A/AA/Aa/AAA/aaa rating, 2, 8-10, 152,
168, 234-236, 239-241, 295, 323,
328, 337, 345, 347-350, 355-357,
359, 361, 368-370, 408, 427
Accounting rules, 92
Accrued interest, 37
ACT/360 convention, 86
Active trading, 17, 285
Adjusted basis, 129
Administrative agents, 275
Agency mortgages, 338
Agent banks, 275
Ahold, 67, 69, 73-75
Aircraft lease, 348, 353
Aircraft securities/EETCs, 340
Amortization, 281-283, 301, 327, 349, 360,
437
Analytics applications, 3
Annualized returns, 259-260
Arbitrage, 91, 124, 132-133, 137,272, 279,
284, 313, 318, 323-324, 352, 256,
394-395, 398, 437
Asian market, 2, 7
Asset(s)
classes, 4, 10, 270;,222-.284, 291, 297,
348, 353
coverage test, 295, 394
Mliability mix, 153
management, 296297
pools, diversity in, 346
sales, 283
swap, 20, 122, 125-126, 129
Asset-backed securities (ABSs), 1, 3-4, 152,
198, 335-337, 339, 341-342,
347-348,351-353,359-363,
366-368, 370, 393, 398,
404-407
Attachment points, 200, 203-204,
206-208,210-211, 214-216, 218,
220, 233, 360
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At-the-money (ATM) options, 42-43, 48,
144, 146, 160

Auctions, 88

Auto loans, 339, 344

B/BB/Ba2/BBB/Ba2/Baa2/Baa3 rating, 2, 8,
135,270,292, 295,328, 331-333,
347-348, 366-5¢7. 369-370, 408,
427
Back-loaded
credit evenits 260
loans, 282

Back-tecriny, 101-104, 258

Balanc cheet
onrlications of, 283, 307, 357, 419
MMCLOs, 313, 318, 320, 323-324
strategies, 284

Bank books, 274

Bank loans, 279, 300-301

Bankruptcies, 19, 86

Barbell-bullet trade, 29

Base-case scenario, 349

Base correlation

analysis, 223-224
skew, 197,202-204, 209, 211-212

Basis, 118, 129, 239, 261-262, 281, 345,
363. See also Basis trades

Basis trades, 118-121, 126-129

Bear credit market, 293

Bearish credit view, 40, 46-49, 140,

258

Bearish trading strategies, 142

Below-investment-grade (BIG) Index, 345,
347

Beneficial ownership, 9

Bespoke tranche market, growth of, 6, 9

Beta, 96, 99, 104

Bid/ask spread, 39, 91, 143, 323, 350

Bid/offer, 27, 96, 134, 139, 198, 203, 218,
302
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Black, Fischer, 3 Cash, characterized, 1, 3-5, 12, 19, 23-24,
Black-Scholes option pricing model, 202 27,80, 88, 93, 120-121, 135, 139,
Bloomberg, as information resource, 94, 150, 153, 284, 324, 328-329. See also
108-109 Cash flow
Blowups, 154, 181-182, 184-185, 187, Cash flow, 23, 127, 134, 155, 301, 312, 328,
189, 298 352,355, 363,373-377,394-395,
Blue-chip CDOs, 385 398, 431
B-notes, 407, 409, 411-413, 437, 439 Cash-for-cash trade, 115
Bond/bond market, 3,9, 12, 17, 26, 30, CBO, high-yield, 301
33-36,94-96, 100-104, 118-124, C/CC/CCC rating, 369-370
126-127, 133-134, 269, 272, CDO equity
276-277,293,301-303, 311, 325, analytical techniques, 398-401
344,392, 398-399 asset characteristics, 391-394
Bootstrapping, 204, 216 case study, 397-401
B-pieces, 413-414, 437 cash flow income notes, 373-377
Break-even collateral management 5%4-391
recovery rate, 134 credit risk case study 397-401
spread, 157-158 modeling assumptiszs, 398-401
British Bankers® Association (BBA), 5, return analygic, 377-384
18 structures; 2 71-373, 394-397
British Energy, 19 CDO-squareds (CDO?s)
Broker-dealers, functions of, 7, 153-154, adding alue, 246-249
156,206, 216, 218 casestudy, 249-251
Bull-bear tranche trades, 180-182, ~hzracteristics of, 198, 229-236, 247,
190 249
Bullish credit view, 40, 46-47, 49, 140 economic value vs. rating quality,
Bullish investors, 70, 258, 312 238-239
Bullish trading strategies, 142 master CDO wvs., 236-238
Butterfly trades, 29, 50-55 structures, 239-246, 248-249
Buy-and-hold strategy, 118-119,158, 168, term sheet, 249-251
285 uses of, 239
Buybacks, 49, 121, 133, 258 CDS Index Protocols, 88-89
CDX, 1, 3, 5, 19, 144, 159, 194, 197,
Call 207-208,221-222,253, 258
options, 42, 132 223, 202 CDX High Volatility Index, 51-52
protection, 277 CDX IG index, 168-181, 184, 187,
rate, 300 189-190
Callable loans, 326 CDX IG tranches, 173, 176, 183-184,
Calpine, 19, 90 189-190, 221-223
Capital CDX/iTraxx indexes, 154, 220
expenditures, 278, 310 Charter Communications, 19
markets, 324, 350 Cheapest-to-deliver options, 119, 123
returns, 266 Citigroup, 258-259, 274, 283

structure, 153-154, 162, 172, 193, 199, Cleanup call, 349
201, 205-206, 239, 249, 279-280, Cohorts, 392-393

