
Managing interest rate risk
Your strategy for managing interest rate risk should 
address the following three key factors: business 
risks, market risks and product selection. 

In assessing business risks, you should consider  
a number of factors including: cashflow risks  
and interest rate sensitivity; desired amount and 
term of protection; degree of flexibility;  
and repayment terms.

The Commonwealth Bank’s Global Markets 
interest rate risk management team can provide 
you with insights into market risks. This includes 
economic updates and outlooks, current implied 
market rates and key risks, as well as expert 
advice on the implementation of your particular 
interest rate strategy.

Your individual circumstances will, of course,  
also guide your decision-making process.

Products to help you  
manage risk 
The Commonwealth Bank offers a comprehensive 
range of interest rate risk management solutions. 
We can assist you with choosing a suitable 
product, based on an analysis of your business 
and the prevailing market conditions. This will 
depend on whether the interest rate market is likely 
to fall, rise or remain steady. We can also tailor 
solutions to meet your individual requirements.

Fixed and floating rate  
loan solutions
The Bank’s interest rate risk management 
solutions can be divided into two broad 
categories: fixed and floating. 

Fixed rate loan solutions provide you with  
a known interest cost and do not require  
a premium payment. 

Floating rate solutions provide you with a high 
degree of repayment flexibility, the capacity to 
benefit from lower floating rates, and a known 
worst-case interest rate. However, these solutions 
may require a premium payment.

Interest Rate Risk Management
Risk Management Solutions
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The information below shows some basic characteristics of the products available and should not be relied upon as a summary or advice on 
any products. The risk management solutions below are not exhaustive and can be structured to meet your individual hedging requirements.

Products Interest rates 
rising

Interest rates 
falling

Interest rates 
steady

Repayment 
flexibility

Fixed rate solutions Fixed Rate Bill Facility

Knock-in Fixed Rate 

Knock-out Fixed Rate

Rate Reset Advantage

Principal Range Advantage

Floating rate solutions Floating Rate Bill Facility

Cap Advantage

Range Advantage

Combination Combo Advantage

With the exception of the Floating Rate Bill Facility, the products above allow protection at a specified cost of funds. Repayment 
flexibility will be an important consideration if you anticipate change to your cash flows over the hedging term.

Fixed rate solutions
Fixed Rate Bill Facility 

A Fixed Rate Bill Facility allows you to lock in a known cost of 
funding for a chosen period of time. Your facility will be rolled at 
the fixed rate for the fixed term.

Benefits include

Protection against any significant future increase   ›
in interest rates

Known cost of funding over a fixed term ›

Forward starts available (the fixed rate can be locked   ›
on any given day to commence on a future date)

Considerations include

Usually involves an immediate increase in your cost of funds  ›
over short-term interest rates

You will be unable to benefit if floating interest rates remain  ›
low or fall

Fixed repayment structure ›

Knock-in Fixed Rate

A Knock-in Fixed Rate allows you to protect your interest rate 
exposure at a specified maximum level, while giving you the 
flexibility to participate in lower variable interest rates down to  
a pre-determined trigger rate.

Benefits include

If the trigger is never hit, you can participate in favourable  ›
movements in variable interest rates down to the trigger rate

Known maximum cost of funds ›

No up-front premium is required; however, a premium will  ›
provide more flexibility in setting a suitable trigger level and rate

Considerations include

If the variable interest rate is at or below the trigger on any  ›
rollover date, then the maximum rate applies for that rollover

Knock-out Fixed Rate
A Knock-out Fixed Rate is similar to a fixed rate in that 
it provides protection against unfavourable interest rate 
movements. However, in comparison to a standard fixed  
rate the protection is limited to the “trigger level”.

If the floating rate is below the “trigger level” then:

The knock-out fixed rate provides protection against rises   ›
in interest rates up to the predetermined “trigger level”

Provides a significant discount to the standard fixed rate ›

No up-front premium is payable; however a premium will  ›
improve the levels

Considerations include

If the “trigger level” is reached, the discounted fixed rate is  ›
“knocked-out” and the floating rate will apply for that rollover

Unable to benefit if floating interest rates fall below the  ›
discounted fixed rate
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Rate Reset Advantage
Fixed Rate Bill facilities of two years or longer can be enhanced 
with the purchase of a Rate Reset Advantage. This enables you 
to adjust the hedging of your transaction at a predetermined 
future date.

Benefits include

Provides the option on the first anniversary for you to either:

Reset to a lower fixed bill rate (if rates have fallen) for the   ›
remaining fixed rate term

Reset to a variable bill facility, or ›

Terminate and repay the bill facility, with no early   ›
repayment adjustment

Considerations include

There is a premium applicable ›

Premium can be paid as either an up-front amount   ›
or periodic payment over the full fixed rate period

Principal Range Advantage
Principal Range Advantage provides you with the protection 
of a Fixed Rate Bill that has the flexibility of a fluctuating loan 
balance within established parameters. This option enables  
you to vary loan reductions and/or redraw funds to suit 
changing cash flow requirements, without the risk of early 
payment adjustments.

Benefits include

Provides you with protection at a known fixed rate but the  ›
loan balance can fluctuate within the pre-determined range

The potential for your average interest rate to be reduced   ›
by the proportion of the product you have floating

Considerations include

The fixed interest rate is higher than a standard fixed rate bill ›

There may be a cost to you if the Principal Range  ›
transaction is terminated before the maturity date

You will be exposed to interest rate movements if the term of  ›
the Principal Range transaction is less than the term of your 
variable rate bill facility

Floating rate solutions
Floating Rate Bill Facility 
A Floating Rate Bill Facility allows you to benefit if variable rates 
are falling but risks exist if rates rise unexpectedly.

