Abnormal return, 41

Absolute priority rule, 92

Absolute return, 351-353

Absolute-return products, 351

Absolute-return program, param-
eters, 352

Absolute-return strategy, 353e

Accelerated sinking fund provi-
sion, 7§

Acceleration, 427

Account investment options,
types, 231-232

Accrual tranches, 180-181, 196e

Accrued interest, 72-73

Active management strategies, 14
mathematical models, basis,

66-67

Active return, 49-50
data/calculation, 51e

Activist investors, 321-322

Actual prepayments, 190-192

Adjustable rate preferred stock, 137

Advance/decline line, 57

Aegis Communications Group,
LBO turnaround strategy,
400-401

Affirmative covenants, 91

After-tax returns, 238, 340-241

Agency collateralized mostgeze
obligations (agency CMUs),
173, 174

Agency MBSs, 147

Agency mortgage passthrough
securities, 147
types, 152

Agency passthroughs, trading/
settlement procedures, 165-167

Agent-distributed funds, 252

Agent-distributed stock mutual
fund, sales charges/annual
expenses, 252¢

Aggregate Bond Index (Bar-
clay’s), 254

Agricultural mortgage-backed
securities (AMBSs), 108

Aircraft lease-backed securities,
212-213

Allied Stores, 410

bankruptcy, 411
debt-to-equity ratio, 410
Alpha, 53-54
data/calculation, 51e
drivers, 15-16
engines, 335
returns, 275
Alternative asset classes, 9
defining, 10-11
Alternative assets, 349
investments, 14-15
Alternative electronic markets, 30
Alternative loans, 211
Alternative minimum tax (ANT),
113
Alternative minimum ta¥ ‘ncome
(AMTI), 113
American Stock Fxchange (ASE),
ETF trading 265
Analyst forecosts, meeting, 19
Angel inveiting,382-383
Angel invesior, 382
Annual management fee, sum, 252
Arnu.l operating expenses
(vxpense ratios), 248, 251-253
Annual returns, market stress, 471e
Annuities, 235-240
classification, 235
disadvantages, 237
tax advantage, 236-237
Apollo Management, Harrah’s
Entertainment owner, 444-445
Appropriation-backed obliga-
tions, 115
Arbitrage
definition, 328
problem, 333
trade, 330
Arbitrage CDOs, 218
balance sheet, contrast, 217
Arbitrageurs, 265, 267
options comparison, 338
Arithmetic mean, geometric
mean (contrast), 487-489
A shares, 252
Asset allocation, facilitation, 300
Asset-backed securities (ABSs),
9,201

Index

Asset classes, 7-11
classification, 8, 9
deterioration, 306
returns, 279%
Asset price, market movement
(relationship), 5-6
Asset pricing model, 46
Assets, 276
ecorion Ie input usage, 12
rite of return, variance, 489
return, example, 488e
value, 12-13
Auction-based market, 29
Auction rate preferred stock, 137
Authorized participants (APs), 267
role, 268-269
Auto loan-backed securities,
210-2158
Average loan size, 168

Back-end loads, 249, 252
types, 250
usage, 239-240
Backwardation, 473-474
Backward-looking tracking error,
forward-looking tracking error
(contrast), 52-53
Bail-out provisions, 239
Bait and switch practices, 239
Balance sheet
arbitrage CDOs, contrast, 218
CDOs, 218
importance, 372
Balloon maturity, 75
provisions, 208
Balloon risk, 208
Bank-backed bonds, 121-122
Bank discount basis, 98
annualized yield, 98
Bank Holding Company Act,
313
Bankruptcy, 91-92, 323
code, Section 1129(b), 437
distressed debt, relationship,
434-438
process, distressed securities
hedge funds (involve-
ment), 324

499
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Bankruptcy-determined payouts,
323
Barclays Aggregate Bond Index,
254,275
Barney’s, Chapter 11 bankruptcy,
433
Basic earnings per share, 20
Bear Stearns Current Yield ETF,
275
Beatrice Foods, overstuffed cor-
poration example, 398-399
Behavioral finance, 59-60
Bell-curve pattern, 496
Benchmark risk, 314
Beneficial owner, 36
Berg Electronics, buy and build
strategy, 399—-400
Beta, term (usage), 47
Beta coefficients, 458e
Beta drivers, 15-16
Beta testing, 383
Better Alternative Trading Sys-
tem (BATS), 30-31
Bid-ask spreads, 37
Bid-to-cover ratio, 102
Black box, 357-358
Blanket subordination, 427
Block trade, 33
Bond anticipation notes (BANs),
116-117
Bond-equivalent yield, 99
Bond funds, differences, 254-255
Bondholders, options, 76
Bond Market Association
(BMA), 166
Bond Market Association/PSA
Municipal Swap Index, 123
Bonds
basics, 69
business cycle, relationsh’, <47e
calling, 74
characteristics, 80—c1
evolution, 10
features, 69-77
impact, 84-85
payment, provisions, 73-76
price appreciation, 87
price sensitivity, 85
refunding, 74
seniority, recovery rate (rela-
tionship), 83
S&P recovery rates, 433e
substitution, 353
U.S. inflation, correlation,
465e, 466¢e
Break-even time, 142
Breakpoint, 250
Bridge financing, 385, 420-421
Broker-dealer, 260
Broker loan rate, 34

B shares, 250, 252

Build America Bonds (BABs),
125-126

Burnout, 161

Burn rate, 373

Business cycle, 467e
commodities, relationship,

463-469

Business plan, 367-374
components, 368-374
reading, 378

Busted convertible, 144

Buy and build strategies,
399-400

Buying on margin, 34

Buy limit order, 31

Buy stop order, 31-32

Calendar effects, 64
California Public Employees’
Retirement system (CalPERS),
293
data, 321-322
Callable bond, 74
Call option, 74
Call-out date, 167
Call protection, 74, 207-208
Call provisions, 73-7¢
Call risk, 86-87, 125
Call schedule, 74
Campeau, Robere 443
Capacity, 90
Capital
depiscistion, 355-356
njeciion, 367
1avestment, 378
losses, 78
total return, 333-334
venture funds, investment, 361
Capital Asset Pricing Model
(CAPM), 47-48, 319
Capital assets, 11-12
commodities, contrast, 455-456
Capital gains, 78
flow, 375
taxes, 37
Capitalization-weighted
S&P500, 483
Capital structure
arbitrage, 323
bridge, mezzanine financing
(usage), 419-420
Cash
CDO, 217
equivalents, 8
synthetic CDOs, contrast, 217
Cash-burn rate, 367
Cash dividends, 26
pattern, 23
Cash flow, 150, 153-159

allocation, turboing (addition),
206e

CDOs, 219-222
generation, 390
notes, 116-117
statement, importance, 372-373
structure, schematic, 205e
timing, 152
uncertainty, 150-151
yield, 82-83, 162

Cash value, 223
buildup, 231
guaranteed buildup, 231

Cash value life insurance,
223-224,230-235

Cash value whole life insurance
(CVWLI), 227-229
construction/performance, 227
overview, »22.7-229

CD equivalent yield, 99

Cente! foi international Securi-
tizs znd Derivatives Markets
(CISDM), 291

Chaos models, 58-59

Chapter 7 bankruptcy, overview,
438

Chapter 11 bankruptcy
absolute priority, 437-438
blocking position, 436-437
claims, classification, 434
class, voting, 436
cramdown, 437
overview, 434-438
prepackaged bankruptcy filing,