312, 361 Collateral, 124, 220-221, 224, 244, 249,
Capitalization rate, 437 283,298,313, 318-320, 328,
Capped CMCDS, 65-68 336-337, 346-348, 352, 359-360,
Caps, 395-396 366,407-409, 420. See also Collateral
Carry-neutral, 171, 183-184, 225, 227 management; Collateral manager
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Collateralization, 310, 312 characteristics of, 403-409, 416-419,
Collateralized debt obligations (CDOs) 420-428
of ABS handbook, 335-370 collateral analysis, 428-431
case study, 329-333 historical perspective, 418-419
characteristics of, 1, 3, 10, 282, 269-270, key market events, 417-422
323, 329-333, 337, 343, 352-359, list of, 432-437
370 management strategies, 415-416
collateralized loan obligations, terminology, 437-439
see Collateralized loan obligations term sheet, sample of, 440-441
(CLOs) types of, 426
combination securities, 330-334 Commercial real estate loans, 404
commercial real estate (CRE), Commitment fees, 281
403-441 Commoditization, 135
equity, see CDO equity Commoditized index tranches, 219
leverage, 344, 354, 269-293 Conditional value at risk (CVAR),
management strategies, 351-354, 332-333
400-401 Conduit
popularity of, 297-298 loans, 437
structured finance strategies, securities, 339
354-370 Confidence inervals, implications of, 322
trading philosophy, 389-391 Constant cefait rates (CDRs), 330-331,
Collateralized loan obligations (CLOs) 362264
basic structure, 293-296, 327-329 Conswant maturity CDS (CMCDS),
case study, 329-334 157-258,260-262
characteristics of, 1, 269-270, 283, Corstant maturity collateralized debt
293-298, 300-303, 319-325, obligations (CMCDOs), 72
331-334 Constant maturity credit default swaps
combination securities, 331-333 (CMCDSs)
legal issues, 312 basics of, 57-58
management strategies, 296-257, capped, 66—68
302-303 case illustrations, 72-76
middle market, see Middle niarket CLOs characteristics of, 58-66, 68-72, 76-77,
outperformance, key <irivers of, 265
298-302 combination trades, 70-72
popularity of, 17 plain-vanilla, 70
pro rata, 9, 283 trading strategies, 69-72, 264
structure of, 313 volatility, impact of, 64-66
Collateral manager/management, 299, Constant proportion portfolio insurance
302-303, 384-391, 416 (CPPI)
Collins & Aikman, 90 basic mechanics, 255
Commercial mortgage-backed securities case studies, 258-266
(CMBSs), 336, 338-339, 344, 348, management of, 256-258
350-353, 358-359, 365, 369, 403, product mechanics, 253-256
405-406, 408-409, 413-414, 417, structure of, 253
428-429,429-431, 438-439 Contagion risk, 354
Commercial paper (CP), 9-10, 355-357, Convertible bonds, 124
359, 369 Convexity, 45-47, 65, 77,127, 141-143,
Commercial real estate (CRE) bonds, 4 158-161, 168, 190, 210, 235, 240
Commercial real estate CDOs (CRECDOs) Corporate
building blocks of, 409-414 bank debt facility, 327
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Corporate (continued) Credit derivatives, 1, 3, 5, 19-26, 93-94,
bonds, 2, 26, 344 337, 392. See also Credit derivatives
debt, 298 index
lending banks, 283 Credit derivatives index
loans, general-purpose, 340 administration of, 83
Correlation case study, 94-105
bucketing, 212 CDX/iTraxx index family structure,
characteristics of, 264-265 81-83
desks, 135 characteristics of, 79-80, 84-94
excess loss distribution, 200 credit default swaps, basket of, 83-84
implied tranche, 199 credit events, impact on, 86-88
models of, 3 defaults on, recent, 8§-90
products, 7 evolution of, 81
risk, 4, 10, 151, 206 family of, 80-81
sensitivity hedging, 211-214 intrinsics vs., 90— 91
skew/skew curve, 204, 220, 224, 239 investment strategies.-!1-.93
strategies, 167 mechanics of, 85
traders, 150, 172 payments, 84-8o
traditional measures, problems with, 199, roll process, 83, 106—-109
201 trading veicing, 81
tranche-specific, 197 Credit dewiain, 26, 319
Correlation neutral trades, 225, 227 Credit enlioncement, 346
Counterparty/counterparties, Creaqit events, 19, 23-24, 26, 86-88, 121,
functions of, 284, 301, 357, 392 181,247, 357-358, 360
risk, 17, 125, 357 Credit exposure, 154, 283, 307
Coupon(s), 276-277, 281-283, 307308, ~ CreditFlux, 229
327-328, 350 Credit hedges, 17
Covenants, 274, 277-278, 283-284, Credit impairment, 347
309-310, 320, 326 Credit lines, 28-29
Coverage tests, 295, 352, 394-395,37 Credit-linked notes (CLNs), 1, 9, 19-20, 92,
Credit agreements, 274-275,277-278, 281, 125,195
326 Credit markets, 3—7
Credit card(s), 339, 344, 351 Credit neutral trades, 29, 118
Credit curves, 28-29¢ 256 Credit01, 158160, 180, 183, 191-192,
Credit cycle, 269, 2055 333 194, 210, 216, 225,227,235
Credit default swaps/swaptions (CDS) Credit options
bonds compared with, 122, 126 characteristics of, 10, 140-141
case illustration/study, 30-33, 49-55 delta-exchange, 143
characteristics of, 5, 7, 17-24, 33-39, knockout provisions, 140-141
40-42,46-48,71,91, 107, 143, payoffs, convexity effects,
253 141-143
documentation standards, 22-23, 88 selling vs. buying, 143-144
popularity of, 17, 19, 39 trading strategies for, 144—146
receiver options, 42—46 Credit portfolio, 3, 154
single-name, 19, 53-54 Credit pressure, 301
terminology, 22-23 Credit products, equity-linked, 20
unwinding, 25 Credit protection market, 19-20. See
uses of, 26-30 also Protection
volatility and, 47-48 Credit quality, 2, 26, 40, 42, 231, 240, 242,
Credit delinquency, 303 360, 395, 439
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Credit rating, significance of, 331. See also
specific ratings
Credit risk, 2, 4, 13, 17, 23, 26, 95, 107,
122, 125, 164, 278, 283, 310, 352,
394, 397-401, 437
Credit scoring system, 322
Credit selection, 246-249
Credit spread(s), 19, 78, 298. See also Credit
spread convexity
Credit spread convexity
idiosyncratic, 160-161
macro, 159-160
Credit stability, 270
Credit swaps/swaptions, 133, 219
Credit tenant lease (CTL), 338, 408-409,
437-438
Credit tranche trades
advantages of, 213-214
case studies, 220-227
credit tranche market, 197-201
default correlation skew, 201-214
future directions for, 219-220
skew correlation, 215-216
trading opportunities, 214-219
Creditworthiness, 125, 297
Cross-collateralization, 312
Cross-credit view, 28-29
Cross-currency trades, 116-118
Cross default, 312
Crossover, 132
Cross-subordination, 245
C-spread, 129
Currency, see Cross-currncy trades
hedging, 356
risk, 117, 357
spread options, 219
swaps, 9
Curve-flattener trades, 197, 256
Curve-steepening trades, 256
Curve trades, 111-116, 220-221
CUSIPs, 275
Customization/customized
investments/customized portfolios,
3-4,9, 19, 168, 350-351

