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EXECUTIVE SUMMARY

This study explores the impact of interest rate swaps (IRS) on corporate finance, focusing on
firm’s financial health and risk management practices. Utilizing descriptive statistics,
regression analysis, and correlation analysis, the research assesses how IRS usage affects key

financial metrics, such as leverage, profitability, and return on equity (ROE).

The research methodology is grounded in secondary data analysis, drawing from financial
statements and market data over a three-year period and extending to a decade of historical
profitability and revenue data. Key variables include firm size, profitability, growth
opportunities, and industry classification. The study examines companies in the manufacturing,
utilities, retail, and financial sectors to provide a comprehensive view of IRS's role across

different industries.

Findings indicate that firms employing interest rate swaps typically exhibit higher leverage, as
these instruments enable effective interest rate risk management, thus supporting increased
debt levels. Larger firms and those with greater growth opportunities are more likely to use
swaps, suggesting that IRS usage is linked to firm’s strategic financial planning and capital

structure optimization.

Regression analysis highlights that the use of IRS correlates positively with reduced earnings
volatility and lower cost of debt, enhancing overall financial stability. However, the
effectiveness of IRS varies by industry; sectors with high capital expenditures, like
manufacturing and energy, benefit more significantly in terms of risk reduction and cost
stabilization. Correlation analysis further supports these findings, showing a positive
relationship between the notional amount of IRS and key financial performance indicators,

particularly ROE and profitability.

In conclusion, interest rate swaps are vital tools in corporate finance, offering significant
benefits in risk management and financial stability. Their impact is most pronounced in capital-
intensive industries, where they facilitate debt management and cost predictability. The study
underscores the importance of a robust regulatory framework and technological advancements
in maximizing the benefits of IRS. Future research should expand to include a more diverse

range of companies and explore the integration of IRS with other risk management strategies.