436

process, 435¢
protection, 458-459
reorganization plan, 434, 436

Chapter 11 Bankruptcy Reorga-
nization filing, 449

Character, 90
analysis, 91

Charge offs, 209

Chartists, 56

Chen, Steve, 376

Chicago Board of Trade (CBOT),
480

Chicago Mercantile Exchange
(CME), 480

CIT group
bankruptcy, 449
notes, 450e

Clean price, 73

Closed-end funds (CEFs),
245-246, 263
mutual funds, contrast, 247e
review, 263-264

Closing NAV, impact, 253

Co-investments, restriction, 364

Collars, 190-192
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Collateral, 90
characteristic, 187
yield, 473
Collateralized bond obligation
(CBO), 216
Collateralized debt obligation
(CDO), 202, 215-222
assets, 216
attributes, 215-217
debt tranches, 217
indenture, 218-219
liabilities, 216-217, 219
management, restrictions,
220-221
parties, involvement, 218-219
transactions, call provisions,
221-222
Collateralized mortgage obliga-
tions (CMOs), 173-174
CMO-01, 175¢, 176
average life/tranches, 180e
monthly cash flow, 177e-178e
CMO-02, 181e
monthly cash flow, 182¢
CMO-03, 184e
CMO-04, 187¢, 193¢
PAC bond, inclusion, 187¢
support bond, inclusion,
187e, 188e
CMO-05, 189, 190e
CMO-06, five-tranche sequen-
tial pay, 196e
CMO-07
average life, 199¢
bond classes, average life, 197
structure, 198e
creation, 179
structures, 174-199
tranches, yield, 199-200
Commercial mortgage-baiked
securities (CMBSs), @ 201,
206-208
Commercial paper, 117, 134-135
ratings, 135e
Commercial paper/VRDO
hybrid, 117
Commission, 248
Commodities
business cycle, relationship,
463-469
capital assets, contrast, 455-456
claim, absence, 455
economic rationale, 463-471
ETFs, position, 478
exposure, 457-462
investment, 455
markets, shocks, 470
physical ownership, 457
purchase, 457
returns, 468e

GSCI benchmark, 470
sectors, exposures (limitation),
484
shocks, patterns, 470
swaps, position, 461
U.S. inflation, correlation,
465e, 466e
Commodity Credit Corpora-
tion, 104
Commodity Exchange Act, 313
Commodity Exchange of New
York (COMEX), 480
Commodity futures
contracts, position, 459-460
indexes, 471-484
comparison, 483-484
description, 472
stocks/bonds, countercyclical
movement, 466
Commodity Futures Trading
Commission (CFTC), 460
regulatory scrutiny, 314
Commodity-linked notes, pur-
chase, 461-462
Commodity prices
business cycle, relationship. 467
financial asset prices, compa:i-
son, 462-463
negative correlatioe 447
unexpected shocl o, pattern, 469
Commodity Research Bureau
Index (CRL Index), 480, 482
returns, distrivution, 481e
Comnicdity swaps, customiza-
ity 461
Comiion stocks, 41
equivalent, 144
investment, 17
strategies, 54-67
Company/borrower, mezzanine
debt advantage, 425-426
Company business risks, vulture
investor consideration,
451-452
Company-specific risk, 4
Competitive bid, 101
Competitive transition charge
(CTC), 214
Conditional order, 31
Conditional prepayment rate
(CPR), 153154
Consistent growth investor, 66
Consumer Price Index (CPI) cor-
relation, 312e
Contango, 473
Contingent deferred sales charge
(CDSC), 239-240, 250
Contraction risk, 164-165
protection, 195
Contract rate, 147

Control Data Corp., 376
Conventional mortgage, 147-148
Convergence trading hedge
funds, 318, 328
Conversion premium, 139
Conversion price, 139
Conversion value, straight value
(contrast), 140
Convertible bond, 76
arbitrage, 331-334
funds, 331
characteristics, 138-139
downside risk, measurement,
143-144
income advantage, measure-
ment, 142-143
investment, 144
types, 144-145
Convertibl¢ preferred stock, 137
ventur capital firm invest-
menc, 373
Cor vertibles, assessment (tradi-
tional approach), 139-144
Convertible security, 138-145
Convexity, 331
Core properties, 286
Core real estate, 285-298
Core returns, 292
Corporate bonds, 8, 127-132, 215
Corporate capital structure,
overview, 414e
Corporate defaults, 451e
Corporate engagement, 322
Corporate fixed income securi-
ties, 127
Corporate governance, usage,
321-322
Corporate recapitalizations, 421
Corporate restructuring hedge
funds, 318, 322-327
Corporate venture capital funds,
376-378
Corporate venture capital pro-
gram, pitfalls, 377
Corporation, liquidation, 91-92,
136
Correlation analysis, 310e
Correlation coefficients, 282,
456e, 458e
Counterparty risk, protection, 36
Coupon, 70
interest, 121
interest payments, 77-78
leverage, 185
passthrough, monthly princi-
pal payment, 186e
payments, 71, 414
rate, 70-72, 84-85
reset date, 71, 72
stripping, 103



902

INDEX

Covenants, 90-91
Coverage tests, 220, 221
Cramdown, 437
Cray Research, 376
Creation/redemption units, 267,
269
Credit
enhancements, 130, 202
levels, 215
facility documents, amend-
ments (restrictions), 427
four Cs, 90-91
rating, 87, 88-90
spread risk, 87, 93-94
support, 204e
Credit card receivable-backed
securities, 209-210
Creditor rights, 91-92
Credit risk, 6, 87-95, 125, 331,
334
exposure, 359
protection, 36
Crossing network, 30
C shares, 250, 252
Cum-coupon, 73
Cumulative preferred stock, 136
Currency denomination, 76-77
Currency risk, 7
Current issue, 103
Currently callable issue, 74
Current yield, 79

Dark pool, 30

Data population, variance (calcu-
lation), 495

Data sample, range, 491

Date of record, 22

Dealer-based, quote-driven
market, 29

Dealer paper, 134

Death benefit (DB), 224, 237-238
payout, taxation, 2.9

Debt, securing, 128

Debt exchangeable for common
stocks (DECS), 144

Debt instruments, 1

Debt obligations, public credit
enhancement program sup-
port, 116

Debt-to-service coverage (DSC)
ratio, 207

Deciles, 491

Declaration date, 22

Dedicated REIT, 303

Dedicated tax-backed obliga-
tions, 115-116

Default interest rate, 208

Default loss rate, 93

Default rates, 87-88, 92-93

Default risk, 6, 85, 87-93

Defeasance, 207-208
Defensive investor, 61
Deferred annuity, 235
Deferred call, 74
Deferred interest securities, 71
Deferred-interest securities,
131-132
Delinquencies, 209
Delta, 331-332
Delta-neutral hedging, 334
Depreciation, 355-356
Derivative MBSs, 147
Derivative strategies, usage, 314
Developed market foreign
bonds, 9
Developed market foreign stocks, 9
Diluted earnings per share, 20
Dilutive securities, 20
Direct Edge, 30-31
Direct paper, 134
Direct-pay LOC, 121-122
Direct payment BAB, 126
Discount bonds, 81
Disinflation, possibility, 100-101
Distressed bonds (private
offering), Rule 144A (usaze):
432-433
Distressed buyouts, 441=442
Distressed debt, 90
arbitrage, 449470
bankruptcy,=<lationship,
434-428
conversicn, 442-443
face veiue purchase, 432
fire oo le, 446-448
ieificiency/segmentation,
432-433
investment, 431
categories, 438-439
risks, 450-452
investment strategies, 438-450
list, 440e
investors
concern, 444
opportunity, 449
market performance, 452-453
mezzanine debt, comparison,
431
prepackaged bankruptcy, 449
private equity form, 421
returns, 453e
undervalued security, 445-446
usage, 439-440, 443-445
Distressed debt hedge funds,
323-324
Distressed securities, 323
Distribution
costs, 251
first moment, 494
mechanisms, evolution, 248