Day-to-day spread, 155

Dealers, 4, 93-94, 137, 143, 151, 153, 164,
205-206, 217. See also Broker-dealers

Debt/EBIDTA ratio, 278, 286, 292, 311,
370

Debt-equity
cycle, 130-131
trades, 129-134
Deductibles, 154
Default
characteristics of, 7, 319
correlation, 3, 193-194, 198-199,
201-214
legal issues, 312
probability, 155-156, 199, 266, 279, 385
protection, 29, 42-43
rate, 239, 259, 309-310, 347-349,
360-361, 363, 378-379, 395
risk, 10, 72, 150151, 154, 156, 208,
229,237, 240, 243, 246-247, 249,
257,357
sources of, 256
swaps, 1, 5, 23,28.25-38, 119, 230. See
also Credit default swaps/swaptions
(CDS)
Default-casti vasis, 26
Default-ney iral trades, 126
Defau! 01
nevtral, 225, 227
risk, 161
Deleverages, 254, 256,257
Delinquent loans, 319, 324
Deliverable obligation, 24
Delphi Corp., 19, 90
Delta, 91, 133, 158-159, 209-214, 221
Delta Airlines Inc., 21, 90
Delta-exchange, 143, 145
Delta-hedge, 91, 151, 159, 169, 173,
190
Delta-neutral basis trades, 218
Delta-neutral position, single-tranche CDOs
(STCDOs), 169-170
Discount, 107, 307-309
Dispersion trades, 144, 180-184
Distressed
credits, 256
purchase, 275
Diversification, 8-9, 13, 91, 102, 154, 238,
270,292-293, 295-296, 308-309,
321,357,393-394
Diversity score (DS), 438
Dividend yield, 266
Documentation, standard, 22-23, 88,
274-276,358
Double leverage, 231, 240
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Double subordination, 231, 237-238, 249
Dow Jones
CDX Index/Indices, 81-86, 90-91,
100
CDX/iTraxx credit derivatives index,
80-86, 91-93. See also Credit
derivatives index; iTraxx credit
indexes
Downgrades, 256, 298-299, 303, 348—349
D rating, 348, 369-370
Duration of contract, 107-108
Duration-neutral trades, 115-116, 126-127
DVO01
characteristics of, 96-97
effect on credit swaption payoffs, 43-44,
46
forward, 43, 47, 142-144
-neutral, 29, 69, 260
risky, 123124, 139