Benefits include

Allows you to benefit from falling or stable interest rates ›

Gives you the ability to make additional repayments as cash  ›
flows permit, without an early repayment fee

Allows you to structure your rollover frequency to suit your  ›
cash flow

Considerations include

No protection against rising interest rates ›

You will be unable to accurately predict interest costs ›

Cap Advantage

A Cap Advantage allows you to remain at a floating interest rate 
while being protected if interest rates rise above the specified 
maximum rate. The Cap Advantage can accommodate various 
terms and repayment structures.

Benefits include

Ability to retain the benefit of current low short-term rates ›

Potential for you to benefit if rates fall ›

Protection from rates rising above a nominated level,  ›
providing you with a known worst-case scenario

Flexible repayments ›

Considerations include

There is a premium applicable ›

Premium can be paid either as an up-front amount or  ›
amortised at each rollover for the term of the Cap Advantage

You may incur a cost if the Cap transaction is terminated  ›
early (prior to the maturity date)

You will be exposed to interest rate movements if the term   ›
of the Cap transaction is less than the term of your variable 
rate bill facility

Range Advantage

Range Advantage provides an interest rate collar that allows  
you to remain at a floating interest rate between the cap rate  
and floor rate. The opportunity cost of the floor rate reduces  
or eliminates the premium cost associated with the cap rate.

Benefits include

Protection from floating interest rates rising above   ›
a nominated level, providing you with a known worst-case 
scenario

Depending on the floor rate chosen, the benefit of floating  ›
rates can be retained with limited potential to benefit from  
any further fall in floating interest rates 

Lower premium cost than Cap Advantage  ›

Zero premium structures are possible ›

Considerations include

Some premium cost may be payable depending on the   ›
cap and floor levels chosen

No benefit if floating interest rates fall beyond the   ›
nominated floor
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Mixed rate solution
Combo Advantage 

The Combo Advantage is a solution combining a fixed rate,  
a capped rate and a variable rate. Splitting the facility into thirds – 
one-third fixed, one-third capped and one-third variable –  
is an effective way of managing interest rate risk. If rates rise, 
you are covered on two-thirds of the facility (fixed and capped). 
If rates fall, you benefit from lower rates on the capped and 
variable portions. Additionally, you can repay principal ahead  
of schedule on the capped and variable portions.

Benefits include

Offers some degree of protection against any significant  ›
future increase in interest rates

Provides one single bill rolling at the weighted average rate ›

Considerations include

The only obligation on you during the life of the Combo  ›
Advantage is to draw the fixed amount at the fixed  
rate; the capped and variable amounts can be used  
at your discretion

Can involve an immediate increase in your cost of funds   ›
over short-term interest rates 

Opportunity to pay a premium to improve the rate ›

No protection against rising variable rates on the   ›
variable portion

You will be unable to benefit on the fixed portion   ›
if interest rates fall
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Risk disclosure

These are sophisticated financial products, which involve interest rates. Unless you are familiar with such products and the risks and costs involved, these products may 
not be suitable for you. The document does not purport to be a complete statement or summary. Potential investors should read the product documentation, including 
the terms and conditions, available from the Bank for these products for a full disclosure of the main risks and costs involved and if necessary seek independent financial 
and tax advice. 

Important information

Produced by Commonwealth Bank of Australia ABN 48 123 123 124 (the Bank).

This document is not a disclosure document and does not contain a full description of all aspects for the relevant products, including risks and costs involved, and is not 
advice from the Bank in regard to any products. Product documentation is available from the Bank and should be considered before making any investment decision 
about any of the products mentioned in this document. 

These products are not regulated products as defined under the Corporations Act 2001 and are not bank deposits. This document has been prepared without taking 
account of the objectives, financial situation or needs of any particular individual. Because of that, before acting on the information in this document, a potential investor 
should consider its appropriateness to their own circumstances, having regard to their own objectives, financial situation and needs. Potential investors should consult their 
professional tax adviser about the tax implications of any products to their own particular circumstances.

We do not charge any fee for advice provided. You may be charged fees in relation to the financial products the Bank provides. These are set out in the relevant disclosure 
document. Our employees receive a salary and do not receive any commissions or fees. However, they may be eligible for a bonus payment from us based on a number of 
factors relating to their overall performance during the year. Our employees may also receive benefits such as tickets to sporting and cultural events, corporate promotional 
merchandise and other similar benefits. Applications for finance are subject to the Bank’s normal credit approval. Full terms and conditions are included in the Loan offer. 
Bank fees and Government charges may apply.

The information provided herein is believed to be accurate and reliable but no representation or warranty (express or implied) as to accuracy, completeness or reliability is 
given and to the extent permitted by law, neither the Bank, nor any of its subsidiaries, nor any of their respective employees or any other person (“Relevant Party”) accepts 
any liability for any claim (including a claim for negligence) in respect of anything, and of the consequences of anything, done or omitted to be done by any person acting 
in reliance, whether wholly or partially, upon the information in this document or any other information provided by a Relevant Party.

Issued by: Commonwealth Bank of Australia ABN 48 123 123 124