moments, 494-498
negative skew, 497
second moment, 494
Diversifiable risk, 4
Diversification
impact, 2—4
importance, 350
Dividend payments, 136
Dividend payout ratio, 23
Dividend per share, 22-23
Dividend reinvestment plan
(DRP) (DRIP), 25
Dividends, 22-28
stock prices, relationship,
24-25
Dollar-denominated issue, 76-77
Dow, Charles, 56
Dow Jones-AIG Commodity
Index (DJ<AIGCI), 477-480
liquidivy aata, 477-478
refurns
dispersion, 478, 480
distribution, 479
reweighting/rebalancing, 478
Dow Jones AIG Total Return
Commodity Index, ETN track-
ing, 462
Dow Jones Industrial Average
(DJIA), 274
price-weighted average, 43-44
Downgrade risk, 6, 87, 94-95
Down REIT, 303
flowchart, 305e
Downside losses, risk, 497
Downside risk, 2
Dow Theory, 56
Drawdown, importance, 427
Druckenmiller, Stanley, 357-358
Dual-currency issue, 77
Due diligence, preparation, 378
Duquense Capital Management,
358
Duracell Corporation, entrepre-
neurial mindset, 396-398
Duration, 331
concept, 86
Dutch auction, 28, 102

EAFE Index, 254

Early amortization, 210

Early stage venture capital, 384
financing, 384

Earnings, 18-22
proportion, 23
stock value, relationship, 19
surprises, 60-61
targets, 18

Earnings before interest, taxes,
depreciation, and amortization
(EBITDA), 389-390
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Earnings before interest and
taxes (EBIT), 18
Earnings enhancement DB,
237-238
Earnings momentum growth
investor, 66
Earnings per share (EPS), 19-20
Earnings yield (E/P), 21
Economic rationale, 463-471
Economic value added (EVA),
Duracell adoption, 397
Economy growth, short-term
expectation, 463
Effective collars, 190-192
Effective marginal tax rate, 124
Efficient asset classes, inefficient
asset classes (contrast), 14-15
Efficient market, 41
Efficient portfolios, 4
Electronic communication net-
works (ECNs), 30
Emerging market CDO (EM
CDO), 216
Emerging market hedge funds, 321
Emerging markets
asset allocation importance, 321
foreign bonds, 9
foreign stocks, 9
Enhanced ETCs (EETCs), 212
Equipment trust certificates
(ETCs), 128-129, 212, 268
creation/redemption process,
269¢
Equity
floor, 413
instrument, 1
kickers, 392, 413
demand, 415
initiation, 426
long/short hedge fund rituins,
492e
long/short hedge fui.ds, quar-
tile rankings, 493e
market value, 389
participation, 413
securities, 17
status, 420
Equity hedge funds, 318
Equity-linked securities, 361
Equity long/short hedge funds,
318, 319-320
types, 320
Equity REITs, 302
Equity style
management, 64-66
types, 65-66
Equity tranche, 392
Equivalent taxable yield, 124
Escrow agreement, 366
Escrowed-to-maturity bonds, 122

Escrow fund, 122
Estate feature, 105
Europe, Australasia, and the
Far East (EAFE) Index, 254,
343, 464
Event-driven hedge funds,
326-327
Event driven strategies, 322
Event risk, 94, 469-471
Ex ante tracking error, 53
Excess return, 15
Excess spread, 205-206
Exchange, 29
Exchangeable bond, 76, 138
Exchange rate risk, 7
Exchange-traded funds (ETFs),
243,263
basics, 264-267
creation/redemption process,
267-270
hybrid closed-end vehicles, 246
mechanics, 267-270
mutual funds, contrast,
272-273,273e
ranking, 266e
sponsors, 270-271
tracking errors, variation, 271
uses, 274
Exchange-traded newe (FIN),
tracking, 462
Ex-dividend daz< (ex-date), 22
Executive sunimeary, 367-374
Exit plar, existence, 373-374
Exit strategy, 373
Exot:cs=curities, usage, 329
Expeuse ratio, 248
Fxplicit transaction costs, 37
Export-Import Bank of the
United States, 104
Ex post tracking error, 52
Extended term insurance, 228
Extendible reset bond, 132
Extension risk, 164-165, 208
Extra dividends, 22
Exxon Mobil
debt/equity ratio, 459
stock value, 457458

Face value, 70
split, 202-203

Factor models, 49

Factors, 46

Fallen angels, 131

Family of funds, concept,
256-259

Farm Credit Assistance Corpora-
tion, 105

Farmers Housing Administra-
tion, 104

Farrell, James, 65

Fat tails, 497-498
Federal agency securities, 97,
104-108
Federal Agricultural Mortgage
Corporation, 108
Federal Family Education Loan
Program (FFELP), 11
Federal Farm Credit Banks, 97
Federal Farm Credit Banks Fund-
ing Corporation (FFCBFC),
108
Federal Farm Credit Bank System
(FFCBS), 108
Federal Home Loan Banks, 97
Federal Home Loan Bank System
(FHL Banks), 107-108
Federal Home Loan Mortgage
Corporation (FHLMC), 107
Freddie W< participation
cetiticate, 152
Feder{1 Fiousing Administration
(FHLY), 148
Tuderal Housing Financing
Agency (FHFA), 106-107
Federally related institutions,
104-108
Federal marginal tax rate, 124
Federal National Mortgage Asso-
ciation (FNMA), 106-107
Fannie Mae mortgage-backed
security, 152
Federated Department Stores,
R.H. Macy & Co. (merger), 443
FICO score, 210
Fill or kill order, 32-33
Finance theory, 60
Financial asset prices
commodity prices, compari-
son, 462-463
decline, 470
Financial guarantors, 219
Financial projections, impor-
tance, 372-373
Financial Times/Stock Exchange
(FTSE) indexes, 464, 465
Financing
amount, 373
comparison, 416
Financing Corporation, 105
Finite-life REIT, 303
Fire sale, 446-448
First call date, 74
First in-first out (FIFO) account-
ing, 230
First mortgage bonds, 128
First refunding mortgage bonds,
128
Fitch Ratings, 88
Five-tranche sequential pay, 196
Fixed annuities, 238-240
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Fixed expenses/variable expenses,
ratio, 459

Fixed income arbitrage, 328-331
form, 329

Fixed income equivalent, 144

Fixed income instruments, 1

Fixed income yield alternatives,
336

Fixed-principal securities, 97

Fixed principal Treasury securi-
ties, 98-99

Fixed rate, level payment, fully
amortized mortgage, 148-151
amortization schedule, 149¢

Fixed rate bond market, 71

Fixed transaction costs’, 37

Flexible premium deferred annu-
ity (FPDA), 238-239

Flexible premiums, 232

Floating rate bond market, 71

Floating rate municipal securi-
ties, 123

Floating rate securities, 71

Floating rate tranches, 183-185

Flow-of-funds structure, 118

Forfeited policy, 228

48-hour rule, 167

Forward contracts
customization, 461
position, 461

Forward-looking tracking error,
backward-looking tracking
error (contrast), 52-53