Earnings before interest, taxes, depreciation,
and amortization (EBITDA), 278, 285,
304-305, 326

EBITDA/interest ratio, 278, 326

Economic conditions, impact of, 269, 301

EDFs, 156

Emerging market CDOs, 1

Emerging markets, 2, 4, 7

Equipment leases, 339-340

Equity, 133, 140, 159, 164-165. 169-170,
172-175, 178, 180, 191=192, 195,
198, 202-204, 206-207,218-219,
229-231,242-244,253,259, 264,
295,351, 356-357, 369, 396-398,
438

Esoteric assets, 337, 350

Euro Broad Investment-Grade index (EBIG),
94-104

Euro market, 99, 116

European banks, 7

European Government Bond Index (EGBI),
97-98

European Investment Bank (EIB), 97-98

European leveraged loans, 270, 289-293

European markets, 7

European securities, 140, 217, 341, 343

Event risk, 236, 240, 242

Excess cash flow, 346

Exchange rates, 357

Exchange of deltas, 173

Exotic structures, 71-72

Expected loss, 207-209, 238, 240-241,
366-367

Expected returns, 259, 262, 277

Expected scenario, 349

Fannie Mae, 338
FAS133, derivative MTM rule, 12
Fat tail, 211, 213, 331, 239
Fees, types of, 17, 275-276,280-281, 283,
287-288, 327, 339-340, 354,
395-396, 438
Fiduciary/fiduciaries, 155
Financing CDO, 438
First-lien debt, 327
First-lien mortgages, 332
First-loss loans, 431
First-loss tranche, v
First-to-default /5T1) baskets, 10, 135,
140
Fitch Ratinigs; 278-279, 318, 322,423
Fixed-irco ae
asoete, 12
‘nveastors, 2
portfolios, 331, 400
Vixed-rate securities, 106, 325
Floating-rate
collateral, 299
note (FRN), 122
payer calculation, 23
premium swap, 71-72
Ford Motor Credit Corporation (FMCC),
44-45, 48
Foreign exchange (FX)
cross-currency trades, 117
options, 202
risk, 122
Forward curve, 28-29
Forward rates, 60, 64, 70
Forward spreads, 77
Franchise loans, 339
Freddie Mac, 338
Frequency distribution, 331, 401
Front contract, 145
Fundamental risk, 150-151
Fundamentals, 133, 354
Fund-of-funds equity, 13
Fungible subordination, 244-246
Fusion deal, 438
Future cash flow, 71
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GAAP basis, 437

Gamma, 10, 159-161

Gaussian copula framework, 157-158,
197-199, 212213, 220,
331-334

General collateral (GC), 29

General Electric (GE), 99

General Motors (GM), 28, 99, 117

General Motors Acceptance Corporation
(GMAC), 28

Geographical markets, 4, 7

Ginnie Mae, 338

Global catastrophic shock, impact of,
220

Global markets, 1,4, 116-117

Going-concern value, 339

Government agencies, 21

Government-sponsored enterprises (GSEs),
338

Greeks, 10, 91, 96, 99, 104, 133, 158-164,
169, 173,190, 209-214, 221, 225,
227

G-7 currencies, 118

Hammurabi’s code, 1
Hedged tranches, 206
Hedge funds, 1, 19, 119, 216, 272, 282
Hedging strategies, 3, 10, 17, 41, 54, 62,
68-69, 91-92, 95, 120, 135, 437,
139, 143, 154, 168, 173180, 88,
211-214, 301, 356-357,395
High-grade portfolios, 240
High-grade SF CDO, 359-263
High probability defealv (¥IPD), 256
High-quality
assets, 357
credit, 2, 347
High-yield securities, 132,272, 276-277,
293, 298, 398-399
Historical data, significance of, 155-156,
209, 238, 334, 392
Historical regressions, 133
Holding period, 221
Home equity loans (HELSs)
asset-backed securities (HEL ABS)
markets, 4
characteristics of, 338, 344-345, 352,
365-366
Homogeneous large pool model, 218
Hybrid structures, 357

