446-3 and ...

ACCOUNTING OF INTEREST RATE OPTIONS - nbs.sk
Interest rate options are a component of interest rate derivatives. The basic types of interest rate
options are cap and floor type options. The same basic principles apply to the accounting of ...

Hedge Accounting - A Better Way to Hedge Interest Rate Risk
NIM is one way to think of interest rate risk, capital is another. The Internal Capital Adequacy
Process is one facet of a broader framework (the ~asel Framework, inclusive of Basel ...

Accounting For Interest Rate Cap Copy - wwwZ2.x-plane.com
rate debt might buy a cap to ensure its interest expense doesn't exceed a predetermined level. The
accounting for interest rate caps is crucial because these instruments significantly impact ...

Statement of Statutory Accounting Principles No. 86
For example, in an interest rate cap, if rates go above a specified interest rate level (the strike price

or the cap rate), the cap holder is entitled to receive cash payments equal to the excess ...

HEDGING~INTEREST RATE RISK WITH OPTIONS ON AVERAGE ...



Hedging interest rate risk has become one of the most common and important types of a financial
manager's risk management activities. A classic example is for a firm to hedge its cost of ...

Defining Issues 17-19 Changes to hedge accounting - KPMG
The ASU creates new accounting alternatives for measuring the change in the fair value of the
hedged item in fair value hedges of interest rate risk. The FASB intends that these changes ...

Advanced Topics in Interest Rate Hedging - afponline
The interest rate swaps hedge the floating rate debt by effectively converting floating-rate payments
to fixed-rate payments The interest rate cap agreements cap a portion of the ...

Caps: Historically Cheaper but Less Used than Swaps
Any borrower using caps instead of swaps would have saved significant interest costs. Unlike a
swap, a cap allows a borrower to benefit from low LIBOR rates and still have a maximum rate ...

S lssue P No. 44 Capitalization of I

GAAP guidance allows capitalization of interest as part of the historical cost of acquiring certain
assets.

Capitalization of Interest Cost Example 1 - AccountingInfo.com
Borrowing amount Interest rate Interest cost Number of months Interest to be capitalized $
2,000,000 8% $ 160,000 $ 1,000,000 11.25% $ 112,500 2006 $ 3,000,000 $ 272,500 ... int ...

GUIDANCE ON IMPLEMENTING - IFRS
internal rate of return. At the start of the period of a 10-year bond with a coupon of 8 per cent, the
bond’s internal rate of return is 8 per cent. Because the observed (benchmark) interest rate ...

Derivati | Hedai e . Vi :

This guide summarizes the applicable accounting literature, including relevant references to and
excerpts from the FASB’s Accounting Standards Codification (the Codification). It also ...

S I b No. 85 Derivative I
For example, in an interest rate cap, if rates go above a specified interest rate level (the strike price
or the cap rate), the cap holder is entitled to receive cash payments equal to the excess ...

Capitalization of Interest Cost Example 3 - AccountingInfo.com
Borrowing amount Interest rate Interest cost Number of months Interest to be capitalized $
3,200,000 7% $ 224,000 $ 1,050,000 6.42% $ 67,361 2006 $ 4,250,000 $ 291,361 12 ... int ...

S S ; o Princioles No. 31

example, in an interest rate cap, if rates go above a specified interest rate level (the strike price or
the cap rate), the cap holder is entitled to receive cash payments equal to the excess of the ...

Hedaing Variabilitv in Cash Flows d Real I R

determine whether a hedge of the variability in cash flows arising from changes in the real interest
rate, rather than the nominal interest rate, could be accounted for as a cash flow hedge. ...

Statutory Issue Paper No. 114 Accounting for Derivative ...
For example, in an interest rate cap, if rates go above a specified interest rate level (the strike price
or the cap rate), the cap holder is entitled to receive cash payments equal to the excess ...



Derivatives and hedging - Viewpoint
Example DH 2-1 was added to illustrate the accounting for the purchase of an interest rate cap. DH
2.4.1 was added to discuss the accounting for modifications to derivative contracts. DH 8, ...