Forward P/E ratio, 21

Forward stock split, 26

Four-tranche sequential pay
structure, 175e

Franchise loan-backed securities,
213-214

Franchise operations, reta’i
establishment type, 21 3-214

Free option, 403

Friends and Family (F&F), angel
investor source, 382

Front-end load, 249-251
investment, 250-251

Front running, 275

F shares, 252

Fulcrum securities, 438

Full price, 73

Fundamental analysis
strategies, 60
technical analysis, contrast,

54-64

Fundamental equity long/short
hedge funds, 320

Fund of funds (FOF), 318,
340-341
fee arrangement, 340

Fund sales charges, 248-253

Funds of funds, 255

Futures accounts, margin
requirements, 460

Futures contracts
positions, 460
purchase, 459-460

GE Capital Inc., opportunity, 446
General account products, 226
separate account products,
contrast, 226-227
Generalized autoregressive
conditional heteroskedasticity
(GARCH), 339
General mortgage bonds, 128
General obligation debt, 115
General partner activities, restric-
tions, 364
General redemption prices, 74-75
General Services Administra-
tion, 104
Geographic concentration, 169
Geometric mean
arithmetic mean, contrast,
487-489
complication, 488
Getty Oil Company, Tei:aco
(merger), 458-459
Global macro hedg< 1oids, 318,
339-340
Gold futures eonuact (face
value), U.S. Treasury bills (sup-
port), 474
Goldn'ai: Sachs Commodity
Index, 464, 474-477
1troduction, 475
negative skew, 477
physical weights, 475
production-weighted index, 475
returns, distribution, 475,
476¢, 477
Goldman Sachs Mezzanine
Partners, 422
Good till canceled order, 33
Government National Mortgage
Association (GNMA), 104
Ginnie Mae MBS, 152
Government-sponsored enter-
prises (GSEs), 97, 104, 152
description, 105-108
Graham, Benjamin, 55, 61, 63
Greenmail, 29
Gross portfolio yield, 209
Growth investor, 66
GSCI, commodity return bench-
mark, 470
GSCI Excess Return Index, 462
Guaranteed buildup, 231
Guaranteed cash value buildup,
227-228

Guaranteed final maturity bonds,
194-195
Guaranteed investment contracts

(GICs), 240242

Harrah’s Entertainment, Texas
Pacific Group/Apollo Manage-
ment ownership, 444-445

Health care revenue bonds, 120

Hedge fund investment
considerations, 343
objectives, 354-355
process, 356-358
strategy, 347-353

Hedge fund manager
active/passive manager status,

450
intellect, reasons, 358-360
interest<arning, 332-333
selecticon, 354-360
vultare investors, relationship,
132

hiedge fund of funds, 350-351

1Tedge funds, 313
categories, 316-318
disclosure document, language,

355-357
industry, growth, 315-316
mutual funds, contrast,
313-315
performance, 343-345
history, impact, 354
persistence, 345-347
returns, 316e
serial correlations, 346e
risk exposures, 317¢
skill-based claims, 345-346
strategies, 314-315, 318-342
styles, 317e

Hedge ratio (delta), 331-332

Hedgers earnings, short-term
exposure, 463

HEFRI Fund of Funds Index,
344-345

HFRI Hedge Fund Composite
Index, 343, 344e

Hicks Muse, Tate & Furst (cash
bid), 441-442

Higher education revenue bonds,
120

High-expected return stocks, 61-62

High-yield bonds, 90, 284
comparison, 417e
correlation, 310
portfolios, 216

High-yield issues, initiation, 416

High-yield mutual funds, 439

Housing revenue bonds,
119-120

Hybrid REIT, 302
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Idiosyncratic risk, 4

Immediate annuity, 235

Implied volatility, 338

Incentive fee, 365-367, 403
payout, 366

Income, distribution, 220

Income statement, 372

Indentures, 127

Index return, sources, 472-474

Index weights, determination,
478

Inflation-adjusted principal, 100

Inflation-indexed securities, 97

Inflation risk, 6

Information ratio, 53-54
data/calculation, 51e

Initial margin, 460
requirement, 35

Initial public offering (IPO),
246, 374
exit strategy, 410
registration statement, filing,

418

status, 367

In-kind transfers, 267

Inside buildup, 223-224

Insider activity, 63, 64

Institutional investors, equity
portfolio, 349

Insurance proceeds, 428

Insured bonds, 121

Intellectual property rights,
369-370

Intelligent Investor (Graham), 61

Intercorporate tax dividend
exclusion, 137

Intercreditor agreement, 426-427
restrictions, 427

Interest coverage (I/C) tests, 221

Interest-only (I0) class, 177

Interest-only (IO) morfgage sirip,
168-169

Interest-only (IO) securities,
167-169

Interest-only (IO) strips, 331

Interest rate exposure, 331

Interest rate models, usage, 332

Interest rate risk, 83-86, 334
bonds, impact, 84-85
measurement, 85-86

Intermediate-term bonds, 70

Intermediate-term note, 413-414

Internal rate of return (IRR), 233
measurement, 405

International diversification, 465

Inverse floaters, 72, 123

Inverse floating rate bond, 123

Investable commodity futures
indexes, 474-484

Investable stocks, screen, 335

Investment
advisory fee, 251
companies, 243
types, 243-248
corporate governance style, 322
delay cost, 37
objective, funds (types),
254-256
process, 356-358
return, 223
increase, 228
risks, 1-7
sourcing, 378
strategies, financial market
(relative-value manager
influence), 337
type, restrictions, 364
Investment Advisers Act of 1940,
313
Investment Company Act of
1940, 246, 260, 313, 375
exemptions, 421
provisions, usage, 403
Investment-grade bonds, 90, 284
Investment-grade sector, 90
Investment-oriented life insvi-
ance, 223
Investors
capital, pooling, 374
deselection, 423
mezzanine dehs advantage,
424-425
venture capital firm, relation-
ship, 363-367
Invoiun-ary bankruptey, 92
Tridiwin LLC, high-yield debt, 452
Tirevocable life insurance trust
(ILIT), 233
Irrevocable LOC, 122
iShares MSCI Emerging Markets
Index ETF, 271
Issues, reopening, 101

J curve, 385-386
returns, 425
usage, 415-416
J-curve effect, 379, 404-405
Jump risk, 94
Junk bonds, 90