IBM, 62-64, 72
iBoxx, , 80-81, 134-135, 138
Idiosyncratic risk, 206, 240, 242243,
245-246, 249, 347
IG-CDX tranches, 166-167, 221
1lliquidity, 29, 124
Implementation, examples of, 12-13
Implied correlation, 153, 165, 167, 172,
199, 216, 221,223,239
Implied default, 239, 243
Implied probability of default, 211,
243
Implied volatility, 47, 133, 202
Income note holders, 389-390
Index-related products, types of, 92-93
Index swaptions, 93
Index trading, 1, 5, 92
Index tranches, 12,192,201, 209, 239
Information ratio, 261-262
Inner CDO tranches, 230-231, 237,
240-241,243,245-247, 249
Inner partt lios, 237
Instai'taent sale loans, 339
Insiitutional investors, 205-206, 270, 280,
282,288-289, 327
Tastitutional loan(s), 270-273, 281-284,
289, 302-303, 305-306
Insurance companies, investment strategies,
7,20-21, 92, 156,272,282,
417
Insurance risk ceiling, 154
Intercreditor agreement, 437
Interest coverage (I1C)
implications of, 394-395
tests, 296, 328, 438
Interest rate(s)
impact of, 3, 125, 291, 301, 325,
398
risk, 10, 95-96, 117, 119, 122, 125,
276-277,301, 382-384, 395
Internal rate of return (IRR), 331, 377-379,
394-395, 331, 399-401
International Index Company (IndexCo),
83
International Swaps and Derivatives
Association (ISDA), 18, 22, 24, 88, 93
In-the-money (ITM) options, 133, 140, 144,
160
Intrinsic(s), 90-91, 107-108, 137-139
Investment banks, 135
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Investment-grade
bonds (IG CBOs), 49, 398
credits, 4, 206, 243
indexes, 135
Investment horizon, 144
Investment objectives, 296
Investment philosophy, 389-391
Investor(s), see specific types of investors
motivation, 350
profiles, 213, 416-417
risk profiles, 213
sentiment, 137
types of, 12-13, 92
iTraxx, 1, 3, 5, 19, 65, 94-96, 100-104,
106, 139-140, 144, 191-194, 197,
213,253, 258,264-265
iTraxx credit indexes
Asia, 81, 106
characteristics of, 134-140
Corporate, 135-136
Crossover, 135-136, 138
European, 135-137, 194, 207-208,
217-218
HiVol, 145-146

Japanese market, 7

Jump-to-default (JTD) risk, 10, 165,
191-192, 194, 235

Jump-to-paradise risk measure, 165

Junior subordinated bonds, 311

Junior tranche, 199, 206, 216234, 238,
240-241, 243, 246,328

Knockout in default srevision, 47, 49,
140-141

Large loan securities, 338

Legal ownership, 9

Lender(s), 1, 310-311. See also specific types
of banks

Lending banks, 284

Letter of credit, 281

Leverage, impact of, 4, 8, 132, 140, 152,
154, 156, 168-167, 198, 223, 229,
231, 236, 238, 243, 246, 249,
253-254,258,263-264, 278, 286,
298, 303, 309-312, 350, 353, 360,
394, 410-411, 429

Leveraged buyout (LBO), 49, 73, 119, 128,
133, 305

Leveraged credit investments, 80
Leveraged loan market, 269-293, 303, 306
Liens, 280, 306-307, 327, 338, 412
Liquidity, 3-4, 80, 93-94, 121, 124, 126,
132, 134-136, 153, 168, 190, 219,
221,253,257,269, 283, 311,
348-350, 354, 394
Liquid tranches, 217
Loan market, 4, 26, 269, 275-277, 283, 303
Loan originator, middle-market CLOs,
320-322
Loan participants, 275
Loan Sales and Trading Association (LSTA),
274
Loan spreads, 132
Loan-to-value (LTV), 42¢
London Interbank Offered Rate (LIBOR),
26-27, 30, 96, 20, 122-126, 135,
152,253.256,276,282,306-307,
325,327 351, 359, 363, 369, 395
Long credit, 144
Long-mata ity trades, 30-33, 77
Long «aly investors, 239
Lang position, 4, 80, 91, 168-169, 262,
265
Look-ahead tests, 324
Loss(es)
distribution, 202, 209, 220, 232, 235,
237-238,243,259
exposure, influential factors, 210-212
tail, 157, 332
valuation, 357
variance, 157
Low-default environment, 133, 198
Low-diversity portfolio, 218
Low-probability default events, 208
Low-spread environment, 224

Macroeconomics, 91
Macro spread risk, 172
Managerial roles, 155
Manufactured housing, 340, 344, 348
Marconi, 19
Marginal credit factor (MCF),
165-166
Market
efficiency, 10
needs, types of, 12—13
penetration, 4
rally, 30

—p—



—p—

Index

465

risk, 10, 201-202, 204-207, 232. See
also Broad credit market risk
sensitivity, 237
shocks, 93
value, 24
view strategies, single-tranche CDOs
(STCDOs), 167-168
Market makers, 135, 307
Markit Group, 83
Marks and Spencer (M&S), 73-75
Mark-to-market (MTM)
implications of, 60, 72, 92, 108-109,
119, 125,151, 153-154, 158,
161-166, 179181, 183184, 219,
225-226,229,232,259,279
-to-spread ratio, 187, 189
Marshall-Olkin copula, 213
Master CDOs, 236-238
Mathematical modeling, 3
Maturity, significance of, 28, 60-64, 68—69,
71,133,263,272,277,282,305-306,
325,327, 349
Mean reversion, 137, 265-266
Mergers and acquisitions (M&As), 49,
132-133, 283, 305, 308
Merton, Robert, 3
Merton model calculations, 133
Mezzanine loans, 408-409, 412-413,
438
Mezzanine note holders, 357
Mezzanine SF CDOs, 355, 264-.16Y
Mezzanine tranches, 162, 162, 172, 175,
180, 190, 192, 195, 198, 202-204,
206, 209,212,222--231, 234-236,
238-239, 241, 245, 264, 348-349,
351, 353, 358, 360-361, 363-364
Microconvexity, 193
Micro-delta, 192
Middle market CLOs
balance-sheet, 323-324
characteristics of, 1, 285, 303-313,
317-327
investment considerations, 320-324
legal considerations, 312
size and definition, 304-305
structural features, 323-324, 326-327
variations on, 313
Middle-market loans, 286, 325-327. See
also Middle-market collateralized loan
obligations (MMCLOs)