I Rate Hedaing in a Volatile Market - BDO US
Interest rate swaps, floors, and caps generally qualify as notional principal contracts for tax
purposes if they provide for periodic payments.25 If a notional princi-pal contract hedges a ...

Internal Revenue Service Department of the Treasury Number: ...
Sep 2, 2016 - Interest Rate Swaps (except for Forward-Starting Swaps) and Interest Rate Caps are
specifically included in the definition of a notional principal contract in §1.446-3 and ...

ACCOUNTING OF INTEREST RATE OPTIONS - nbs.sk
Interest rate options are a component of interest rate derivatives. The basic types of interest rate
options are cap and floor type options. The same basic principles apply to the accounting of ...

Hedge Accounting - A Better Way to Hedge Interest Rate Risk
NIM is one way to think of interest rate risk, capital is another. The Internal Capital Adequacy
Process is one facet of a broader framework (the ~asel Framework, inclusive of Basel ...

Accounting For Interest Rate Cap Copy - www2.x-plane.com
rate debt might buy a cap to ensure its interest expense doesn't exceed a predetermined level. The
accounting for interest rate caps is crucial because these instruments significantly impact ...

Statement of Statutory Accounting Principles No. 86
For example, in an interest rate cap, if rates go above a specified interest rate level (the strike price
or the cap rate), the cap holder is entitled to receive cash payments equal to the excess ...

HEDGING~INTEREST RATE RISK WITH OPTIONS ON ...
Hedging interest rate risk has become one of the most common and important types of a financial
manager's risk management activities. A classic example is for a firm to hedge its cost of ...

Defining Issues 17-19 Changes to hedge accounting - KPMG
The ASU creates new accounting alternatives for measuring the change in the fair value of the
hedged item in fair value hedges of interest rate risk. The FASB intends that these changes ...

Advanced Topics in Interest Rate Hedging - afponline
The interest rate swaps hedge the floating rate debt by effectively converting floating-rate payments
to fixed-rate payments The interest rate cap agreements cap a portion of the ...

Caps: Historically Cheaper but Less Used than Swaps
Any borrower using caps instead of swaps would have saved significant interest costs. Unlike a
swap, a cap allows a borrower to benefit from low LIBOR rates and still have a maximum rate ...

Statutory Issue Paper No. 44 Capitalization of Interest
GAAP guidance allows capitalization of interest as part of the historical cost of acquiring certain
assets.

Sanitalization of 1 cost E e 1

Borrowing amount Interest rate Interest cost Number of months Interest to be capitalized $
2,000,000 8% $ 160,000 $ 1,000,000 11.25% $ 112,500 2006 $ 3,000,000 $ 272,500 ... int ...



GUIDANCE ON IMPLEMENTING - IFRS
internal rate of return. At the start of the period of a 10-year bond with a coupon of 8 per cent, the
bond’s internal rate of return is 8 per cent. Because the observed (benchmark) interest rate ...

Derivatives and Hedging guide - Viewpoint
This guide summarizes the applicable accounting literature, including relevant references to and
excerpts from the FASB’s Accounting Standards Codification (the Codification). It also ...

Statutory Issue Paper No. 85 Derivative Instruments
For example, in an interest rate cap, if rates go above a specified interest rate level (the strike price
or the cap rate), the cap holder is entitled to receive cash payments equal to the excess ...

Capitalizati 1 cost E 63 A nalng
Borrowing amount Interest rate Interest cost Number of months Interest to be capitalized $
3,200,000 7% $ 224,000 $ 1,050,000 6.42% $ 67,361 2006 $ 4,250,000 $ 291,361 12 ... int ...

Statement of Statutory Accounting Principles No. 31
example, in an interest rate cap, if rates go above a specified interest rate level (the strike price or
the cap rate), the cap holder is entitled to receive cash payments equal to the excess of the ...

Hedging Variability in Cash Flows due to Real Interest ...

determine whether a hedge of the variability in cash flows arising from changes in the real interest
rate, rather than the nominal interest rate, could be accounted for as a cash flow hedge. ...

Accounting For Interest Rate Cap

Accounting For Interest Rate Cap
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