Kritzman, Mark, 8

Kurtosis, 497-498
measurement, 498
measures, 309

Kuwait, Iraqi invasion, 470

Lapsed policy, 228
Large cap common stock, 8
Large-cap growth, 65

Large-cap investors, 65
Large-cap stocks, 346
Large-cap value, 65
Last stage/expansion venture
capital financing, 384
Late stage/expansion venture
capital, 384-385
Late-stage private investments,
public securities (combina-
tion), 349
Leased asset, 115
Leases, types, 115
Lee, Thomas H., 447
Lehman Brothers, bankruptcy/
liquidation, 451
Leptokurtic measures, 309
Leptokurtosis, 497-498
Letter of credit (LOC), 121, 130
types, 121-122
Letter of ‘nteat, 250
Level .1 1AC bond, 199
Lev:l IT PAC bond, 197
Tevel 1 PAC bond, 197
Level load, 250
Leverage, 334
Leveraged buyout (LBO), 131
appeal, 391-392
bridging, mezzanine financing
(usage), 420
candidate, profile, 406-408
club deals, 401-402, 402¢
entrepreneurial mindset,
unlocking, 396-398
example, 389-392
fees, 403-404
earnings, 404
financing, 392
firms information, 406
investment, 389
J-curve effect, 404-405
market, mezzanine debt (rela-
tionship), 413
operations improvement, 390
private equity form, 421
risk, 410-411
target IRRs, differences, 409
tranche financing, 393e
transactions, returns, 390-391
turnaround strategies, 400—-402
value creation process, 392402
venture capital, contrast,
408-410, 409¢
vintage year returns, 405e
Leveraged buyout (LBO) fund,
402
advisory boards, composition,
403
design, 402-403
life, 404
structures, 402-405
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Leveraged Fallouts, 410, 439
Leveraged loans, comparison, 417e
Lexmark, 406
financial data, 407e
share price, 407e
stock price, 408
Life-cycle fund, 255
Life insurance
comparison, 234e
contract, cash value develop-
ment, 228
taxability, 229-230
types, 230e
Limited liability companies
(LLCs), 375-376
Limited partnerships, 374-375
Limit order, 31
Linear dynamic models, 58-59
Lipper
Morningstar, contrast, 257e-258¢
mutual fund data, 256
Liquidation, 91-92
Liquidity, 334
absence, counterbalancing, 461
enhancement, 135
risk, 7, 331
Living benefit features, 238
Load mutual funds, 249
Loans/bonds, S&P recovery
rates, 433e
Loan-to-value (LTV) ratio,
119-120, 207
Location, 491-494
Lockout structure, 193
Lock-up letter, signing, 444
Loews Cineplex Entertainment
Corp., chapter 11 bankruptcy,
442-443
London Interbank Offered Rav=
(LIBOR), 71-72, 125
floating interest rate -~cnnce-
tion, 416
linkage, 213
London Metals Exchange
(LME), 477
Long-only active managers,
constraints, 349
Long-only managers, bench-
marking, 348-349
passive index, usage, 352
Long-only securities benchmarks,
315
Long-only security account, 460
Long-term bonds, 70
rating systems/symbols, sum-
mary, 89
Long-term capital gains, 259
Long-Term Capital Management
(LTCM), 336
bailout, 292

Loss allocations, schematic, 205e
Low-expected return stocks, 61-62
Low P/E effect, 63

Low-risk investments, 328

Macy’s, 410
bankruptcy, 411, 443-445
Maintenance margin, 460
requirement, 35
Make-whole charge, 208
Management buyout (MBO), 389
Management fee, 251, 365
Mandatory convertibles, 144
Margin
requirements, 35036
transactions, 34-36
Margin call, 460
Maritime Administration, 104
Market
anomaly, 41
strategies, 62-64
capitalization, 8
credit spreads, changes, 93
discount cutoff price, 112-113
interest rates, increase, 84
order, 31
overreaction, 59-60
stress, annual returrs, *71le
Market conversion
premium pes sitate, 141
premium rada, 141, 142
price, 140-142
Market dircctional hedge funds,
318
Marker direction hedge funds,
219-322
Market efficiency
strong form, 42
weak form, 42
Market if touched order, 32
Market impact cost, 37
Market-neutral hedge funds,
334-336
Market-neutral long-short strat-
egy, 61-62
Market-neutral managers, opti-
mizer usage, 336
Market pricing efficiency, 41
Market risk, 4
premium, 15
Market timing costs, 38
Market value-adjusted (MVA)
annuities, 239
Market value CDO, 219
Markowitz, Harry, 3
Markowitz diversification, 3, 15
principle, 3-4
Mass, 2
Material adverse change, 135
Maturity, 69-70

value, 70
Mean-variance diversification, 3
Medium-term notes (MTNs),
132-134
Mega-cap common stock, 24
Merger arbitrage, 324-326
trades, profit, 326
Merger arbitrageurs, research, 324
Mezzanine debt, 392
company/borrower advantage,
425-426
comparison, 417e
coupons, structure, 425
distressed debt, comparison, 431
funds, 392
investment, 413
investor advantages, 424-425
J curve, usage, 415-416
LBO market, relationship, 413
marke. pesformance, 428-429
offe-ing, example, 426e
overnew, 413-417
returns, 428e
securing, collateral (impact),
424-425
senior creditor negotiations,
426-427
usage, avoidance, 414
Mezzanine financing, 385, 413
acquisitions funding, 421
capital structure bridge,
419-420
comparison, 416
debt expense, 421-422
examples, 418-421
form, 413-414
LBO bridge, 420
middle market vehicle, 415
negotiation, 416
private equity
contrast, 423-424
form, 421
return expectations, 415
time, bridge, 418-419
usage, 418-420
Mezzanine funds, 421-423
investors, 423
risk lenders, 423
staffing, 422
Mezzanine investor
assignment, 427
takeout provisions, 428
Mezzanine lenders, insurance
proceeds collection, 428
Mezzanine stage, 385
Mezzanine venture capital, 385
Micro-cap common stock, 8
Mid-cap common stock, 8
Modern portfolio theory (MPT),
diversification (importance), 350
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Modified Endowment Contract
(MEC), 230
Moments, 494
Momentum strategies, 67
Money market, 69
equivalent yield, 99
instruments, 69-70
Money market funds, 255
Monoline bond insurers, 219
Montgomery Ward, bankruptcy,
444-445
Monthly cash flow
construction, illustration,
155-159
example, 157e-158e
Monthly payment rate (MPR),
209-210
Moody’s Investors Service, 88
Moral obligation bonds, 115
Morgan Stanley Capital Interna-
tional (MSCI)
Barra model, 49
EAFE Index, 254, 274, 464465
indexes, 44
Morningstar
ETF Investor, 270
Lipper, contrast, 257e-258e
mutual fund data, 256
Mortality expense & Expense
(M&E) charges, 228, 231, 238
Mortgage-backed securities
(MBSs), 147
arbitrage, sophisticated, 331
average life, 163-164
creation, 201
fixed income arbitrage usage,
330
issuance, 119-120
Mortgage bonds, 128
Mortgage passthrough secrizies,
151-152
Mortgage REIT, 302
Mortgages, 147-151
design, 148
loan, 147
servicing fee/cash flows, 150
rate, 147, 160-162
term, 148
Mount Lucas Management Index
(MLMI), 482-483
returns
distribution, 483e
probability distribution, 483
Moving averages, 57
Multifactor models, 48-49
Multifamily revenue bonds, 120
Multiple, 21
Multiple-share classes, 253
Multistrategy (MS) hedge funds,
341-342

Municipal bonds, 111
investment, risks, 125
track record, 121
Municipal notes, 116-117
Municipals (acquisition), interest
expense (deductibility), 114
Municipal securities, 111
tax provisions, impact,
112-113
types, 114-123
Mutual funds (MFs), 243-245
closed-end funds, contrast, 247e
exchange-traded funds (ETFs),
contrast, 272-273, 273e
families, 251
hedge funds, 313-315
investment, advantages, 253
new generation, 274-275
review, 263-264
shares, 264
structure, 260
taxation, 259
Mutual insurance companies,
224-225
time frame, adoption, 225