Model-based trading, 3
Modified modified restructuring (MMR),
118
Modified restructuring (MR), 118
Modified restructuring (Mod-R) provisions,
86-87
Money market funds, 121, 359
Monoline insurance companies, 20-21
Monte Carlo simulation, 157, 258-266,
331-332,363-364,398-399
Moody’s Investors Service
as information resource, 106, 154, 270,
278-279, 287,303, 348, 361,
363-364, 423
KMV, 156
RiskCale, 322
Moratorium/repudiaticn; 23
Mortgage loans, se? specific types of
mortgages
Mortgage REIT 5,104, 420, 263
Multiseceor <2 0s, 352
Mutual ©:ids, 7, 20-21, 340

Neor-default spreads, 139

Ilegative carry, 184, 260

MNegative convexity, 160, 237, 246

Negative payoff, 50

Negative returns, 254

Negative sensitivity, 162

Net asset value (NAV), 301-302

Netting agreements, 275

Network effect, 4

Neutral curve, 29

New business development funds,
317

New product lines, 4-6

Niche structured finance asset types,
340-341, 348-349

Noncredit markets, 265

Non-CUSIPed securities, 438

Nonindex tranche, 212

Nonrecourse financing, 10

Nonrecourse leverage, 8

Nonuniformity, 243-244, 249

No-put scenario simulations, 363-364

No restructuring (No-R) provision,
86

Normal distribution, 266

North American markets, 7

Northwest Airlines, 19, 90
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Notes, term-funded, 355. See also
Collateral-linked notes (CLNs)
Notice of Physical Settlement (NOPS), 88

Obligation acceleration, 23

Obligor(s), responsibilities of, 312, 323, 348,
359-360, 368

Off-balance sheet, 125

Off-market tranches, 217-219

Off-the-run credits, 28

Off-the-run tranches, 173, 176

Omega, 158, 161

On-balance sheet, 124

One-notch rule, 279

On-the-money (OTM) options, 133

On-the-run index, 136

On-the-run tranches, 173, 176,
183-184

Option(s), 19-20, 47, 133, 135, 140,
144-145. See also specific types of
options

Outer tranches, 232

Out-of-the-money (OTM) options, 51, 132,
135, 160

Over-the-counter (OTC) market, 126

Overcollateralization (OC)

impact of, 296, 313, 328, 346, 394-395,
406
test (OC test), 394-395, 438

Overhedged transactions, 301

Overlapped credits, 242-243, 249

Ownership issues, 9, 396

Par
-for-par trades, ! 2¢
value, 87, 122, 304, 311
Parallel spread changes, 185-186
Parmalat, 19
Participation rate, 58-59, 63, 66-67,
76-77,260
Pay-in-kind (PIK), 291
Payer
options, case illustrations, 50-54
when to buy a, 41-42
when to sell a, 42
Payoff(s), 46-47, 65, 142, 144, 277, 284,
326
Pension funds, 20-21
Personal loans, 339
Physical settlement, 24, 88, 139

Plain-vanilla transactions, 70, 232,
329-333
Points up front, 163-164
Poisson distribution, 266
Portfolio
composition, 4
credit derivatives, see Portfolio credit
derivatives
credit risk, 198
diversification, 91, 157, 191, 193, 342,
354, 401
losses/loss model, 218, 350
management strategies, 70, 91, 135,
353-354, 395
notional, 254-255
optimization, 9
rebalancing, 91, 155
risk, 197, 243744
Portfolio credit.derivatives
CDO-squaiads, 229-251
constant proportion portfolio insurance
(LPPI) products, 253-266
siic le-tranche CDOs, 149-195
srading credit tranches, 197-227
Qositive convexity, 161, 195
I'referred stocks, 328
Premium(s), 68, 71, 206-207, 213-214,
218,223,237-238, 241, 308,
396-397
Premium-to-spread exposure, 139-140
Prepayment rate, 283, 298, 318, 326, 349
Present value, 62-66, 68, 152, 164, 166,
254
Price-yield relationship, 44
Primary loan market, 270-272, 282, 289
Principal-protected unit (PPR), 378
Privately owned companies, 312
Product innovation, 4, 19. See also New
product lines
Profit and loss (P&L), 73, 123, 184-187,
189,217,221, 225,253,255
Property risk, 338
Proprietary desks, 119
Proprietary risk, 322
Pro rata high-grade SF CDOs, 360-361
Pro rata loan(s), 9, 281-284, 327
Protection
buy/sell strategies, 69-70, 128, 135, 151,
154, 160, 170, 178, 183-186, 188,
193,205-206, 218, 220, 238
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buyer/seller, 7-8, 25, 61, 64, 67, 87-88,
119, 122124, 139, 143, 151152,
162-163, 244

