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Correlation regime, 156
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Cost of funds rate, 156
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overview of, 139–140, 181,
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purpose of, 183
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Factor correlation, 127–130
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Inflation, impact of, 21, 28, 
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Lease returns:
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implications of, 107–108
risk calculation, 110–112
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leveraged lease, 4, 14
nonrecourse, 69–70
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debt, 4, 13–14
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returns, 108
risk calculation, 110
risk management, 18, 47
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compared with, 10, 12
tax benefits, 14
tax indemnity, 69–70
tax risk, 112

Lognormal distribution, 45–46
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calculation, 73
distribution, 77, 86
estimated, 76–77

Loss-given-default, 73, 76–78,
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Lumpiness, portfolio, 159–160

Macroeconomics, 20, 41–42
Market prices, 127, 139–140,
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Migration:

credit risk and, 48, 53,
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overview, 49, 53, 56, 66, 79,
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Myerson distribution, 29, 60,
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Online news, as information
resource, 183–184

Operating lease:
characteristics of, 4, 6

Options:
exercising, 102–103
types of, 99–100
value, 101, 103

Origination, 176–179, 182

Physical factors, equipment
value, 20

Political factors, equipment
value, 21

Portfolio analysis, 142–143
Portfolio management:

analytical tools, 180–181
business model, 175–177
buying guidelines, 182
committee, 179
functions of, 73, 175,

177–178
influential factors, 177–178
integrated, 181–186
key concepts, 177
organization, 179–180
origination, 177, 182, 185
performance measurement,

186–187
risk-adjusted returns, 178

Portfolio model, characteristics
of, 149–150

Portfolio risk, 124–127,
154–158

Portfolio theory, 150–154
Premium, 101, 104, 166–171,

172–173
Present value, 9, 13, 103,

108–110, 112, 115

Pre-tax cash flow, 7–8, 10–11,
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Price/earnings (P/E) ratio, 
64

Price movements, equipment
value, 21

Principal component analysis,
144

Probability, bankruptcy, 75
Probability, valuation

applications, 36–40, 43.
See also Default
probability

Probability, workout, 76
Producer price indexes, 24, 28,

33, 130, 132, 141
Profitability, 17, 112, 177
Purchase frequency of, 25. See

also Buying guidelines
Purchase option:

characteristics of, 100
value of, 101–102

Rail Solutions, 24
Reaffirmation, 66, 71, 

76–77
Recovery, 48, 53, 64–72,

83–84
Regime, generally:

changes, 25, 186
characteristics of, 62–64
distribution, 25, 45–46
switching, 62–64

Regression analysis, 41
Regulatory factors, equipment

value, 20
Re-leasing, 36
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169–171

204 INDEX

ccc_walker_ind_199-206.qxd  9/9/05  1:29 PM  Page 204

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



Renewal option, 36–40, 100
Rent:

contributions of, 9–10
default on, 17–18
determination of, 3–6
stream, structure of, 47

Replacement financing, 103
Reserves, 87–89, 186
Residual(s), 25–26, 32, 35, 39,

78, 108, 110, 115
Residual value insurance,

171–173
Return(s):

calculation of, 151
defined, 1, 5, 11, 17, 151
risk capital, 88–90
separating, 107–112

Reversion to the mean, 30
Right to buy, sale of, 170
Risk, generally:

analysis, 154–157
calculation of, see Risk

calculation
defined, 151
management, 5–6, 10
pricing tool, see Risk pricing

tool
reduction strategies, see

Diversification
sources, 3, 6

Risk/return analysis, 150–152,
175

Risk-adjusted return on capital
(RAROC), 88–90, 113,
180

Risk-adjusted returns, 111,
178

Risk-based pricing, 181
Risk calculation, 110–112

Risk pricing tool:
bankruptcy, 73–75
capital, 86–88
cure, 73, 75, 77
default, 74–75
estimated loss, 76–77
inputs, 77–83
outputs, 83–86
overview of, 73–74, 110
reaffirmation, 76–77
reserves, 86–88
return, 88–90
workout, 73–74, 76

Robust data, 28

Sale of equipment, 170
Sale of lease:

accounting, 116–117
value of, 112, 115–116

Secondary market leases, 21,
178

Separate claims, 67–69
Sharpe ratio, 156, 160
Single investor lease:

cash flows, 8, 13–14
characteristics of, 4, 6,

18–19
contractual claims, 66
leveraged lease distinguished

from, 10, 12
rent, 78 
returns, 108–109, 111
tax risk, 112

Standard & Poor’s, as
information resource, 
49, 64, 66–67, 79, 129,
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Standard deviation, 42, 126,
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Statistical valuation model,
32–35

Stick rate, 22
Stipulated loss value, 66–67,

72, 77
Sub–investment grade rating,

49, 51, 59
Syndications, 178

Tax/taxation, generally:
basis, 70
benefit, 2, 6, 100
burden, 108 
cash flow, 108
deferral of, 8–9, 108
depreciation, 2–4
diversification and, 91, 123
indemnity, 67, 69–70
leveraged leases, 14
return and, 108, 111–112
risk, see Tax risk
on sale, 67–68
single investor leases, 4

Tax rates:
change model, 93–97
historical perspective, 93
sale of lease, 116
uncertainty of, 93

Tax risk:
characteristics of, 91
effect of, 97

Technical factors, equipment
value, 20

Terminal rental adjustment
clause, see TRAC leases

Termination value, 7, 8, 12,
18–19

Time diversification, 131
Time series analysis, 129

TRAC leases, characteristics
of, 4, 6

Tracking stock prices, 183
Trinomial tree, 94

Underwriters, functions of, 
73

Underwriting:
credit, 176, 179
equipment, 179

Valuation:
importance of, 181
models of, see Valuation

models
purchase option, 101–102

Valuation models:
behavioral, 35–40
decay curve and volatility,

27–32
factor, 40–41
lease, 109, 181
statistical, 32–35

Vehicle leases, 4, 6
Volatility:

behavioral model, 39–40
correlation and, 133
credit risk and, 48, 53
decay curve and, 27–31
impact of, 24–32
interest rate model, 104
valuation model, 101

Web sites, as information
resource, 145, 183–184

Workout, 73–74, 76–77

Yahoo, as information
resource, 141
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