Nano-cap common stoc', 8
National Association ot 2val
Estate Investment 1-uscs
(NAREIT)
Index, 278,242
market (2009}, 300e
U.S. Reai Estace Total Return
Liiciex, 300
Nztionie! Association of
Securities Dealers Automated
Quotation System (NASDAQ),
29-30
National Council of Real
Estate Investment Fiduciaries
(NCREIF) Property Index
(NPI), 278, 280-281
component property returns,
cross-section distribution,
295e
correlation coefficients, 282,
283e
returns, distribution, 294-297
unsmoothed index, 281
National Council of Real
Estate Investment Fiduciaries
(NCREIF) style boxes, 286,
287e
National Futures Association, 460
Natural resource companies,
position, 457-459
Negative covenants, 91
Neglected-firm effect, 63-64
Net asset value (NAV), 244,
263-264

equality/near equality, mainte-
nance, 265
price, divergence, 246
purchase, 249
trading at a discount/premium,
245
Net interest/net coupon, 150
Net operating income (NOI), 207
Net portfolio yield, 209
New York Mercantile Exchange
(NYMEX), 480
New York Stock Exchange (Big
Board), 29
Composite Index, 43-44
No-load mutual funds, 249, 272
Nominal spread, 162-163
Noncompetitive bid, 101
Noncumulative preferred stock,
136
Nondollar-aenominated issue,
76=77
Nonexchange indexes, 45e
Nantorfeiture options, 228
Non-investment-grade bond rat-
ing, assignment, 131
Noninvestment-grade bonds, 90
Noninvestment-grade sector, 90
Nonlinear dynamic models,
58-59
Nonmortgage asset-backed
securities, 209-210
Nonparticipating preferred
stock, 136
Nonpublic companies, private stock/
equity-linked securities, 361
Nonrecourse loans, 207
Nonrecurring special events, 327
Nontraditional asset classes, 9
Non-U.S. bonds, 8
Non-U.S. common stocks, 8
Notification date, 167
Notional amount, 195
Notional interest-only class, 195
Notional IOs, 195-197

Oaktree Capital Management,
stepped distressed debt buyer,
440

Odd lot, 33

Off-exchange markets (alterna-
tive electronic markets), 30

Official statement, 114

Off-the-run issue, 103

144A securities, 315

1035 exchange, 237

On-the-run issue, 103

On-the-run Treasury bonds, 329

Open-end funds (mutual funds),
243-245

Opening order, 32
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Open order, 33
Operating efficiency, LBO
improvement, 392, 395-396
Operating expense, 251
Operating leverage, 459
Operations, consideration,
371-372
Opportunistic hedge funds, 318
investment, 348-350
portfolio, construction, 349-350
strategies, 339-342
implementation, 350e
Opportunistic investments, 293
Opportunistic investors, 439
Opportunistic real estate, 285,
288-289
investing, 289
Opportunistic returns, 293-294
CalPERS definition, 293
Optimizers, usage, 336
Option-adjusted spread (OAS),
162-163, 331
Option-free bond, 164
Option-pricing models, usage, 332
Order-driven market, 29
Orders, types, 31-33
Organization of Petroleum
Exporting Countries (OPEC)
agreement, event, 469
production increase, 470
Original-issue discount (OID),
treatment, 112-113
Overcollateralization (OC),
204-206
creation, 206e
tests, 221
trigger, 221
Overstuffed corporations, 398-39%
Over-the-counter (OTC) market,
102-103
Ownership (deletion), haik-
ruptcy process (impoct), 438

PAC III bond, 199
Paid-up additions (PUAs), 228,231
Participating policy, 226
Participating preferred stock, 136
Par value, 70
test, 221
Passive ETFs, usage, 275
Passive investors, 439
Passthrough, monthly cash flow
(example), 159e-160e
Passthrough coupon rate, 151
Payment date, 22
Payment in kind (PIK), 414
Payment-in-kind (PIK) bonds,
131-132
Pennsylvania Public School
Employees’ Retirement System

(PSERS), 288-289, 292
Performance measurement, 285
Perpetual preferred stock, 137
Philip Anschutz, stepped dis-

tressed debt, 440
Planned amortization class (PAC)

PAC I/PAC 1I bond, 197
Planned amortization class (PAC)

bond, 185

average life, 188e, 190e, 193e

P-A/P-B, 189

prepayment protection, provi-

sion, 193-194

series, 188-190
Planned amortization class (PAC)

tranches, 185-194

prepayment protection, 197
Platykurtosis, 497-498
Plowback ratio, 23
Policy cost, 229
Policy loan, 229
Policy return, 229
Pool factor, 166
Portfolio

active return, 49-50

construction, 335

NAV, 268

tracking error, determinioron, 50
Power bonds, 105
Predicted tracking<:rer, 53
Preference prefered stock, 136
Preferred stocir. ©35-137
Preferred siocicholders, pay-

merits; 137
Prenium payback period, 142-143
Prevackaged bankruptey, private

equity (distressed debt conver-

sion), 442-443
Prepackaged Chapter 11 filing,

436
Prepayment, 75, 150-151,

190-192

behavior, factors, 159-162

conventions, 153-159

lockout, 207-208

models, 162

options, 330

penalty points, 207-208

protection, origination, 190-191

rate, 82-83

risk, 86-87, 151, 164-165, 331

speed, 82-83, 153
Price, trading (relationship),

57-58
Price-earnings ratio (P/E), 20-22,

61-63
Price impact cost, 37
Price-to-book ratio (P/B), 65
Pricing inefficiencies, search, 331
Prime borrowers, FICO score, 210

Prime RMBS, 202-203
Principal, 70
Principal amortization period, 209
Principal cash flow, distribution,
220
Principal-only (PO) class, 167
Principal-only (PO) mortgage
strip, 168
Principal-only (PO) securities,
167-169
Principal-only (PO) strips, 331
Principal pay down window, 179
Principal repayment, 212
Prior operating history, consider-
ation, 371-372
Prior preferred stock, 136
Private equity, 361
distressed debt, conversion,
442443
recyclivg, distressed debt
(usage), 439-440
risk/ieturn spectrum, 421, 422e
fransaction, senior bank debt
(usage), 421-422
Private equity real estate (PERE),
288,297-298
Private Export Funding Corpora-
tion, 104
Private label residential MBS,
202-206
Private loans, 211
Process risk, 358
Producer price index (PPI), 464
Production growth, 421
Products, 230-242
analysis, 369
Profit sharing/incentive fee,
365-367
Project finance, focus, 418-419
Protective covenants, 363
Public credit enhancement pro-
gram, support, 116
Public Securities Association (PSA)
assumption, 175
occurrence, 191-192
prepayment benchmark, 154-159
speed, variation, 192
Purchasing power risk, 6
Putable Automatic Rate Reset
Securities (PARRS), 105
Putable bond, 76
Put options, 374
Put price, 76

Qualified purchasers, acceptance,
314

Quality tests, 221

Quantiles, 491

Quantitative equity long/short
hedge funds, 320
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Quantum Hedge Fund, 339-340
Quarterly return distributions,
281e
Quartiles, 491
rankings, 493e
Quid pro quo, 249
Quintiles, 491