downside, 133

Put options, 40, 42, 133-134, 202, 364
PVO1, risky, 106-109

Railtrack, 19
Rake bond, 408-409, 411-412, 438
Rating agencies, 155, 239-240, 242, 249,
272,275,278-279, 320, 322-323,
408
Real estate CDOs, 352-353, 355
Real estate investment trusts (REITs), 339,
351-352,403-404, 409, 415-416,
438-439
Real estate mortgage investment conduit
(REMIC) structure, 410, 439
Real estate operating lease, 439
Rebalancing
impact of, 91, 93, 155
multiplier, 254-255, 263
Receiver option(s), 43-46, 143
Recovery rate, 269, 279-280, 292, 298,
303, 309-310, 320, 323, 348, 361,
380-382
Recovery trades, 134
Recovery values, 392
Recreational vehicles (RVs), 340
Refinancing, 283, 349
Rehedging, 164
Reinsurance, 7, 20-21
Reinvestment, 301, 352,354
Relationship banks, 234
Relative value traaing
analysis for, 224
basis trades, 118-129
characteristics of, 111, 218-219, 283,
344-345, 351, 358-359, 404
credit options, 140-146
cross-currency trades, 116-118
curve trades, 111-116
debt-equity trades, 129-134
iTraxx credit indexes, 134-140
strategies, generally, 92, 168,172,173
Replicating portfolios, 94-96, 100-104
Repo (financing) market, 29, 124,
419
Repurchase agreement, 124, 126, 419
ReREMIC, 404, 439

Reserve, 254
Residential A mortgages, 338
Residential B/C mortgages, 338
Residential mortgage-backed securities
(RMBSs), 336, 338, 343, 346, 348,
352-353,358-359, 368-370, 403,
407, 409
Retail bank investors, 281
Return distributions, 243
Revolving credit facilities, 270, 281-282,
284
Revolving loans, 326
Rho, 158, 162
Risk
appetite, 246
attachment points, 202, 203-204,
206-208,216--211,214-216
aversion, 153, 253,216
exposure, 9
loading, 15¢
managein=at, types of risk, 10
measirc nent, 214, 218
preterences, 207-209, 220
aremium, 156
vrofile, 9,213
/return profile, see Risk/return profile
sensitivity, 221
single-name, 99-100
transfer, 9-10, 233
Risk-adjusted returns, 272, 401
Risk-averse investors, 153
Risk-free, generally
bonds, 36
floater, 36
rate, 37
security, 37
Risk-neutral default probabilities, 241
Risk/return profile, 154, 195, 230, 239, 296,
329-334, 401
Risk-weighted analysis, 366
Roll dates, 136-137
Roll-down, 29
Rolling prepayment rate, 326
Roll process, 83, 106-109, 136-137
Running payments, 84-86

Sainsbury, 74-76
Sale agreements, 275
Sales
credit-improved, 390-391, 396-397
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Sales (continued)
credit-risk, 390
discretionary, 391
Scenario analysis, 133
Scholes, Myron, 3
Secondary loan market, 272-276
Secondary market, 283, 312, 350. See
also Secondary loan market
Secondary subordination, 249
Second-generation products, tranches, 1335,
139
Second-lien loans, 306-307, 327, 412
Second-loss tranche, 172, 173
Secured debt/loans, 279-280, 290, 293,
309-311
Securities houses, 20
Securitization, 2-3, 20, 336, 340-341
Selling pressure, 283
Selling the basis, 118
Sell-offs, 49, 264
Sell protection, see Protection, buy/sell
Senior mezzanine SFSs, 357
Senior notes, 352, 357, 360
Senior tranche(s), 168-170, 172-173,
178-180, 205-206, 208, 220-221,
240-242, 246,295, 312-313, 328,
349-350
Sensitivity, 62, 69, 97-98, 158-159,
161-162, 184-18S5, 237
Servicer, middle-market CLOs, 320=321,
324, 413
Settlement, 24, 87-89, 93,139
Shadow ratings, 322
Short credit, 144
Short equity, 257
Short position, 4, 54, 80, 91-92, 169, 258,
261-262
Short strategy, 17, 265
Single-name
credit default swap (CDS), 3, 80, 84,
86-87, 90-91, 94-96, 126,
142-143, 151, 155-156
spread, 108
volatility, 144
Single-tranche CDOs (STCDOs)
advantages of, 150, 197, 238
case studies, 180-195
characteristics, 149-164, 167, 169,
172-173
management strategies, 155