Range, 491-494
calculation, 492-493
Rapid amortization, 210
Rate offering schedule, 133
Rate reduction bonds (RRBs),
214-215
structure, 214
true-up mechanism, 215
Rating agencies, factors, 90-91
Rating migration table, 94
example, 95e
Rating transition table, 94
Real assets, pattern, 467
Real estate, 8, 9-10
assets
investment, 305
NCREIF style boxes, 287¢
diversified portfolio, 282, 284
investment, 277
benefits, 277
market, subprime crisis (rela-
tionship), 308e
performance, 278-280
portfolio style definitions, 290e
properties, pass-through
investment pool, 301
returns, 279%
distribution, 296e
expectations, 289-297
risk association, 308
risk profile, 280-282
Real estate investment trusts
(REITs), 277, 284
advantages/disadvantages,
299-301
annual yields, 301e
beta, 301
corporate structure, 304-305
correlation, 311
diversification abilities, 310
dividends, 312e
economics, 306-312
financial performance, com-
parison, 307e
gross income, 305-306
inflation-hedging asset, 311
investment, 299
markets, 304
philosophy, 302
monthly return, frequency
distribution, 309e
rules, 304-306

structures, 302-303
tax structure, 305-306
types, 302-304
valuations, 282
Real rate, 100
Rebate, 36
Recovery rates, 88, 92-93
Redemption rights, 374
Redemption value, 70
Reduced paid up, 228
Refco, Inc.
bond price, 448e
fire sale example, 446-448
stock price, 447e
Refinancing burnout, 161
Refunded bonds, 122
Refunding mortgage bonds, 128
Refunding provisions, 73-75
Regal Cinemas, Inc., distressed
debt, 439
Regional specialization, 381
Registered investment advisor
(RIA), 260
Registration rights agreement, 374
Regular redemption prices, 74-78
Regulated investment compziiy
(RIC), 259
Regulation D (Reg D) licage
funds, 327
Reinvestment inoonie 78-79
Reinvestment isi=_$0-81, 86
importance, 8°
Relative ctiengtti, 57
Relativevalue arbitrage, 336-339
Relauve value managers, 337-338
Rema.keted preferred stock, 137
Renewal period, 239
Reorganization, 92
Required minimum distribution
(RMD) rules, 237
Reset period, 239
Residential mortgage-backed
securities (RMBSs), 8-9, 201,
213
Residual, 123
Residual risk, 4
Resolution Trust Corporation, 105
Resources, tactical allocation, 13
Retailing LBO, example,
410-411
Retention ratio, 23
Return
distributions, 309
skewness, 496-497
expectations, 289-297
ranges, summarization, 296
sample, variance, 495
sources, 77-79
Reuters/Jefferies CRB Index, 480
weighting scheme, 484

Revenue anticipation notes
(RANG), 116-117
Revenue bonds, 118-120
Revenue growth, 367
Revenue Reconciliation Act of
1993, 112
Reversal strategies, 67
Reverse convertible, 144
Reverse floaters, 72
Reverse PAC structure, 194
Reverse stock split, 26
Reverse TAC, 195
Revolving period, 209
Rising floor DB, 237-238
Risk
control, 326
definition, 2
exposures, 317¢
factors, 4649
measii=s, 491
preiniwn, 46
rengp/location, 491-494
rolerance, 53
2isk arbitrage strategies, 322
Risk-free rate, 46
Risk-free return, 46
Riskless profits, 328
Rollover risk, 135, 288
Roll yield, 473-474
Round lot, 33
Rule of de minimis, 112-113
Rule of priority, 437
Rural Electrification Administra-
tion, 104
Rural Housing Service (RHS), 148
Rural Telephone Bank, 104
Russell 1000 stock index, 464
median weight, 349
Russell 2000, 274
small-cap stock index, 302
Russell indexes, 44

o

Safe harbor provisions, 421
Safeway Corporation, leveraged
buyout example, 395-396

Sales charge/loads, 248-251
Salomon Smith Barney High
Yield Cash Pay Index, 464
Seaport revenue bonds, 120
Seasonality, 162
Secondary market, 102-103
Second tier issues, 135
Second-to-die insurance, 232
Sector hedge funds, 348
Secured debt, 128-130
Securities, description, 105-108
Securities Act of 1933, 313
Securities Act of 1933, Rule
144A, 432-433
Securities Act of 1934, 260, 313
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Securities and Exchange Com-
mission (SEC), regulatory
scrutiny, 313-314

Securities Exchange Act of 1934,
35

Securities Industry and Financial
Markets Association (SIFMA),
165-166
Municipal Swap Index, 123

Securitization transaction, 207

Seed capital, 383-384

Sell limit order, 31

Sell stop order, 32

Semiannual inflation rate, 100

Semistrong efficiency, 60

Semi strong efficient market, 14

Semivariance, 495-496
risk measures, 495

Senior creditor, negotiations,
426-428

Senior debt, 392
ceiling, 413

Senior secured debtholders, 437

Separate account products, 226
general account products,

contrast, 226-227

Separate Trading of Registered
Interest and Principal of Secu-
rities (STRIPS), 103-104

Sequential pay CMOs, 175

Sequential pay tranches, 175-180

Service, analysis, 369

Servicing fee, 150

Servicing spread, 150

Share classes, 250

Shareholder
equity, deletion, 441-442
fee, 248

Share price, 27-28

Sharpe ratio, 340-341
calculation, 307-308

Shelf registration, filing, 133

Shifting interest mechanism, 203

Short selling, 33-34
margin requirements, 35-36

Short selling hedge fund, 321

Short-selling strategies, 240-241

Short-term bonds, 69-70

Short-term capital gains, 259

Short-term debt instruments,
116-117

Simple filter rules, 57

Single-family revenue bonds,
119-120

Single-monthly mortality rate
(SMM), 153-155

Single-premium deferred annuity
(SPDA), 238-239, 241-242

Single-premium life insurance,

230

Single-price auctions, 102
Single-property REIT, 302-303
Sinking fund provision, 75-76,
137
Six-pack securities, 203
Skewness, 2, 496-497
Small Business Administration
(SBA), 104
loan-backed securities,
211-212
SBA-loan backed securities, 212
Small cap common stock, 8
Small-cap growth, 65
Small-cap investors, 65
Small-cap stocks, 284, 346
Small-cap value, 65
Small-firm effect, 63
Smoothed NPI, unsmoothed NPI
(contrast), 284
Soros, George, 339-340, 357
Soros Quantum Fund, 358
SPDR Barclays Capital High
Yield Bond ETFE, 271
SPDR return, 271
SPDR XME, portfolio value,
319-320
Special bond structures; 12.1-122
Special dividends, 22
Special events, 327
Specialist system; 2}
Special purpose eaticy (SPE),
201,217
Special purpose vehicle (SPV), 201
Specia® vedemption prices, 74-75
Spec.alsituations, 131
Souctal situation venture capital,
381-382
Specified pool trades, 166
Speculative-grade bonds, 130-132
Sperry Corporation, 376
Splits, 203
Spot commodity prices, determi-
nation, 472-473
Spot prices, 474-475
Spread duration, 93-94
Spread risk, 6
Springing subordination, 427
Standard & Poor’s (S&P)
beta, 458
correlation coefficients, 456
Goldman Sachs Commodity
Index, 474-477
recovery rates, 433e
REIT index, 309
Standard & Poor’s 500
(S&P500), 4344, 88, 134
index, 72
returns, measurement usage,
343
portfolio (benchmark stocks),

tracking error (contrast),
52e
reference, 386
returns, 316e
Stock Index, 48, 254
Standby LOC, 121-122
Start-up
characteristics, mature charac-
teristics (contrast), 409e
investment, 377
management team, 370-371
venture, market (viability),
368-369
Start-up company
cash flow problem, 415
convertible preferred stock,
venture capital firm
investment, 373-374
J curve, 555-386
life cvi'e, 286e
State 2nd 'ocal government series
(CLCS) securities, 97
Suate regulatory commission,
impact, 214
Stepped distressed debt, 440
Stepped-up DB, 237-238
Step-up bonds, 131-132
Step-up notes, 71
Stock companies, 224-225
Stock market
indicators, 42-45
classification, 43
pricing efficiency, 41-42
systematic risk factors, 456
Stocks
business cycle, relationship, 467¢
distributions, 25-28
dividends, 25-27
evaluation, 17
evolution, 10
funds, differences, 254
lender, 36
lending, 36
portfolio, beta, 48
repurchases, 28-29
repurchasing, methods, 28-29
split, 25-27
U.S. inflation, correlation,
465e, 466e
Stop-limit order, 32
Stop order, 31
dangers, 32
Stop-out yield, 102
Store-of-value asset, example,
12-13
Straight value, conversion value
(contrast), 140
Stranded assets, 214
Strategic asset allocations, tactical
asset allocations (contrast), 13
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Stripped MBSs, 167-170
trading/settlement procedures,
169-170
Stripped Treasury securities,
103-104
Structured credit products, 201
Structured finance CDO (SF
CDO), 216
Structured 10, 195
Structured MTNSs, 133-134
Structured note, 133-134
Structure risk, 125
Stub trading, 337
Student loan asset-backed securi-
ties (SLABS), 211
Style boxes
return objectives, 291-292, 291e
usage, 285
Style diversification, 285
Style drift, monitoring, 285
Subordinated debentures, 129-130
Subordinated lender, equity part-
ner status (expectation), 425
Subordination, 427
levels, setting, 203
measurement, 204e
Subprime crisis, real estate mar-
ket (relationship), 308e
Subprime RMBS, 203-206
deals, 205
structuring, challenge, 204-205
Super asset classes, 11-13
Support bonds, 190-191, 197-199
classes, 197
Surrender charge, 239-240
Surrendered policy, 228
Survivorship insurance, 232
Swaps, 331
Synthetic CDOs, cash (contrass),
217
Systematic portfolio rig%, Se
Systematic risk
total risk, ratio, 6
unsystematic risk, contrast,
4-6, 46

Tactical asset allocation, 13

Tails, 2

Takeout provisions, 428

Takeover, distressed debt (usage),
443-445

TAP Issue program, 107-108

Target-date fund, 255

Targeted amortization class
(TAC) bonds, 194

Targeted block repurchase, 29

Target-risk fund, 255

Taxable municipal securities,
111-114

Tax anticipation notes (TANs),

116-117
TRANS, 116
Tax-backed debt, 114-117
obligations, 114
Tax credit BAB, 126
Tax-exempt municipal bond
yields, 123-125
Tax-exempt municipal securities,
111-114
Tax-exempt obligations, 112
Tax-exempt securities, 112
Tax risk, 125
Teaser rate, 239
Technical analysis
fundamental analysis, contrast,
54-64
strategies, 55-60
Tender offer, 28
Tender option bonds (TOBs), 123
Tennessee Valley Authority
(TVA), 104-105
electronotes, issuance, 105
Term insurance, 240
Term to maturity, 69
Texaco, Getty Oil Company
(merger), 458-459
Texas Pacific Group, Harrah’s
owner, 444-445
13F disclosures, 254
Time gap (bridgisg . mezzanine
financing (vsay2), 418-419
Tisch, Laurence 1., 444
To be announcea (TBA) trade, 166
Total icen-n, analysis, 333-334
Total iivk, 2—4
Trocking error, 49-54
benchmark stocks, contrast, 52e
variation, 271
Trading commissions, 37
Trading costs, 37-38
Trading mechanics, 31-36
Traditional asset classes, 9
Trail commission, 251
Trailing P/E ratio, 21
Tranches, financing, 394e
Transportation revenue bonds, 119
Treasury. See U.S. Treasury
Treasury inflation-protected secu-
rities (TIPS), 99-101
Turnaround venture capital, 382
2 and 20 fee structure, 429

Umbrella partnership REIT
(UPREIT), 303
flowchart, 304e

Unbundling, 232

Undiversifiable risk, 4

Unique risk, 4

United Nations Oil-of-Food
Program, 470

Unit trusts, 247-248
sales commission, 247
Universal life, 232
Unsecured debt, 128, 129-130
Unsmoothed NPI, smoothed NPI
(contrast), 284
Unsystematic portfolio risk, Se
Unsystematic risk
reduction, diversification
(impact), §
systematic risk, contrast, 4-6, 46
U.S. Bankruptcy Code, Chapter
11,434
U.S. bonds, 8
U.S. City Average All Items
Consumer Price Index for All
Urban Consumers (CPI-U), 100
U.S. common stocks, 8
U.S. corporations, dividend pay-
ment. 24
U.S. etuity markets, 29-31
U.S ETkFs, 266¢
‘G:S..government
bonds, 8
securities, 97
U.S. municipal bonds, 8
U.S. Real Estate Total Return
Index (NAREIT), 300
U.S. stock market indexes, 43e
U.S. Treasury
auction process, 101-102
bill
price, 98
Sharpe ratio, calculation,
307-308
support, 474
bonds, 284, 346
inflation rate, 464
usage, 331
yield curve, 329
notes/bonds, 99
securities, 97-104
comparison, 163-164
Utility revenue bonds, 118-119

Value-added portfolios, represen-
tation, 295

Value-added properties, 286, 288

Value-added real estate, 285-298

Value-added returns, 292
expectations, PSERS defini-

tion, 292

Value creation, LBO process,
392-402

Value investor, 65-66

Value Line Composite Index, 43

Value stocks, 65

Vanguard Telecom securities
ETE, 271

Variable annuities, 236-240
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Variable life insurance, 232
Variable rate demand obligations
(VRDOs), 117
Variance, 495-496
usage, 2
Variation margin, 460
Var(R), 489
Venture capital
business plan, 367-374
consideration, 14
contrast, 423-424
fees, 365-367
financing stage, 382-386
firm, value (addition),
370-371
firms, investors (relationship),
363-367
fund of funds, 377-378
geography, specialization, 381
historical performance,
386-387
industry, specialization,
380-382
investment vehicles, 374-378
leveraged buyout, contrast,
408-410, 409¢
management fee, 365
private equity form, 421
profit sharing/incentive fee,
365-367
regional specialization, 381
returns, 387e

supply, 362
Venture capital fund
life cycle, 378-379, 379
management, restrictions,
363-364
Venture capitalists, role,
362-367
Very accurately determined
maturity (VADM), 194-195
Veterans Administration (VA),
148
Vlasic Foods International, Inc.,
Chapter 11 bankruptcy, 441
Volatility arbitrage, 338
application, 338-339
Voluntary bankruptcy, 92
Vulture investors
hedge fund managers, relation-
ship, 432
sources, 439

Washington Metropolitan Area
Transit Authority, 104

Washington Public Supply Sys-
tem (WPPS) bonds, 125

Waterfall, 203

Wealth management, who e
life insurance (relationtip),
233-235

Weighted average tosa, 319

Weighted average coupon
(WAC), 16%

percentage, 175
rate, 152, 156
Weighted average maturity
(WAM), 169
percentage, 175
rate, 152
West Texas Intermediate (WTT)
light, spot price, 462
When-issued (WI) market, 103
Whole life insurance, 231
policies, 232
wealth management, relation-
ship, 233-235
Wilshire Associates, indexes, 44

Yield, 162-164
maintenance charges, 207-208
measures, 79-83

limitai01s, 77-83

Yield te.call, 81-82

Yield.io first call, 81

Yieid to first par call, 81

Yicld to maturity, 79-81

Vield to next call, 81

Yield to put, 82

Yield to refunding, 81

Yield to worst, 82

Z-bonds, payment, 194-195

Zero-coupon bonds, 71, 81
issuance, 240

Zero-coupon instruments, 77-78