risk measures, 158-164
selection factors, 153-154
size of tranche, 154, 166
structure variations, 152-153
subordination level, 152-154, 157, 166
substitution of credits, 154-155, 166
Skew/skewness, 145, 167, 185, 187, 189,
203,217, 332
Small business loan (SBLs), 340, 348
Sovereign debt, 95
Sovereign entities, 23
Specialized lenders, 304
Special purpose vehicles (SPVs), 294-295,
328
Specialty finance companies, 317
Sponsors, roles of, 320-223, 350
Spread(s), 2, 47, 60—64 121, 156, 209-210,
214,220, 235, 227, 239, 240, 246,
262,264-265
Spread-to-defan!trisk, 235
Sprint, 41 -2
Squaring¢ ocess, 229
Stabiii' 5 rating of, 270, 347
Standard & Poor’s
Credit Model, 322
500 index, 259
as information resource, 106, 154, 270,
278-279,287, 303, 347-348, 361,
398, 423
/LCD, 325
Standard deviation, 262, 400
Static CDOs, 354
Stock investments, 133-134, 140, 261
Straddles, 47-48, 144-145
Stranded assets, 344
Stranded costs, 340
Structured credit, generally
core uses of, 8-13
credit markets, 3-7
historical perspectives, 1
solutions, examples of, 10-13
technological developments and,
1-4,10
Structured finance market
ABS market fundamentals, 336-337
basic structure, 335
case studies, 358-369
CDOs, 351-358
challenges of, 348-350
global, 358
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major structured finance asset types,
338-339
niche structured finance asset types,
340-341, 348-349
rating transition matrices of, 369-370
securitization, multiple party roles,
336
Structured finance securities (SFSs)
asset-backed securities, 335, 337-338,
341-343
CDOs of, 350-358
major characteristics of, 344-350
spreads for Triple-A ratings, 344
stability of, 347
Student loans, 339-340
Subordination(s), 133, 230-231, 236, 240,
242-248, 300, 313, 336-338, 350,
356, 360, 431
Substitution of credits, 164-166
Substitution rights, 150-151, 154-155
Sunk costs, 340
Supply and demand, 122, 126, 153 169,
172,199, 222-223, 281
Swaps/swaptions, 5, 20, 22, 71, 117-118,
345, 395-396. See also specific types
of swaps
Syndicated loans, 270, 312, 323, 325
Syndicated market, 317
Syndication, 282, 284
Synthetic CDOs, 1-3, 125-126..153, 155,
191, 198, 232
Synthetic credit transfer, 357
Synthetic derivatives, 94
Synthetic index tranciies; 12
Synthetic portfolios. 12
Synthetic securitization, 19
Synthetic tranches, 93
Systemic risk, 246, 352

Tail

event, 246

risk, 133
Takeovers, 133
Target leverage, 254, 263, 265
Tax Reform Act of 1986, 439
Tax shelters, 274
Technical analysis, 223-224
Technical shorts, 126
Technological developments, 1-4
Tenor, 23, 64, 69

Termination payments, 395
Term loan(s)
A, 281-283,327
B, 284, 327
institutional, 270
Term sheets, 249-251
Theta, 158, 162-164, 221, 225, 227
Thin Tail, tranche case illustration,
206-207
Thin tranches, 240-241
Tight markets, 143
Tight spread environment, 40, 49, 116-117,
162, 198, 324-325, 339, 344, 359
Time-decay, 183, 191, 221
Time horizon, 156
Time stamp, 392-393
Total return swaps, 1920
Total returns, 259
Tracers, 81
Trac-X/Trac-2< Asia, 80-81, 134
Tradable sabosdination, 244-246
Trade rccz: rables, 339
Tradiaz-account, 246, 248
Tradirg philosophy, 389-391
‘Urading strategies, see specific types of
investments
Traditional credit investors, 1
Tranche(s), 2, 4, 6, 88, 93, 135, 223, 282,
350. See also specific types of tranches
Tranche correlations, 203-204, 212,
214-215,219-220
Tranche curve, 221-223,225-227
Tranched index trades, 20
Tranched products, 10, 12
Transaction(s)
closing, 357
costs, 96, 257
fees, 276
Transfer fees, 275
Transparency, 3—4, 93-94, 199,
269
Trust preferred shares/securities,
408-409
12b-1 fees, 339-340

Uncapped CMCDS, 66-68
Uncertainty, sources of, 49, 349
Underlying, generally

assets, 4, 141

collateral, 1
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Underlying, generally (continued)

risky securities, 36

securities, 36—37
Underwriters/underwriting, 318, 338, 394,

431

U.S. Dollar, 345
U.S. Treasuries, 49, 276, 325
Unlevered investments, 238
Unsecured

debt, 279, 300

loans, 280, 310-311
Unwinding of trade, 219, 254, 263
Up-front

fees, 280-282

payments, 84-85, 152, 165
Upgrades, 348
Utilities, 340

Valuation, 88, 107
Variance swaps, 133
Vega, 10, 133, 158

Volatility, 3-4, 7, 10, 49, 60, 64—66, 93,
119, 124, 132-133, 140, 145, 156,
201-204, 231, 235, 246, 260, 263,
331, 349

Waterfall, 295, 328-329, 439
Weighted average
rating factor (WARF), 439
spread, 108
volatility, 144
Whole loans, 408-409, 413,
439
Windfall, 284, 308-309
Working capital, 324
WorldCom, 19

Yield, 2, 266, 270. Secalso specific types of
bonds

Zero-couponr vond, 254-255
Zero-tolerarceioss tests, 303



